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ORAL DEPQCSI TI ON OF STEVEN C. HASTI NGS, produced as
a witness at the instance of the Plaintiffs, and duly
sworn, was taken in the above-styled and -nunbered cause
on the 5th day of Decenber, 2018, from8:55 a.m to
12:32 p.m, before Jennifer L. Canpbell, CSR in and for
the State of Texas, reported by machi ne shorthand, at
the offices of Freeman Law, PLLC, 2595 Dal | as Par kway,
Suite 420, Frisco, Texas, pursuant to the Federal Rules

of Cvil Procedure.
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FOR THE PLAI NTI FFS:
M. Jason B. Freeman
FREEMAN LAW PLLC
2595 Dal | as Par kway
Suite 420
Frisco, Texas 75034
(214) 984-3409
j ason@reemanl awpllc.com

FOR THE DEFENDANT:
M. Curtis C. Smth
UNI TED STATES DEPARTMENT OF JUSTI CE
717 North Harwood Street
Suite 400
Dal | as, Texas 75201
(214) 880-9734
curtis.c.smth@sdoj.gov
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REPORTER S NOTE
Quot ation marks are used for clarity and do not
necessarily reflect a direct quote.
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THE REPORTER: Today is Decenber 5th, 2018.
The time is approxinmately 8:54 a.m W are | ocated at
Freeman Law, PLLC, 2595 Dallas Parkway, Suite 420,
Frisco, Texas 75034.

This is the deposition of Steven Hastings
in the matter of Tony and Mi's, Inc., Tony
Thangsongchar oen, and Sommuek Thangsongchar oen versus
The United States of Anerica, in the United States
District Court for the Northern District of Texas,
Dallas D vision, Cvil Cause No. 3:17-CV-0609-B.

My nane is Jennifer Canpbell, certified
shorthand reporter, representing Lexitas, 6500
G eenville Avenue, Suite 445, Dallas, Texas 75206.
W1l all persons present please state their
appear ances and whomthey represent.

MR. FREEMAN:. Jason Freenman. | represent
the Plaintiffs.

MR SMTH Curtis Smth for the United
St ates.

THE WTNESS: Steven Hastings, expert
wi tness for the United States.

STEVEN C. HASTI NGS,

havi ng been first duly sworn, testified as foll ows:

Lexitas




Steven C. Hastings

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

EXAM NATI ON
BY MR FREENMAN:
Q Could you please state your nane for the
record, sir?

A. Steven C. Hastings.

Q And where are you enployed, M. Hastings?

A. A conpany call ed Val ueScope, Inc.

Q And what is your title?

A.  Principal.

Q And what does that -- what does that nean?

A I'ma equity partner principal. W have other
principals that aren't equity partners, but we all Iike
to keep it -- hierarchy the sane.

Q Under st ood.
Were you engaged by the United States as
part of this [awsuit?
A Yes, | was.
Q And can you explain the nature of that
engagenent ?

A. It was provide a opinion on the val ue of
certain inventory wwth -- on a forced |iquidation basis.
Q And you were engaged as an expert in that

capacity?
A.  Yes.

Q So the opinions that you' ve offered in your
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report in this matter are expert opinions?

A. Yes, they are.

Q What is your experience working in the bridal
gown i ndustry?

A. Specifically, | have not worked in the bridal
gown industry. | have researched the industry, |
understand the industry. | have worked in other
clothing -- valuing other clothing types industries,
retail industries.

Q \What other clothing industries have you worked
I n val ui ng?

A. W did -- valued a tuxedo distributor, and they
also did formal wear. That was years ago. | val ued
other retail industry distribute clothes, but | don't
remenber the nanmes right now.

Q Do you renenber the nane of the tuxedo

di stri butor?

A. No, | don't. | have to go look in ny files.

Q How |l ong ago was that?

A. Probably about six years.

Q D d you value the business or the inventory?

A. The business, but you know, inventory is always

part of a business.
Q But was there a valuation specifically with

respect to the inventory?
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A. | don't recall.

Q Do you have any experience working in the
bri dal gown industry?

A. As far as?

Q Wrking in any other -- any other capacity as
an expert.

A.  Not working in the industry, no.

Q Have you ever testified regarding the valuation
of bridal gowns?

A.  No.

Q Have you ever held yourself out as an expert
other than this case with respect to bridal gowns?

A, No.

Q Have you ever done an appraisal of bridal gowns

other than with respect to this case?

A.  No.
Q I'mgoing to ask you about the foll ow ng
speci fic bridal gown manufacturers. | would ask you to

just please tell nme everything that you know about each

of these manufacturers. The first one is Anjolique.

That's A-n-j-0-1-i-g-u-e. Are you famliar with that
vendor ?
A. | don't recall if I've reviewed that or not.

Q And wouldn't be famliar with their specific

line as we sit here today?
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A. The Anjolique line?

Q Yes, sir
A | may -- is it one of the lines sold by Tony
and Mi?

Q This one is, yes, sir

A.  Yeah. The name sounds fam liar fromone of the
| istings.

Q Are you -- do you have personal know edge about
this vendor or its |ines?

A.  No.

Q Ask you about another vendor, Allure Bridal
A-l-l-u-r-e. Are you famliar with this vendor?

A. Yes. | sawtheir -- reviewed their listings
and their pricings.

Q Can you tell nme what you know about this
vendor ?

A. That they sell everything from quinces to
bridal dresses.

Q Do you know any of the specific lines that they
carry?

A. Sonme of the lines are witten down in the book
here.

And "the book here" is your report?
Yes.

Q And do you know where those are witten? Are
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they in the inventories that were provided by the
conpany?
A.  Yes.
Q Ckay. But you haven't produced any additiona
i nformation --
A. No. They were on the handwitten notes in
the -- Tone's Excel spreadsheets.
MR, FREEMAN: And I'Il go ahead and nmark as
Exhibit 35 the expert report of M. Hastings.
(Exhi bit 35 marked.)
Q And so when | refer to Exhibit 35 we'll be
referring to your expert report.
So the references to Allure Bridal in your
report are fromthe spreadsheets and inventories
provi ded by the -- by the conpany, Mi's Bridal?
A. Yes, they are.
Q Do you have any other -- do you know anyt hi ng
el se about Allure Bridal?
A, No. It's -- just fromwhat -- the style lines
and the costs and the recommended retail prices that I
saw on the sheets.
Q Fromthe conpany? Is that what you're --
A.  Yes.
Q \Wat about anot her vendor, Jasni ne?
A

| didn't nmenorize all of their |ines. [''m
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sorry. | do have them --

Q Just curious --

A -- witten down.

Q ~--if you -- if you know -- if you can tell ne
anyt hing specifically about that vendor or your
under st andi ng of that vendor.

A. No. But if they're on the list, | could I ook
up and see what -- tell you what are the product |ines
for Jasm ne.

Q But based on your experience, you wouldn't --
you woul dn't be famliar with those --

A. No, other than --

Q -- lines?
A. -- other than what we reviewed on the -- on the
list of inventory.

Q The conpany's inventory?

Yeah.

How about Maggi e Sottero Designs?
No. Sane answer.

How about Morilee, Mo-r-i-l-e-e?
Same answer .

How about Angelina?

> O >» O » O >

Sane answer.
Q How about Mon Cheri Bridal, Mo-n Ch-e-r-i

Bri dal ?
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A.  Sanme answer.

Q How about Al fred Sung?

A.  Sanme answer.

Q How about After Six?

A.  Sanme answer.

Q Al exia Designs?

A.  Yes, sane answer.

Q Bill Levkoff?

A.  Sanme answer.

Q Dessy Creations, D e-s-s-y?

A. | don't recall seeing that one, but | have to
have ny -- sane answer. | don't recall unless they're

on the list here.

Q Ckay. Inpression Bridal?

A.  Sanme answer.

Q Is it fair to say that outside of -- outside of
this case or prior to this case you did not have any
famliarity with those particul ar vendors?

A. Well, we did go into the vendors' Wb sites and
try to l ook up style nunbers and styles there and were
havi ng extrene problens wth that because of the age of
the inventory here. A lot of it weren't |isted.

MR. FREEMAN: (bj ect, nonresponsive.
Q Were you able to cross-reference the codes in

any of the inventory listings to those Wb sites?
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A. Maybe a few, but | didn't -- |'ve got it
docunented in sone other work papers. But it turned out
to be a nonproductive exercise.

Q The question again is: CQutside of this case or
prior to this case, did you have any famliarity with
any of the vendors that | just |isted?

MR SMTH  Objection, form

A.  No.

Q Now, | want to ask you just a little bit about
the industry, the bridal gown industry. Are you
famliar with the types of contracts that are in pl ace
in the industry?

A. As far as inventory contracts?

Q Inventory with vendors, yes, sir.

A It varies.

Q How does it vary?

A. Sone are purchase as is, ordered special, sone
are inventory that can be returned. A lot of -- a |ot
of it is done online now.

Q Is there -- with respect to the contracts
between retail stores like Mi's or other retail stores
and vendors, is there a standardi zed contractual
rel ati onshi p?

A. Not that |I'm aware of.

Q Is there typically a contract between retail
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conpani es and vendors?

A. Depends on the size and volune of a retai
conpany and what the vendors are.

Q So with a conpany like Mi's, would there
typically be contracts wth vendors?

A. | don't know. | didn't see any evidence of
contracts of vendors.

Q Wuld you expect to see contracts with vendors?

A. Not for that -- necessarily that small of a

Q And in a larger shop you woul d?

A. 1 woul d.

Q But you don't know whether it's industry
standard to have a contract with a vendor?

A. | do not know whether it's industry standard.

Q Do you know what time of the year bridal gown
stores typically place orders?

A.  No.

Q Do you know how long it typically takes for a
bri dal gown vendor to ship orders?

A. How long fromthe date they receive the order
to shi ppi ng?

Q Yes, sir.

A. O her than what Internet research says how | ong

it takes.
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Q Do you know how |l ong that is?

A | think | read it could be as little as one
week and as high as four weeks.

Q GCkay. So that's your testinony of your
under st andi ng?

A. That's ny recall fromlooking at one of the
sites where you can order a dress -- customdress from

Q M. Hastings, have you ever acted as an expert
W tness by providing a valuation of stock inventory?

A. Not with respect to just the inventory itself.

Q As an expert w tness, have you provided a
val uation specifically with respect to inventory?

A. Not specifically, but as the inventory rel ates
to the total value of a conpany.

Q Have you ever as an expert witness provided a
val uation with respect to bridal dresses?

A.  No.

Q Have you ever been qualified in court to
testify as an expert in a case requiring you to provide
a valuation specifically of inventory?

A. Not that | recall

Q Have you ever been qualified in court to
testify as an expert in a case requiring you to provide
a val uation specifically of bridal dresses?

A.  No.
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Q Have you ever given a deposition in a case
i nvol ving you as an expert providing a val uation of
I nventory?

A. Not that | recall

Q Have you ever given a deposition in a case
i nvol ving you as an expert providing a val uation of
bri dal dresses?

A.  No.

Q Do you consider yourself an expert in the field
of valuation of bridal dresses?

A. M research, ny studies of the industry, and an
under st andi ng of the perishable-type inventory, yes, |
do.

Q Has that research and study been perfornmed
since you were engaged in this natter?

A.  Yes.

Q And not before, correct?

A Wll, we're always perform ng continuing
education relief -- related to the val uation of
i nventory, so -- and specifically the Anerican Society
of Appraisers just issued, | think this |ast year --

wWithin the |ast year --
MR, FREEMAN: (Cbj ection, nonresponsive.
Q And ny question was specifically with respect

to the field of the valuation of bridal dresses.
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A.  Oh, no. Just inventory in general training.

Q Have you ever testified in a deposition or at
trial as a valuation expert with respect to specifically
t he val ue of inventory?

A. | don't recall.

Q Wth respect to the value of bridal dresses?

A.  No.

Q Have you ever served as an expert in a
Section 3 -- 6 -- excuse ne. Strike that.

Have you ever served as an expert in a case
I nvol ving Internal Revenue Code Section 63367

A, Wichis --

Q VWiich is the statute at issue in this case.

A. 1'd have to go back and revi ew ny cases.

Q But not that you're aware of as we sit here
t oday?

A. | don't know. |'ve had so nmany -- |'ve had so
many | RS cases that --

Q Let ne ask it --

A -- 1 can't renmenber them

Q Let ne ask it another way. Have you ever
served as an expert in a valuation case that resulted
froman |IRS sei zure?

A. Were the Departnent of Justice would have been

the respondent, | do not believe | have.
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Q

Have you ever served as an expert in a case

provi ding a valuation where there was an all egation of a

wr ongf ul

A

o » O > O

A

Can | correct --

-- IRS seizure --

Can | go back and correct?
Yes, sir. Wiich question?
The sei zure.

Yes, sir.

kay. | don't recall, | have to go back and

| ook at the file, but the Longaberger versus United

States may have been a seizure. It was a State issue

rel at ed,

but the Longaberger buil ding may have served as

collateral or something for the --

Q Do you know when that case was, roughly?

A. Coupl e years ago.

Q And the asset at issue was a buil ding?

A. Issue was a tax issue related to the state --
the estate, but the estate still held ownership.

Q And what was the specific asset?

A. The Longaberger buil ding and properties.

Q Real estate?

A.  Yeah.

Q Have you ever served as a valuation expert in a
wrongful seizure case, specifically, a wongful seizure
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by the | RS?

A.  No.

Q Have you ever served as a valuation expert in a
case involving an I RS perishabl e goods sei zure?

A.  No.

Q Have you ever provided a valuation with respect
to property that was seized by the | RS?

A.  No.

Q Have you ever used the forced |iquidation sale
nmet hodol ogy in an I RS sei zure case?

A.  No.

Q This would be the first tine?

A. For an IRS, seizure. |It's not the first tine
we used the forced |iquidation.

Q Have you ever used the forced |iquidation sale
nmet hodol ogy in a seizure case?

MR SMTH  bjection, form

A. In an I RS seizure case or any seizure case?

Q Any seizure case. And if so, which case?

A. | don't recall, but I -- there nay have been a
case involving a corporate foreclosure where we | ooked
at alternatives.

Q Do you know what kind of assets woul d' ve been
i nvol ved in that case?

A. | think intellectual properties, Wb site,
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software, other things like that. And we | ooked at
forced |liquidation, orderly |iquidation, other issues.

Q Okay. M. Hastings, | want to take you to
page 30 of your report, which is marked as Exhibit 35.
And specifically on your CV, you have listed a nunber of
speaki ng engagenents. Does this enconpass your speaking
engagenents over a certain period of tine?

A.  Yeah, maybe 20 years.

Q Over 20 years?

So I want to go through these with you.

The first one is entitled "How to Fi nance Your Conpany."
Did this presentation involve the valuation of inventory
or bridal dresses?

A.  No.

Q The next one, "Enployee Stock Oanership Pl ans,”
did this presentation involve the valuation of inventory
or bridal dresses?

A.  No.

Q The next one is "Docunentation Linking
Systens.” Did this one involve the valuation of
I nventory or bridal dresses?

A.  No.

Q The next one is entitled "CORF -- Wat You Need
to Know to Run a Successful Business.” D d this one

I nvol ve the valuation of inventory or bridal dresses?
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A. No. And none of themdid.

Q GCkay. And in fact, there are a nunber of other
itens |isted here as speaki ng engagenents, and none of
t hese involved the valuation of inventory or brida
dresses, did they?

A.  None.

Q M. Hastings, I'd like to take you to page 24
of your report. Again, this is part of your CV, and
there are a nunber of cases listed here. |1'd like to go
t hrough sone of these with you. The first case you' ve
listed is Chrem Ch-r-e-m v. Conm ssioner of Interna
Revenue.

A.  Uh- huh.

Q D dthis case involve the valuation of
I nventory or bridal dresses?

A.  No.

Q The next one is Hawk v. Conmi ssioner. Did this
case involve the valuation of inventory or brida
dresses?

A.  No.

Q The next case is Red River Ventures v.

Conmi ssioner. Did this case involve the valuation of
I nventory or bridal dresses?
A.  No.

Q The next case is Bowey v. Comm ssioner. D d
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this case involve the valuation of inventory or bridal
dresses?

A.  No.

Q The next case is Redstone v. Comm ssioner. D d
this case involve the valuation of inventory or bridal
dresses?

A.  No.

Q And M. Hastings, there are several pages of
cases, nost of which involve you testifying for the IRS
or Departnent of Justice. But with respect to all of
these cases listed, did any of these cases involve the
val uati on of inventory or bridal dresses?

A. Let ne reviewny civil --

Q Sure.

A. -- court cases, okay?

In particular, are you tal king about retail

I nventory? O are you --

Q | am--
A. -- talking about assets hel d?
Q | amspecifically tal king about retai

I nventory, but if you believe there's sonething
rel evant, please feel free to point it out.

A.  On page 28 --

Q Yes.

A. -- in the mddle, Kehrer versus Kehrer -- do
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you see that?

A It's -- that involved a father-son buyout
di spute of the business, and involved in that was the
value of the inventory held, which was pipes that are
bei ng cut and formed for sale.

Q In that case, did you provide a valuation
specifically with respect to the value of the pipes at
| ssue?

A. It was only a part of the valuation, not a
speci fic opinion on them separately.

Q As a conponent of the valuation, did you assign
a specific valuation to those pipes?

A. | believe we did.

Q Do you recall the basis upon which you provided

t hat val ue?

A. It was cost basis.

Q Cost basis?

A.  Yeah.

Q Did you reduce that cost figure?

A.  No, because it wasn't obsolete inventory or

ol d.
Q Soif inventory is not obsolete, it would be
| nproper to reduce the val ue?

A. Depends on the age of the inventory if -- the
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age has a lot to do wth it.

Q So --

A.  Turnover has a lot to do wth it, but --

Q |If the -- if the inventory has age, at what age
Is it appropriate to apply a discount to the cost basis?

A. Anything -- it depends on the industry.

Q ay.

A.  Sonme industries, you know, have to hold
five-year inventories, okay, just because of the vol une
t hey serve, and sone industries, you know, only hold
t hree-nonth inventories.

Q But you believe you provided an anal ysis based
upon the cost of the inventory at issue in that case --

A Yes, | did.

Q -- and you -- and you did not reduce it?

A.  No, because it was all current.

Q Is there another case |isted here that involved
the specific valuation of inventory or bridal dresses?

A.  You know, |I'd have to go back, but on page 29,
CGol f-Chic Boutique, which is a |adies' pro shop that
sold | adies' garnents and --

Q Was that their primry asset?

A. Yeah. It was all golf stuff for ladies, so it
i ncl uded, you know, skirts and dresses and shoes and

gl oves and cl ubs and stuff.
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Q And you provided a valuation specifically with
respect to those garnents?

A. | have to go back and reviewthis file and see,
but that's one where that was sonme of the major assets
init.

Q Do you know on what basis you woul d' ve provi ded

t hat val uati on?

A. | do not recall.

Q You don't recall if it was based on cost
met hod?

AL |I'msorry. That's -- you know, that's seven
years ago. | don't recall. I'mjust -- I'mjust saying

that that m ght have had.
Q Mght have.
But as we sit here today, you can't say
definitively that in any of these cases |listed here in
your CV that you provided a specific valuation with

respect to bridal dresses.

A, No.

Q O garnents.

A. | may have garnents with the |adies' boutique.
Q Possi bly.

A. Possibly. But I --

Q But that's the only one?

A.  Yeah. And being seven years old, | don't
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recall really. Al | knowis | renmenber ny wife saying
she had a | ot of cool stuff.

Q M. Hastings, I'd like to go to page 22 of
Exhi bit 35, your report, and this is the begi nning of
your CV. And you've |isted your enploynent history
here. | believe we've established that during your tine
at Val ueScope, which was from 2006 to present, that you
have not been involved in the sale of bridal dresses in
any capacity.

A.  No, | have not.

Q And that you have not rendered an opi nion about
t he val ue of bridal dresses.

A. No, | did not.

Q In your enploynent prior to that at Val ue
Capital, did you do either of those things?

A. | did business plans -- sone of ny work was as
contract CFO, and one of ny clients at that tine was a
conpany cal | ed Designing Texas and Bride TV, so | acted
as the CFO for --

Q Didthey -- did they sell bridal gowns?

A. No. But bridal gown --

Q D d they manufacture bridal --

A. -- retailers would present -- no. All they
did, they do a TV show about bri des.

Q D d you cone across -- strike that.
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Did you deal in your capacity working with
that conpany with the valuation of bridal gowns?

A.  No.

Q And in your prior position as public service
director for the Finance Conm ssion of Texas from 1994
to 2000, did you deal in any capacity with selling
bri dal dresses?

A. Savings and | oans, but not bridal dresses.

MR. FREEMAN: Let the record reflect a
nonment of levity.

Q D d you render any opinions about the val ue of

bri dal dresses in your capacity there?

A.  No.
Q In your positions prior to that, is it fair to
say, sir, that you did not -- you were not involved in

the sale or purchase of bridal dresses nor rendering a
val uati on opinion on bridal dresses?

A. Correct.

Q M. Hastings, how many tinmes have you testified
for the CGovernnent?

A. Twenty-nine, 30 tines.

Q Are those all tax cases?

A.  Yeah, they would all be tax-related cases, yes.

Q Andis that in the last four years, or is

that -- is that |onger?
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A. No, that's longer. Seven years.

Q How many tinmes have you testified for a
t axpayer agai nst the Governnent?

A. | have represented taxpayers.

Q Have you ever testified for a taxpayer against
t he Gover nnment ?

A. | have worked with them agai nst the Governnent,

but none of my cases went to court.

Q ay.
A. They all settled. | take tax cases that | know
| can w n.

Q But you've never testified against the

Governnent in a tax case.

A. | testified against the Departnent of Defense.
Q In a tax case?
A In -- no.

Q Have you ever testified against the Depart nent
of Justice?

A. Departnent of Justice was the attorneys for the
Depart ment of Defense.

Q ay.

A. So yes, | have testified against the Departnent
of Justi ce.

Q Ever against the Departnent of Justice Tax

Di vi si on?
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A.  No.
Q Do you -- do you charge the sane rate to the
Government to serve as an expert that you serve -- that

you charge to civil parties?

A. W charge the Governnent a flat $290, all |evel
of staff.

Q \What do you charge to private parties?

A. Insurance defense, there's -- we charge a scale
that goes from-- sonetines, depending on the nature of
the project, $420 for a principal down to 105 for | ower
staff, so it's a graduated scale.

Q But your rate in a case testifying for the
Gover nment i s $2907?

A For all --

Q Your rates specifically, your tine.

A M rate, ny --

Q Is that correct?

A. -- manager's rate, ny associates' rates that's
wor ked on this project.

MR. FREEMAN: Stri ke as nonresponsi ve.

Q Is your --

A.  Yes.

Q -- rate $290 --

A.  Yes.

Q -- when you work for the Governnent?
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And your rate when you work for a private

party is generally $420?

A Wll, | nmean, it could range from 390 to 420.
Q Ckay.
A. Depending on the nature of the project.

Q Ckay. Have you ever failed to qualify or been
disqualified by a judge in any case?

A.  No.

Q How nmuch tinme do you spend serving as an expert
Wi t ness?

A.  About 25.

Q \What do you do besides that?

A. | do valuations for financial reporting. A lot
of my clients are hedge funds. | do valuations for
mergers and acquisitions. A lot of ny clients are
referred to me by attorneys that need a fairness opinion
on a transaction. | do a lot of valuations for estate
and gift and sharehol der buyouts, sharehol der stock
options for private conpanies. W do a |ot of purchase
price allocations, which are becom ng very interesting
nowadays because you are focusing nore on the tangible
i nventory because of the accelerated wite-off rules.
Are you foll owi ng ne?

Q  Uh- huh.

A. So trying to get it out of goodw Il and into
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the tangi ble, so that's when you' re specifically | ooking
nore at property plant equi pnent; inventory, if that
needs to be witten up; and those kind of itens, because
once we can wite that tangi bl es up, then you get better
tax benefits now So --

Q That was --

A. -- business consulting, we do -- we have a | ot
of busi nesses that we'll go in and anal yze perfornance
metrics, inventory turn, inventory sale. | nean, we --

we take a | ook, we know -- we research and we know what
their industry should be, what their inventory should be
turning at, and we assist themin identifying these
nmetrics and then working with them operationally to
figure out how to nove the netrics to a nore positive
financial position for them
MR, FREEMAN:. (Cbj ection, nonresponsive.

Q | want to tal k about your preparation for this
deposition, specifically, any oral information that
you' ve received related to this case. D d you obtain
any information about this case orally?

A I'msure | did.

Q Fromwho did you obtain that information and
when?

A. It would ve been from US counsel.

Q Do you know who that was specifically?
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A M. Curtis Smth.

Q The one and only?

A.  The one and only.

MR. FREEMAN:. Let the record reflect
anot her nmonment of levity.

Q Wat information was obtai ned?

A. Status of the depos, what was covered in a depo
briefly. Didn't give ne the depos to read because |I did
not | ook at those. | don't know, where he thought the
case was going. | nean, you know.

Q D d you discuss where he thought the case was

goi ng?
A. No. | nean, what the -- what the timng of
t hi ngs were, what -- you know.

Q \Were did he believe the case was goi ng?

A. To court. It wasn't going to be settled. |
wasn't sure | --

Q \What other information did he give you?

A, Oh, | don't recall.

Q Did he give you any information relating to the
I nventory?

A. M information related to the inventory?

Q Yes, sir.

A.  No. Just the docunents.

Q

What were you told about those docunents? O

Lexitas



Steven C. Hastings

32

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

was it all in witing?

A It was all in witing.

Q There's no --

A. | read the sane thing. He didn't have any nore
I nformati on than what the docunments said than | did.

Q There's no oral information given?

A. No. He told ne about the IRS seizure, but
that's all witten down al so.

Q D d you nake any notes or records of this
I nf ormati on?

A.  No.

Q So nothing witten?

A No.

Q You've done this before.

A Yes.
Q \What did you do to prepare for this deposition?

A | met wwth M. Curtis, and he -- on Mnday, and
he asked ne sonme questions about ny report and how to
tie out sone things, and | realized that | needed to
create a section "I" so we could tie it out. W just
tal ked about ny report. W tal ked about it.

Q Did you tal k about any weak points in the
report?

A. There are no weak points in the report.

Q Were there any concerns about any positions
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stated in the report?

A. M. Smth had no concerns.

Q D d anyone el se?

A. The only people that read ny report were ny
staff, ny partner.

Q And --

A. He's the only one external other than you
t hat have read the report.

Q Not another attorney that -- from DQJ?

A. No. Not that | know of. Nobody -- no other
attorney discussed it --

Q Not that -- | guess |I'm asking that you' ve

di scussed it with --

A.  No.
Q ~-- in any way.
WAs that the only preparation session that

you had?

A.  Yeah.

Q How long did that |ast?

A. Less than two hours.

Q Were you shown any ot her docunents?

A. Not that | recall.

Q D d you ask any questions during that session?

A. Well, | asked questions about Jason B. Freeman.
| wanted to know your profile, I wanted to know --
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Q Expect you got glaring answers.

A. | wanted to know how you di d your other
deposi ti ons, what were your -- what was your deneanor,
what was .

Q Wile I've got your under oath, what bad things

di d Counsel say about ne?

MR SMTH  ojection. |

to answer. No. Just kidding. W'Ill let the record

reflect --

I nstruct you not

MR, FREEMAN: Whn't hurt Counsel's

feel i ngs.

MR SMTH Let the record refl ect another

noment of levity.

MR. FREEMAN: Stri ke that

one.

Q D d you discuss what questions you coul d expect

during this deposition?

A. Yeah. But | was nore like, Is he going to ask

me about this? He going to be asking ne about that?

What -- you know.
Q \Wat were those --

A. Ch, | don't know.

Q -- general topics?
A. | don't recall specifically, but generally,
know, why forced Iiquidation? (Ilnaudible.)
THE REPORTER: |I'msorry. | couldn't

you
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THE W TNESS: Forced |iquidation val ue, why
did you use forced |iquidation val ue.

A. W tal ked about polyet hyl ene bags and
preservation of dresses and howit's -- | think we had
sonme levity on sone of the research done wth clothing
stored in polyethyl ene bags as being very detrinental to
t he cl ot hi ng.

Q Did you discuss how to answer any questions
about your qualifications as an expert?

A. Not at all.

Q Any ot her questions about your nethodol ogy or
your concl usi ons?

A. No. Because he'd already read the report and
we have already tal ked about the report before that over
t he phone.

Q Did Counsel provide you any theory of their

case?
(Movi ng head side to side.)
No?
A. Keep nme inny little box, okay? That's what

they do. Just want this, okay?

Q But your answer was a -- was a ho?
A.  No.

Q Ckay.

AL M theory is --
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Q Laid out here?

A. -- give ny opinion on what | think the val ue of
the inventory is on a forced liquidation basis based on
ny experience in valuation.

Q Were you -- were there any specific discussions
about the scope of your assignnment?

A. No. The scope of the assignnent is worked up
during the contract phase.

Q Okay. Let ne ask you sonme questions about
that. Wat do you perceive as your purpose and function
in this case?

A. To give ny opinion of the value of the
I nventory on a forced |iquidation basis.

Q Andthat's it?

A.  (Mwving head up and down.)

Q |Is that a yes?

A.  Yes, it was.

Q So I'"'mgoing to ask you kind of again sort of
t he sane question, but define precisely what you were
engaged to provi de an opi ni on on.

A. The value of the inventory. O the dress
i nventory.

Q Based upon anything in particular? Any
particul ar standard?

A. Forced |iquidation.
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Q So the value of the inventory based upon a
forced |iquidation val ue?

A Yes.

Q And that's what your opinion specifically
provi des, an opinion on the forced |liquidation val ue of
the inventory?

A Yes.

Q You do not provide an opinion with respect to
the value of the inventory under a different standard.
| s that correct?

A. No, | do not.

Q So if a different standard were applicabl e,
your opi nion would not speak to it.

A.  Not this opinion, no.

Q If, for exanple, fair market value were the
applicabl e standard, your opinion does not address that
st andar d.

A.  Fair market value defined as? Under what
nmet hodol ogy?

Q Well, let's just assunme for sake of this
guestion fair market value as defined by the Anmerican
Soci ety of Appraisers.

A. Fair market value for a going concern?

Q Fair market value of the inventory.

A. On a going concern basis? On an orderly
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| i qui dation basis? On a -- there's very --

Q Wuld it be fair for me to venture that the
answer to all of those is no, those were not the scope
of your opinion?

A. No, those are not the scope of ny opinion.

Q So you weren't --

A. I'mprepared to give an opinion on -- |'m not
prepared at this tine to give an opinion on it, but I
coul d.

Q Your opinions that you've provided and been
engaged to provide in this case do not provide an
opi ni on about the fair market value on any of those

ot her bases.

A. On an orderly liquidation basis?

Q Correct.

A No. On ain -- continued use?

Q Correct.

A. On a going concern business?

Q Yes, sir, correct.

A.  No.

Q In fact, then, you provide no opinion about the

fair market value of the assets, only about the forced
| i qui dation sale value; is that correct?
A. That's what this report does.

Q So your opinion does not provide a fair narket
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value of the inventory. Correct?

A. My opinion does provide a fair nmarket val ue of
the inventory based on forced |iquidation.

Q So it provides a forced liquidation value; is
that right?

A.  Fair market val ue.

Q Now, is that how the Anerican Society of
Appr ai sers defines fair market val ue?

A. Fair market value, it depends on -- yeah,
you - -

Q That is?

A. Depending on -- they don't define --

Q O does it --

A. They don't fine -- define fair nmarket val ue as
a particular circunmstance, okay? Fair market val ue can
be defined in many -- in different circunstances.

Q Let nme ask you if this definition is correct as
you understand the Anerican Society of Appraisers to
define the phrase "fair market value.” "A professiona
opi nion of the estinated nost probable price expressed
in ternms of currency to be realized for property in an
exchange between a willing buyer and a willing seller
with equity to both, neither being under any conpul sion
to buy or sell, and both parties fully aware of all

rel evant facts as of the effective date of the appraisal
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report."
A I'mvery famliar with that.

Q Now, that is the definition of fair narket

val ue.
A. Right.
Q Correct?
A. For that, under no conpul sion --
Q And you have not --
A -- to sell.
Q -- provided a definition under that standard of

the inventory, correct?

A. | have not. So that --

Q So the questions | asked before -- wthout
hedgi ng, the questions that | asked before, your answer
to those is you have not provided a valuation of the
fair market value as defined by the Anerican Society of
Apprai sers with respect to the inventory.

A. On a going concern basis.

Q You have not --

A. | have not.

Q -- correct?

In fact, you have not provide -- you have
not provi ded an opinion of the fair market val ue as
defined by the American Society of Appraisers with

respect to the assets on a goi ng basis or nongoi ng
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basis, correct?

A
Q
A
Q
| i qui dati
A
Q
Anmeri can
A
Q
ask that

provi ded

A
Q
A

Q

| have not on a -- on a going basis | have not.
What about a nongoi ng basi s?
This was a nongoi ng basis forced |iquidation.
So you have provided an opinion of the forced
on val ue, correct?
Yes.
But not the fair market value as defined by the
Soci ety of Appraisers.
On a going concern basis, no.
I"mgoing to ask the question, but I'"'mgoing to
you answer it as a yes or no. Have you
a fair market value valuation of the inventory?
MR SMTH.  bjection, form
You can answer.
Just yes or no?
Yes, sir.
Not under those strict definition ternmns.

And you' ve not been engaged to determ ne the

fair market value of the inventory as defined by the

Ameri can
A.

Ameri can

Soci ety of Appraisers; is that correct?
You need to dig a little bit deeper into the

Soci ety of Appraisers and | ook at other

definitions, particularly orderly |iquidation or

Q

I want to get to those. Wy don't you tell ne
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what the other valuation standards are.
A. Well, there are guidelines set out by various
apprai sal associ ati ons, okay?
Q \Wat are these?
MR. FREEMAN: Let the record reflect the

deponent is reviewing his report.

A, Turnto H56. Okay. |I'msorry. H53 where it
starts.
Q ay.

A. Okay. This is the Key Auctioneer appraisal
gui del i nes, okay? So it -- if you turn to H 55, you see
it tal ks about fair nmarket value -- are you at H 557
Q Yes, sir.
A. -- fair market value, in-place use, orderly
| i qui dation. Turn the page, and you get forced
| i qui dati on.

Q So Key Auctioneers, is this a recognized --

A.  Yes.
Q ~-- authority in the industry?
A.  Yes.

Q And they have a specific definition with
respect to fair market value; is that correct?

A. Yeah. If you notice that the definition of
fair market value on -- is alnobst identical to the

American institute of appraisers, okay?
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Q And that, in fact, is industry standard
across --

A. Correct. And then so --

Q -- nost of the authorities?

A. -- you see in-place use and then you see
orderly liquidation and you see forced |iquidation.

Q So each of these are basically different
potential perspectives or nodels of what val ue m ght
mean.

A. Correct.

Q But each is their own standal one, basically,
nmet hodol ogy or approach, correct?

A. Right.

Q So fair market value is one, in-place use,
orderly liquidation value, and forced |iquidation val ue,
and there may perhaps be other types of nethodol ogy.

A Yes.

Q According to the definitions listed here on
page H 55, you have not rendered an opinion specifically
Wi th respect to that definition reflected of fair market
val ue, correct?

A. | have not.

Q Do you understand how your opinion will be used
inthis litigation?

A. For determ ning danages.
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Q Not whether a standard was breached? Do you
understand whether it will be used to determ ne whether
a particul ar standard was breached?

A. Wat kind of standard are you tal king about?

Q Do you -- ask it nore broadly. Do you
understand if it will be used to determ ne whether there
was a violation by IRS enpl oyees?

MR SMTH.  bjection, form

A, No.

Q It's okay if you don't.

A. | don't know.

Q Ckay. But nothing' s been told to you about
that, only that it will be used to determ ne damages, as

far as you know?

A, Wll, I've read the notions, the pleadings, so
| know that there's allegations against the |IRS.

Q D d you personally do all of the work on your
opi ni ons?

A. No. | had a staff person -- had a staff person
enter in -- if you |l ook at the sheets, these are all
Tone's sheets.

Q You didn't enter those yourself?

A, No, | didn't enter those nyself. And if you
| ook on the Schedule Cs in Section B -- let's turnto --

so those woul d be pages B, dash -- nope, nope -- B
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dash, 9 through --
Q You had staff enter these schedules in based
on --
A.  Yeah. These were -- this is -- thisis
I nteresting because this section, which in the report it
refers as the "C' section, okay? But it's -- you'll see

It up here at B-9 at the bottom See that?

A. You at that, B-9?
kay. What's interesting is these were the

ones on the handwitten notes that matched Tone's Exce
spreadsheet, okay?

Q Ckay.

A.  So the nanme, the nunber. And what the val ue of
this was is the handwitten notes indicated the
recommended retail price but also the whol esale price

they paid for it.

A. kay. So what ny staff did is she went in and
| ooked at this list, took it to Tone's -- nore
I nportantly took Tone's to find this list, okay? And so
all of these were on Tone's list, okay? But what was
val uabl e about this is it told nme what the difference
bet ween the -- what the markup was.

Q You could see the markup.
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A. | could see the markups. So | knew the ot her
expert report was wong because it wasn't a flat
50 percent markup across the board; in fact, the markups
were nore |ike 40 percent or -- so it wasn't

Q Your statenent that it was wong assunes that
this accounts -- this spreadsheet that you're referring
to accounts for all of the inventory in the store,
correct? As a logical matter to be correct.

A |If Tone's -- if Tone's inventory in the store
Is correct -- because renenber, we took this back to
Tone's inventory, okay? And we were able to find the
majority of that on here. But the value of it's just it
told us what the cost was. The whol esal e cost.

Q But your statenment that it was wong assunes
that the spreadsheets you' re | ooking at account for al
of the inventory that was in the store.

A. Does -- | assune that Tone's listing accounted

for all the inventory in the store --

Q And --
A. -- so that what we did --
Q Correct.

A Is -- and that's ny assunption, that Tone's
I nventory listing accounted for all the inventory in the
store.

Q And if, in fact, there was a significant anount
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of additional dresses that are not reflected on that
i nventory, your opinion does not account for those.

A.  No.

Q And your opinion about Ms. Bonfield s expert
report does not account for that assunption, that there
may be additional dresses not reflected on the
spreadsheet she referenced.

A. | don't -- | don't think I'd go that far. Al
| knowis Ms. Bonfield just took Tone's nunber of retail
val ue and applied 50 percent to it, did no research, no
anal ytics.

Q Based her opinion upon her years of experience
in the industry; is that correct?

A Yeah, | --

Q That your understandi ng?

A. | have no opinion on what that is. This -- |
t ook as anal ytical approach as |I coul d.

Q Understood. Your approach al so assunes that
t he whol esal e values reflected in the handwitten notes
did not change over tine as dresses were reordered.

A. They're very product-specific. | wuld -- as a
forensic accountant, | would say --

Q But I'masking --

A, -- these --

Q ~-- if that's your assunption.
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A. M assunption is that these are probably
accurate or probably very accurate, okay? This -- this
I s pai nstaking work done right here. People don't do
pai nstaking work like this if it's not accurate, okay?
It's just -- it's just too -- and |'ve seen a | ot of
docunments. And | know when to call BS on certain
docunents and when to not call BS. | don't think this
is a BS docunent.

Q Okay. So who else helped in preparing your
report?

A. A staff person, data guy, intern, Mtal CQupta;
an associate, junior associate, Erin Buck; and then a
manager, Brandon Janes.

Q How many drafts were there of your report?

A. W don't keep drafts; we just keep overriding.

Q Did you receive any witten conments from
anyone about your draft reports?

A.  No.

Q D d you reach any conclusions that did not nake
it into your final report?

A. M report -- such as?

Q Did you render any conclusions during this
process that are not reflected in this final report?

A. | mean, | have ny opinions of the taxpayer from

what |'ve analyzed here. Do you nean opinions --
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Q No.

A. -- related to the taxpayer?

Q Not of the taxpayer, but wth respect to the
i nventory.

A.  Onh, other conclusions outside this?

Q Correct.

A.  No.

Q Were you asked to give your opinion on any
topics that are not addressed in the final report?

A.  No.

Q Are you wlling and able to state all of your
opinions during this deposition that you will express at
trial?

A.  Yes.

Q \VWat are the opinions that you have fornmed in
this case?

A. It is ny opinion that the concluded range of
val ue based on a forced |iquidation nethodology is
bet ween 15, 000 to $41, 000.

Q Is that the opinion -- the only opinion you
W ll express at trial?

A. Unless asked to issue another separate opinion
I will.

Q Ckay. Ask you about ny expert in this case, or

experts. Wuld you agree that ny expert is qualified to
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ask -- to offer the opinion that she has offered,
Ms. Bonfiel d?
MR SMTH  bjection, form

A. | have no opinion on that. That's a legal --
that's a |l egal issue.

Q Talk alittle bit about the val uation nethod.
You' ve not been asked to give an opinion as to whether
the IRS was justified in conducting a seizure in this
case? |s that correct?

A | did -- 1 have -- well, | did review the
process. And that's -- | did not say whether it was
justified or not, but just that the process.

Q Do you have an expert opinion as to whether or
not the RS was justified in conducting a seizure?

A. | do not understand the -- | have not -- | do
not understand the | egal issues involved of what their
authority was, so | do not have any opi nion on
justification.

Q You're not opining on whether they satisfied
t he standards necessary to conduct a seizure, correct?

MR SMTH  Going to object to form and
f oundati on.
But you can answer.
A.  No.

Q And you are not opining on whether they
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satisfied the standards necessary to conduct a
peri shabl e goods sei zure or sale, correct?

MR SM TH.  Sane objecti ons.

You can answer.

A. Well, | did recognize that they had six nonths
noti ce on the board.

Q Let ne ask this another way. There are
speci fic requirenents necessary in order to conduct a
peri shabl e goods seizure or sale.

A. | amnot aware of those.

Q And you're not providing an opinion on whether
t hose were specifically conplied wth.

A No, | am not.

Q Was your valuation solely focused on the
I nventory itens of Tony and Mi's?

A.  Yes.

Q And is the forced |iquidation value standard
the only nethod by which to value inventory?

A. No. | think we reviewed several nethods in the
back earlier.

Q And you opined on the forced Iiquidation val ue
of that inventory because that was the assignnent given
to you, correct?

A. Correct.

Q You don't opine on which standard is
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appl i cabl e.

A.  No.

Q O which is appropriate

A.  No.

Q Only that based on the assunptions and
met hodol ogy set forth in your opinion, the forced
| i qui dation value is between 15,000 and $41, 000?

A.  Yes.

Q How does forced |iquidation val ue conpare to
orderly liquidation value or fair nmarket val ue?

A. Ckay. Let's go back to the prem se of the
definition of orderly liquidation --

Q Ckay.

A. -- and just read that and then we can talk
about the conponents of it. So that would be on H 56.
No, H55. (As read) "Orderly liquidation value: A
prof essi onal opinion of the estimted nost probabl e
price expressed in ternms of currency and the subject of
the equi pnent could typically realize at a privately
negoti ated sal e, properly advertised, professionally
managed, by a seller to obtain over an extended period
of time, usually tine is 6 to 12 nonths, as of the
effective date of the appraisal. Further, the ability
of the assets or groups to draw sufficient prospective

buyers to ensure conpetitive offers is considered. Al
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assets are to be sold pieceneal as-is basis, purchaser
responsibility -- purchaser responsibility of renoval.
Any del etions or additions of assets could . . . and
nonetary appeal are necessary to gain the price

I ndi cated. "

Q Wich page is that definition contained on?

A.  H55.

Q And is that the definition provided by the
Anmerican --

A Wll, that's the appraisal --

Q -- Society of Appraisers?

A. -- Key Auctioneers, which is another
aut horitative source.

Q So let ne ask you if the definition |I'm about
to read is your understanding of the definition of
orderly liquidation val ue provided by the Anerican
Soci ety of Appraisers, and that is: "An opinion of the
gross anmount expressed in terns of noney that typically
could be realized froma liquidation sale given a
reasonabl e period of tine to find a purchaser or
purchasers with the seller being conpelled to sell on an
as-is where-is as of specific date.”

A. Yes. | think the only difference between that
and this mght be that this one says that it usually

takes 6 to 12 nonths; that says reasonabl e period of
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time. | think the other is --

Q So | recognize that both nay be rel evant and
hel pful, but | do want to make sure we're conparing
appl es to appl es, because you have provided a definition
of forced liquidation value, and you have rendered your
opi ni on based on a definition of forced |iquidation
value that is taken fromthe American Society of
Apprai sers; is that correct?

A. | used the forced liquidation value of the
apprai sal Key Auctioneers society.

Q | want to ask you why you have provided a
definition of the termof "forced |iquidation value" on
page 1 -- strike that.

On page 1 of your report, you have stated:
"For purposes of this analysis, forced |iquidation val ue
is defined by the Anmerican Society of Appraisers as the
price that would be realized froma properly advertised
and conducted public auction with the seller being
conpelled to sell wth a sense of imediacy on an as-is
where-is basis as of a specific date.”

s that the standard that you are opining
upon t oday?

A. Yes. And | also went to the definition of the
auctioneers of that, so you --

Q Wiich definition have you used in rendering
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your opi ni on?

A. The definition | list here. They're
essentially the same definition.

Q So let's kind of put the technicalities of the
definitions aside for purposes of this question. | just
want to know, how does forced |iquidation value conpare
to orderly liquidation value or fair market val ue?

A. Forced liquidation, everything goes on an
auction basis; and orderly liquidation, you' re given
time. M experience with -- sonmetines with orderly
| i qui dation, you have costs involved in orderly
| i qui dation, so you have the managenent cost of
| i qui dating the inventory; you have the hol ding costs,
the rent, the space of the inventory; you have naybe
ot her expenditures in there. So even though you m ght
be able to get two or three times the price under an
orderly liquidation, you have costs involved in the
orderly liquidation. And oftentines by the tinme you
take out all those costs, you end up |l ess than you woul d
get in a forced liquidation. That's why conpani es ask
us to analyze certain things based on forced or orderly,
based on tinme and hol ding costs, so --

Q Do the definitions of forced |iquidation or
orderly liquidation value or fair market val ue as

expressed by the American Society of Appraisers or those

Lexitas



Steven C. Hastings 56

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

definitions --

A, ay.

Q -- contained at page H 55 through H 57 of your
report take the costs into account in terns of the
defined val ues?

A. The forced liquidation | do not take in account
any costs.

Q \What about with respect to orderly Iiquidation
val ue?

A.  Wiat woul d those costs be, are you asking ne?

Q Are those factored into the definition of
orderly liquidation value? And please feel free to --

A. Well -- yeah. Those aren't factored into that
definition. | just know that there's costs involved in
orderly liquidations because |I've valued them

Q Gven the circunstances of this sale -- strike
t hat .

MR, FREEMAN. (Cbj ect, nonresponsive.

Q Gven the circunstances of this sale, would an
orderly liquidation val ue be appropriate?

MR SMTH. bjection, formand foundation.
You can answer.

A. | have no opinion on that.

Q Wy is that?

A. | think that's a legal question, isn't it? Do
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the facts and circunstances indicate that an orderly
| i qui dati on shoul d' ve been used? | don't know. | don't
have an opinion on that.

Q So you render no opinion on the appropriate
standard that should be applied, valuation standard.

A. For this circunstances?

Q Correct. For the circunstances of this case.
A. O this case.

Q Yes, sir.

A. No, | have no opinion.

Q Wy is it that you cannot say that an orderly
| i qui dati on val ue m ght be appropriate?

MR SMTH  bjection to form and
f oundati on.
But you can answer.

A | don't know. | nean, it's -- do the facts and
circunstances say that an orderly |iquidation should' ve
occurred?

Q Correct. That's the question

A.  You know, it was given to ne that the facts --
| was told to assune that the facts and -- did not give
opinion that an orderly |iquidation could occur.

Q So the Departnent of Justice only wanted an
opi ni on based upon the forced |iquidation value of the

Il nventory.
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A. That's correct.

Q In your report, you state that, "Due to the
nature of the conpany and the events occurring as of the
val uation date, we relied on the forced |iquidation sale
for the subject interest.”

What did you nean by "the nature of the
conpany and the events occurring as of the val uation
date"?

MR SMTH [|I'msorry. Wich page was
t hat ?

MR. FREEMAN: Stri ke that question. W'|
come back to that.

Q You perforned a valuation of the inventory as
of a date in 2015; is that correct?

A Yes.

Q You based your analysis on tax returns from
2005 t hrough 20107

MR SMTH. bjection, form

Q In part?

A. Based ny other analysis based on tax returns
that were available or even -- that were avail abl e.

Q Wuld you agree that you did not have the nost
rel evant financial data to perform a val uation?

A. Wat do you nean "a val uation"?

Q The valuation that you perfornmed in this case.
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MR SMTH  Objection, form

Q Wuld you agree that you did not have the nost
rel evant financial data in order to performthe
val uati on you perforned in this case?

A. Define "nost relevant.”

Q Well, | ask this in the context of --

A. | nmean, I'mlooking at the inventory, right?
So the context of the inventory.

Q Let ne ask you, then, please explain to ne
every way in which the taxpayers' Form 1120 tax return
was rel evant to your analysis.

A. Well, the inventory in the Tone spreadsheets,
you know, would indicate higher in those years than what
they reported on their federal tax returns.

Q So how were these tax returns relevant, or were
they not hel pful at all?

A. No. They're a data point. They're information
what they're testifying, particularly the property tax
fornms, which are nore relevant. They go up through
2014.

MR. FREEMAN. Strike as nonresponsi ve.
bj ect as nonresponsi ve.

Q I"masking specifically about the federa
i nconme tax returns Form 1120.

A. They are less inportant, okay, but they are a
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rel evant data point.

Q Didthey play a significant role in your
anal ysi s?

A. They played a role as a relevant data point.

Q If you renoved them fromyour analysis, would
your val uation or opinion change?

A.  No.

Q Sane question with respect to Tony and Mi, the
I ndi vi dual s' federal tax return Form 1040s that you
reviewed. |f you renoved those from your analysis,
woul d it change your opinion or valuation?

A. No. | nmean, the personal tax returns --

AL -- for the -- whatever years --

Q The individuals.

AL -- they filed then?

Those only indicated that the business was

not a goi ng concern.

Q So that was really the only way those were
rel evant to your analysis.

A. Just indicate that the business was not a going
concern.

Q Ckay. Wat about state franchise tax returns?
Did you review those or -- do you recall?

A. Yeah. They -- but the problemwth those is
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they didn't match the federal tax returns because you
only have to report the revenue in the state, so they
could've -- Tony and Mi, | didn't see -- they may have
had revenues from Arkansas or Okl ahoma, and they didn't
report those on their franchise tax returns.

Q Ckay. So those franchise tax returns weren't

particularly relevant to your analysis; is that right?

A.  Huh-uh.

Q \What about state sales tax returns?
A.  No.

Q Not particularly --

A.  No.

Q -- relevant to your anal ysis?

The county property reports that you
referenced, were those -- if you renoved those from your
anal ysis, would they change your opinions or valuations?

A. | like the property tax returns. | think
they're a relevant data point. Mre than the federa
tax returns.

Q If you renoved those fromyour analysis, would
It change your opinion or valuation?

A. No, because ny opinion that its range is
bet ween 15 and 41, which woul d enconpass those.

Q And as far as their useful ness as a data point,

you have worked under the assunption that those
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accurately reflect the inventory?

A.  I'mworking under the effect that they
testified when they filed those returns and signed them
that they accurately reflect it, but that doesn't
necessarily -- ny opinion.

Q And you have not reviewed a property tax report
fromthe year 2015, have you?

A.  No, | have not.

Q How exactly is the tax conpliance of the
Plaintiff relevant to the value of the inventory? O is
it?

A It's their statenent of what they believe the
val ue to be.

Q Sois it relevant to your analysis of the
val uation of that inventory?

A. It is a data point, but it did not -- it did
not -- did not --

Q Utimtely --

A. -- enconpass -- or ultimately result in ny
answer based on ny individual analysis.

Q And how are the rent paynents or other
obligations of the Plaintiff relevant to the valuation
of the inventory?

A It tells nme it's not a going concern.

Q And how does that inpact your anal ysis?
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A Well, it just -- it supports the fact that, you
know, if these assets were -- there's nothing else to
sei ze but the assets.

Q Ckay.

A. There's no intrinsic value. You can -- there's
no i ntangi bl e val ue there.

Q Sol want to go to page 5 of your report in
Exhibit 35. And here under your Industry Qutl ook and
Per f or mance, you've stated that, "Bridal gown" -- or
"Bridal store" -- let's see. "The bridal stores
I ndustry grew 2.5 percent per year on average during the
five years to 2015."

How did this inpact your analysis?

A It just -- it just gives nme an understandi ng of
where the industry was goi ng, what was happening in the
i ndustry, what had happened.

Q ay.

A. So this is sort of what has happened, and now
they | ook at, you know, what they see out in the future.

Q GCkay. |In that sanme paragraph you state that,
"According to the | atest data available fromthe Knot's
annual weddi ng survey, the average anount spent on
wel di ng gowns expanded froma |l ow of $1,099 in 2010 to
$1,357 in 2014. This trend is expected to continue

t hrough 2015 with revenue rising 2.3 percent to
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$4.3 billion during the year anmd rising disposable
i ncone. "

How does this background information affect
your anal ysis or opinion?

A. It's ny understanding -- it hel ps ne understand
what's happening, but nore inportantly, other paragraphs
al so, | see the industry has sone growh to it; however,
there's a --

MR. FREEMAN: (Cbj ect, nonresponsive.

Q I'"masking specifically about these sentences |
read here.

A. Yeah. This is -- the industry's grow ng.

Q You reflect that there's an average price for
weddi ng gowns in 2014 of $1,357. How did that inpact
your anal ysis?

A It didn't.

Q You did not take that into account?

A.  No.

Q Do you generally include infornmation in a
report that is not taken into account in your analysis?

A. It's background information.

Q You also referenced rising revenues,

2.3 percent projected increases in revenues. How did
t hat inpact your anal ysis?

A It didn't.
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Q And on page 6, you stated that, "According to
The Dessy G oup, a manufacturer of bridesmaid,
social" --

A. Can you point nme to the paragraph?

Q Yes, sir.

A. Page 6? GCkay. GCot it.

Q "According to The Dessy G oup, a manufacturer
of bridesmaid, social occasion, flower girl, and soci al
desi gnati on weddi ng gowns, bridesnmaid dresses generally

cost between $75 and $375, averagi ng at about $200 per

dress."
How did this information inpact your
anal ysi s?
A. Oh, | could see that -- you know, we saw those
costs, but those are -- | nean, it did not inpact.

Q And how did the average dress price of $200 in
t hat category inpact your analysis or opinion?

A. It's relevant data when you | ook at what sone
of these whol esale prices are for dresses, 148 to 395,
SO .

Q They were in line with --

A. They were in line. W haven't had too nuch
i nflation during, you know, 2010 to 2015. There hasn't
been nuch inflation. So you don't -- you haven't seen

an acceleration in pricing of the whol esal e val ue of
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t hese dresses, so this is sort of relevant.

Q GCkay. On pages 5 and 6, you've referred to
marriage trends, particularly anong m |l ennials.

A.  Uh- huh.

Q How did these trends affect the value of the
i nventory in 2015?

A. Again, this sectionis to get you an
under st andi ng of what's happening in the industry. Wat
it's telling nme is these trends nmay have affected Tony
and Mi as nore and nore mllennials are not getting
married, as nore and nore of the nmarkets are going to
online. So |I'mnot seeing the standal one
bricks-and-nortar -- it's not telling ne that the
st andal one bricks-and-nortar have a huge future. |
nmean, even David's Bridal went bankrupt |ast nonth
because it has too heavy costs in bricks and nortar.

Q W're tal king about the value as of 2015,
correct?

A. Correct.

Q The data reflected in this Section 3 is
national data, is it not?

A.  Yeah.

Q Have you made any adjustnents what soever for
regi onal differences?

A. No. | don't think that'd be necessary.
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Q Have you nmade any adjustnents what soever to
account for a particul ar soci oeconom c group that may
frequent Mi's Bridal?

A.  No.

Q But you don't believe those changes woul d have
any i npact?

A.  No.

Q Wy is that?

A. Because Mi's Bridal was not a going concern.

Q If you were to change that assunption and
assune that Mi's Bridal was a going concern as it had
been for the |ast 35 years, m ght those changes in
I nformation inpact your val uation?

A.  No.

Q And do you know -- do you have an opinion on
how regi onal differences in the North Dallas area or
North Texas area or Dallas-Fort Wrth area, how those
m ght change the figures that are set forth in this
nati onal data you've provided?

A.  No.

Q And do you have any idea how focusing on a
particul ar soci oecononmi ¢ group m ght inpact the data
that you've set forth in this Section 3?

A. | did not analyze that. But | could see Tony

and Mi's was struggling.
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MR, FREEMAN: (Cbj ection, nonresponsive.

Q You' ve spoken about -- or you've opined about
dress preservation. | believe your analysis starts on
page 7 of your report or is contained on page 7. \Wat
do you know about dress preservation?

A, Only what |I've learned in this case and only
what ny wife has done with her weddi ng dress, okay?

Q So you have a statement in this Section 3.2
t hat --
There is no --
-- "There has been no evidence" --

-- "no evidence" --

o » O >

-- "to show that the inventory at Tony and
Mi's had been cleaned or stored in such a way as to
m ni m ze that anount of danage over tinme. |If the
subject interest were not stored properly to | essen
physi cal deterioration, a |arge discount to value would
be warranted."

First of all, what do you nean by "a | arge
di scount to val ue woul d be warranted"?

A. Wll, according to the preservation industry,
storing in polyethylene bags is really bad for a dress.
And the longer and longer it's stored in there, the nore
and nore the fibers of the dress are broken down, the

el asticy [sic] is broken down, discoloration occurs, and
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all of that. So that's what -- that's what they're
saying here. And so |I'mlooking at what the
preservation industry is saying.

And let nme -- we'll agree they're
self-serving, aren't they? That's what they're in the
busi ness of .

Q Sure.

A. kay. So however, these dresses have been
stored for a very long tinme in polyethyl ene bags as was
evi denced by the pictures.

Q So it's your understanding that these dresses
in Mi's Bridal were stored in pol yethyl ene bags?

A. The plastic bags, yes. They were not cloth
bags.

Q Okay. And so therefore you' ve cone to the
conclusion that the dresses were not in good condition?

A I'mcomng -- "'mcomng to the concl usion that
the preservation industry says that nost likely you're
going to have problens wth those dresses.

Q Didyou, in fact, apply the | arge discount that
you have referenced here in your analysis?

A. | applied the discounts based on the age of the
product, how long it's been sitting on the shelf.

Q Not its physical condition?

A. | amlooking at the age on the shelf and

Lexitas



Steven C. Hastings

70

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

I ndi cative of what the physical condition and
obsol escence woul d be of that product.

Q So the age is a proxy for the condition in your
anal ysis, the physical condition.

A.  Yes.

Q So --

A. One of the proxies.

Q And obsol escence.

A. And that the turnover ratio was very, very |ow
on these products.

Q Okay. So the large discount that you have
referenced here in paragraph 3.2, you did, in fact,
apply that large discount to render your opinion.

MR SMTH.  bjection, form

A. | applied -- this was only one of the factors

to take into account, okay, not the factor.

Q But did you, in fact, take this --

A. | took --
Q ~-- into account?
A. -- that into account.

Q So you have accounted for the |arge discount,

and perhaps nore.

A. No. No. | think | accounted for a reasonable
di scount .
Q Well, you referred to a | arge di scount here.
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> O > O >

Q

aski ng,

your words,

have,

A

Q

Seventy-five percent's a |large discount.

| think it is.

Ckay.

Yeah.

Ri ght.

Yeah. Eighty-five percent is as well. [|I'm
have -- the large discount that you -- |I'musing

but the | arge discount you refer to, you
in fact, already applied that, correct?
Yes.
Ckay. And that is -- the application of that

di scount was based upon the assunption that there was

physi cal

obsol escence and that the inventory was not in good
condition, and those, perhaps, were inferred
fromthe age of the inventory. Have | stated that

correctly?

"' m | ooking at here

her e,

'12, '13,

A.  You have. Can we turn to reference B-5,
Section B-5, Schedule A-3? So what
Is -- you got it?

| do.

A. And you're right. | don't have data
okay?

Q By "here," you're referring to 2011
and ' 14?

A.  '14, yeah.
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Q ay.

A. No tax returns -- no tax returns were prepared
for those periods. So | guess they were totally bl acked
out as financial data, right?

Q ay.

A. Do you have data for those periods?

Q | have sone data for those peri ods.

THE WTNESS: Wre we provided data for
t hose peri ods?

MR, SM TH: (I naudi bl e.)

THE REPORTER: | can't hear you.

MR SMTH. |'ve given you everything we
have rel ative to those peri ods.

A. Do you have data that we don't have?

Q | don't believe so.

A. Okay. Wat data do you have that relates to
t hose periods for the corporate data?

Q | don't recall all of it, but I'mgoing to ask,
under the Rul es of Evidence, |'ve got to ask the
guestions rather than you. So let's just go to your
Schedul e A-3.

A. Okay. Wat's interesting about the historical

trend is they tend to purchase what they sell. See
how -- and that -- | don't -- | wish | had the other
periods to look at. But -- so Tony and Mi, up until
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2010, had a very history of purchasing al nost
identically to what they're selling, okay? | can't
concl ude --

Q That it's the sane inventory?

A But --

Q That's what you' ve inferred?

A. -- as a forensic accountant, it would indicate
that they're on a order process basis, order, buy, sell,
you know, or sell, order, buy.

Q But you would admt that it is a further
assunption to assune that the sanme sell itemis the nost
recent that's been purchased; in other words, it appears
you have sinply essentially assuned a sort of FIFO
approach here.

A. Yeah. And that's typically the way -- people
don't want the old stuff, okay? They want the new
stuff.

Q Do you base --

A. This tells ne --

Q -- that conclusion --

A. This tells nme that they are not building up
i nventory. Do you see this? It tells ne that they --
how are they building up inventory? How --

Q Let nme ask you, do you base your concl usion

t hat people want the new stuff rather than the old stuff
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on your years of experiences in the bridal gown

i ndustry?
A.  No.
Q Al right. Let nme -- let nme just go back to

the dress preservation issue. To be clear, you have
al ready applied the discount that you' ve referenced in
par agraph 3. 2.
A.  Yes.
Q Wuld your analysis or valuation change if you
were infornmed that the dresses were in new condition?
A. Depend on what category.
Q I'masking if your opinion would change if you
were given new facts to assune.
MR SMTH |I'mjust going to object to the
form of the question.
A. | don't know. |'d have to analyze those facts.
Q Okay. So let's say that the new fact that
you're given to assune is that the inventory was in new
condi tion.
A, ay.
MR SMTH |I'mgoing to object as to form
agai n.
But you can answer.
A Al right. Let ne tell you, this is only one

of the netrics to which we -- | analyzed the inventory.
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The ot her nethods were the age of the inventory; that
turnover is occurring, what | could see fromthe data
provi ded, okay; and that sales of the -- sales have been
trending domn. If you go to the tax returns --

Q Now, again, this data is through 2010, correct?

A. Wll, the tax returns are through '16, | think.
The personal tax returns.

Q But you've indicated that those were not

particularly relevant to your analysis.

A.  No.
Q | want to go back -- |I'mnot asking about other
factors; |'masking specifically here with respect to

dress preservation. Now, | want to understand if your
anal ysis and valuation -- it's a yes or no question --
I f your analysis and val uati on would change if you were
gi ven a new assunption, a new factual assunption, that
the inventory was in good condition.
MR SM TH.  Sane objection as to form
But you can answer.
A. May or may not. | don't know what the rel evant
facts are or who is determning that.
Q But we can both agree you've taken significant
reductions in the val ue under your nethodol ogy based
upon your understanding that the inventory was not in

good condi ti on.

Lexitas



Steven C. Hastings

76

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. That is only one of several factors, okay.

Q But you have taken a reduction based upon that
factor -- in part, based upon that factor?

A. That was a consideration.

Q And so I'masking if the --

A.  But not the sole consideration.

Q Nowl'masking if it would inpact your
analysis -- and | have to assune it would, if we're both
bei ng straightforward here. | have to assune that it
woul d i npact your analysis if you were to make a new
factual assunption that the inventory was in good
condi ti on.

MR SMTH  (Objection as to form

You can answer.

It nmay not.
It may not.
may not .

If you were --

> O > O >

And do you want ne to tell you why?

Q | do, but I"'mgoing to ask you a couple nore
questions first.

A, ay.

Q If you were to be given a new factual
assunption that the inventory was in retail sel

condi tion, would that change your anal ysis?
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MR SMTH. Sane objection as to form
But you can answer.

A. Depends on what the situation was.

Q The situation presented in this case.

A.  No, what the retail situation is. Yes, people
bought it to resell it. So |l knowit's inretail --
they're not keeping it as collectors' itens, so .

Q Rght. Solet's ask, if you were given a new
factual assunption that the inventory was in new
condi tion, would that change your anal ysis?

MR SMTH  Sane --
A.  And you wanted --
MR SM TH  Hold on.
Same obj ecti on.
You can answer.
A.  And ny val uation net hodol ogy woul d nove to in-

use value? In-use? |In-use?

Q You're the expert. |I'masking --

A, ay.

Q ~-- what you'd do with that --

A, ay.

Q -- new factual information.

A.  Renenber we tal ked about in-use earlier?

Q | do.

A. Ckay. So | think what you're tal king about is
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saying give you the assunption, M. Hastings, that these
i nventory is in use, okay --

Q Wuld that perhaps --

A.  -- would that perhaps. But |I'm changing
val uati on approaches. It would be different if it's
orderly liquidation. |It'd be different if it's in-use.

It would be different if it was fair market val ue
nmet hod. So yes, | would change ny valuation if | did an
I n-use val uati on.

Q So what you're telling ne is: One, you're
telling me, Hey, you're stupid, Jason; but two, you're
telling me you would --

A. You're not --

Q -- those --

A. You' re not stupid, Jason. I'msorry if |
inferred that.

Q No. [I'mjust very self-conscious.

Now, you're telling me that those new facts
woul d actual ly change the nodel under which you woul d
value it.

A Yes.

Q Ckay. Now, you've cited in your dress
preservation section to a Wb site called
af f ordabl epreservation.com That site -- and while |I do

agree with you these are very self-serving sites that
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are obviously trying to get people to engage in
purchasing their products or services, but that site
states that proper preservation techniques could keep
dresses intact for nmany years, does it not?

A.  Yeah.

Q Al right. | want to talk about the valuation
approaches. You've listed three approaches in your
report, three potential approaches: the incone
approach, the market approach, and the cost approach.
VWhich is the preferred nethod? Al things equal.

A. Well, the incone approach and the narket
approach is -- are really for going concern analysis, so
| quickly elimnated that approach.

Q The incone and the market approach?

A.  Yeah.

Q Al things equal, though --

A. So part -- so | concluded that the cost
approach was .

Q Well, | see that. But all things equal, is one
of those three approaches generally a preferred
approach?

A. For going concern?

Q For valuing an asset.

MR SMTH  bjection --

A.  Not necessarily, no.
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Q Have you ever testified that one is a preferred
nmet hod or approach?

A.  No.

Q Have you ever expressed an opinion, formal or
informal, that one a is preferred nethod?

A. No. 1've testified many tinmes that using
mul ti pl e approaches, incone approach and narket
approaches for a going concern, is better if you can
correlate them

Q But you've not used nore than one approach in
this case.

A.  No. Because | found that the incone and nmarket
approach were not applicable because this was not a
goi ng concern.

Q So can you list all of the reasons -- or
per haps you just have -- as to why the nmarket approach
was not appropriate?

A. | just need to start out with one reason first:
Is this a going concern, yes or no? GCkay. No. Stop.
It's not a going concern. If it was yes, then | would
go down to the next |evel, okay? Wuat is -- what is the
mar ket out there and are there any conparabl e nmarkets,
are there any transactions in that market, can | find
any trans- -- so there's a whole nother set of questions

on whether the approach is -- but once you start with
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the first primary question of is this a going concern,
the i ncome approach and mar ket approaches are gone.
Q If you were infornmed that a buyer sought to
purchase the inventory several nonths before this
sei zure, would that have been relevant to your anal ysis?
A | don't know. | don't know which -- what the
ternms of the buyer was. And whether it would be
rel evant or not. | don't know.
Q If you were to learn that it was a cash
pur chase of inventory, would that?
A.  Not yet.
Q If you were to learn that it was to purchase
the inventory on a note and pay it out over tine, would

t hat be rel evant ?

A.  Not yet.

Q \What do you nean by "not yet"?

A. | don't -- | don't know the particul ar facts.
Q Well, let's just nake up a nunber for purposes

here. Let's assune that soneone offered to purchase the
i nventory for $500,000. Wuld that be relevant to your
anal ysi s?

MR SMTH. bjection, form

But you can answer.
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A.  No.

Q Wy not?

A. Because that's not the facts that were
presented to ne.

Q I'"masking you to make a new factual assunption
I n aski ng whet her that woul d be relevant to your
anal ysi s.

A.  Not under the forced |iquidation nethod.

Q So are you, in a roundabout way, telling ne
that that would indicate that the forced |iquidation
nmet hod woul d not be appropriate under those
ci rcunst ances?

A. That is not what |'m saying.

Q Are you telling nme that you woul d not consi der
using the market approach under those circunstances?

A. | still would not use the narket approach.

Q Even though you believe it's better to
correlate values or look at nmultiple different
approaches?

A. This was not a going concern. There was no
mar ket avai |l abl e.

Q But I'masking you to assune that there was a
mar ket avail abl e because there was an offer to purchase
it. |I'masking you to nake that factual assunption.

A. \What are -- were those docunents presented to
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us?

Q | don't know whether they were or not, but I'm
asking you to nmake that factual assunption.

A. 1'd have to -- |I'd have to anal yze the offer
and the relevancy and the willingness of the buyer and
the seller, okay?

Q Okay. But assune that --

A. Look at the terns --

Q Assune you have --

A, -- of the offer.

Q Assune you have a valid offer to purchase the
inventory. And | threw out a nunber, $500,000. |I'm
asking whether, if you had an offer to purchase the
i nventory for $500,000 in the nonths | eading up to the
sei zure, would that inpact your analysis? And |
under stand your testinony to be no.

A.  No.

Q You've listed here in paragraph 4.3 due to the
ci rcunstances surroundi ng the conpany as of the
val uati on date that you "determ ned that the repl acenent
cost nethod under the cost approach was the nost
appropriate for the valuation of the subject

What do you nean by "due to the
ci rcunst ances surroundi ng the conpany"?

A. That the conpany was not a going concern.
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Q And that's what you nean by --

A.  Yes.

Q GCkay. Can you tell nme all of the reasons why
t he cost approach was appropriate?

A. Because the incone and mar ket approaches were
not, and the only thing left were either reproduction
cost nmethod, which is for people who actually
manuf acture, or replacenent cost. They did not fit
reproducti on cost nethod, but they did fit replacenent
cost net hod.

Q Okay. And going back to my question about
whet her the new -- a new factual assunption would change
your analysis, is there any anount of an offer that
woul d have changed your analysis? So the factua
assunption that | gave you, to assune that there was an
offer to purchase the inventory, is there any anpunt
that that offer could' ve been for that would have
| npacted or changed your anal ysis here?

A. It's not the anmobunt of the offer; it's the
character of the transaction itself that would have to
be anal yzed, okay?

Q But your testinony is: Even if there was an
offer like that, it would not inpact your opinion on the
val ue.

A. Right.
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Q Okay. Can you explain the cost approach to ne?

A. The repl acenent cost approach?

Q Yes, sir. Wll, the cost approach and then --
| understand the replacenent cost nethod to be a
potential approach to the cost approach; is that
correct?

A. Right.

Q So cost approach first.

A. The two mmjor categories of the cost approach
are reproduction cost, what it would cost ne to
reproduce this cup here; and the other cost is, well,
what can | go out and buy this ten-year-old paper cup
for or replace it for.

And it's this latter nethodol ogy --
Yes.
-- that you utilized.

Yes.

o >» O > O

The cost nethod, it assunes no intangible
val ue, correct?
A. Correct.
Q And it assunes no val ue based upon reputation
or goodwi || ?
A. There is no intrinsic value or no goodw ||
val ue in the cost approach.

Q And the loss of a value as a going concern, it
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doesn't account for any value there. O it assunes

there is no val ue there.

A. Lack of -- a nongoing concern business has no
intrinsic value and has no goodw || val ue.
Q Is there any nore you want to explain to ne

about the replacenent cost nethod?

A. Not at this tine.

Q Is -- can you tell me why or how you determ ned
that that approach was the nost appropriate to val ue
this inventory?

A Wll, first | started out |ooking at and

elimnating the two ot her approaches, and then | was

left with the cost approach. | |ooked at the two nmjor
nmet hods, and | determ ned that replacenent cost. | am
| ooki ng at whether | -- what | would be able to repl ace
t hese for.

MR. FREEMAN: Do y'all want to take a

break?

MR. SM TH: Yeah, | could use one,
but

THE WTNESS: | need to stretch a little
bit.

MR. FREEMAN: Wy don't we go off the
record.

(A break was taken from10:51 a.m to
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11: 02 a. m)
MR. FREEMAN. We're back on the record.

Q (BY MR FREEMAN) I n paragraph 5.1 of your
report, you' ve stated that, "W made adjustnents to the
subj ect interest val ue based on obsol escence and the
limted buyer market available for forced |iquidation
sal es.”

By "obsol escence,” do you refer to the
physi cal condition of the dresses?

A. No. That's by the age of the dresses. And it
could -- and obsol escence does include age and

physi cal

- potential physical condition.

Q So conbination?

A. Conbination. As we talked earlier, the
opi nions of the percentages were based on severa
factors.

Q Okay. And why was there a limted buyer
mar ket ?

A. Well, just by the nature of a forced

| i qui dation. There has to be people plugged in hunting

for it.
Q That's an assunption of the --
A. Force --
Q -- nodel that you used?
A.  Yeah, of the nodel.
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Q Okay. Now, are those sorts of adjustnents for
a limted buyer narket, are those only appropriate when
you assune a bulk sale, or are they appropriate across
t he board under this nodel ?

A. | think appropriate for both.

Q Ckay. How did the adjustnents for obsol escence

and the Iimted buyer market affect your valuation?

A. It reduced it fromthe whol esal e cost.

Q So those are the percentage reductions --
A.  Yes.

Q =-- that we'll talk about inalittle bit.

Now, on page 12 and throughout your report,
you' ve indicated that you reviewed several relevant data
sets. One is handwitten notes regarding the inventory
with whol esale and retail values that was created by the
conpany; is that correct?

A Yes.

Q And you've titled those or referred to them as
the "Detailed Notes."

A.  Yes.

Q Second, handwitten notes regarding the
inventory with retail values as of February 20th, 2014,
that were created by the conpany; is that correct?

A.  Yes.

Q And you've titled those the "02.20.2014 Notes"

Lexitas



Steven C. Hastings

89

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

or February 20, 2014, notes; is that correct?

A.  Yes.

Q And an Excel spreadsheet wth inventory data
that was created by Tone Thangsongchar oen based on a
hand count of the inventory, and you've titled that the
"Tone Spreadsheet”; is that correct?

A Yes.

Q And also the certificates of sale of seized
property fromthe seizures and sal e conducted on
March 4th, 2015.

A Yes.

Q Now, the February 20th, 2014, notes, what
was -- did you ultimately use this data set in your
val uati on?

A.  No, because there weren't any style nunbers on
the inventory itens, and | couldn't conpare them between
dat abases, so | determ ned that that was not a rel evant
data point.

Q So you didn't rely onit?

A.  No, because it

Q Indeed, you stated in paragraph 5.2 that, "In
anal yzing the various inventory |lists provided by the
t axpayer, we noted di screpancies in several areas,

i ncluding retail value provided on the handwitten notes

I n Tone's spreadsheets.”
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Were there other nmjor discrepancies that

you recal |l ?

A. | think those are the major ones.

Q Do you recall if the handwitten notes provided
hi gher val ues or | ower val ues?

A. | don't know. You want to go | ook at sone?

Q Sure.

A. Generally, they were just different. Sone are
| oner, and sone are higher, okay? And then -- and I']

tell you what, you can do this if you want on your own.

It's easier. But section "I" that | gave you
Q Ckay.
AL So -- and if you see the notes on the side --
Q Yes, sir.
A. -- so these are notes of maybe sone

di screpanci es between the handwitten notes and the Tone

spreadsheet, okay? So renenber, if you go -- go to the
| ast page of -- go to page |-21.
Q ay.

A. So do you -- does that nunber at the bottom

597,752, ring a bell?

A. That's the grand total of the retail price of
t he Tone spreadsheets, right?

Q ay.
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A. So this is an exact replica of the Tone
spreadsheet, and this is the docunent that ties the
handwritten notes to the Tone spreadsheet. And this is
what Mtal Gupta is very good at putting together.

Q It is inpressive.

A. Okay. So what happens is -- you know, part of

It is you can look at -- inl-2 -- 1-2. You there?
Q Page I-2?
A.  Yeah.
Q Ckay.
A.  You got it?
Q | do.
A. And if you look on the right-hand side, you'l

see a nunber, says D20 on the second fromthe bottom
Q Yes, sir.

A. You see it?

Q | do.

A.  And cone back and | ook -- read what it says:

"lItem has been marked out on the notes," okay? So --
and you can go to the notes on page D20 and see that
sane exact itemon the handwitten notes, sane price,
same everything -- sanme retail price. Renenber, Tone's
sheet did not have whol esale costs on it. So this is

where we matched up the handwitten notes whol esal e

cost, but we didn't match up the itemcanme -- the item
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nunber, the description, the retail price, and then we

were able to get the whol esale --

Q ay.
A. -- cost on that, okay? But this handwitten
sheet showed that as marked off, |ike, sold, given away,

or just not there anynore, okay? So that's what this
spr eadsheet does.
And then there's sone that are

di screpanci es on price, okay?

Q  Unh-huh.

A. And so we note a few on those were price. None
of it was material --
Ckay.
-- okay?
Appears they go both directions --
Yes.

-- but not a big difference.

> o >» O > O

Yes.

Q Okay. Do you have a spreadsheet of this nature
summari zi ng the February 20, 2014, notes?

A. No. Because those -- those you coul dn't
correlate to anything.

Q Ckay.

A. | nmean, we did tell you the total val ue of

them but without being able to correlate with other
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data points, particularly the Tone spreadsheet, which
we -- which we thought -- we started out as that is our
maj or docunent we're working with, okay?

Q GCkay. Didthat inability to correlate those or
any di screpancies you saw there, did it decrease your
perception of the credibility of those February 20th,
2014, notes?

A I'mnot -- so if you go to page 2 of ny report,
the 2014 notes -- handwitten notes total $255,000 were
the costs in there, but because | couldn't correlate
themw th detailed notes or Tone's spreadsheets or any
ot her data set, | decided that they were not as useful,
okay?

Q Did you have any concerns about their
reliability? 1|s that what you nean by "useful"”
or . . . ?

A. No. I'mnot sure -- | didn't -- not the

reliability but the useful ness in analyzing --

Q ay.
A. -- the actual whol esal e cost because | couldn't
match them -- renenber, |I'mstarting off with -- I'm

trying to prove up Tone's spreadsheet because that's
what Tone and his valuation expert used, okay? So
that's what | want to prove up, and that's what | want

to work off of.
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Q ay.

A. These 2020s didn't help nme because | couldn't
tie any data fromthe 2020s to Tone's sheets, okay?

Q Ckay.

A. But | could fromthe detailed notes. | could
tie nost of themto the Tone sheets.

Q Cot it. Wuld it have helped if there was a

third-party inventory conducted?

A.  You nean -- you nean other than Tone?

Q Yeah, other than Tone.

A. | don't know.

Q Wuld that have been hel pful to your analysis?
A. | don't know Depend on how it was done, when

It was done.
Q If the IRS had conducted an inventory, would
t hat have been hel pful to your anal ysis?
MR SMTH  bjection, form
But you can answer.
A. | nean, they did. They --
Q As part of the sale?
A. Yeah. | nmean, they had batches witten down
and all of that.
Q If they had conducted a nore detail ed
i nventory, would that have been hel pful to you?

A. | don't think it would be any nore hel pful than
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t he Tone spreadsheet.

Q Ckay.

A. Because |I'd still be going back correlating to
handwitten notes.

Q How else did you use the initial handwitten
notes? The detailed notes. Wre they used in any other
manner ?

A. The detailed notes showed whol esal e costs.
Tone's spreadsheet did not show whol esal e costs, okay?
The only thing they looked is -- with the detail ed notes
Is to find what's on the detailed notes to the Tone
spreadsheet; therefore, if |I could correlate the nodel
nunber, the dress description, the designer, and the
sales price to the Tone notes, if all of those tied,
voila, | had nmy whol esal e val ue.

Q Ckay.

A. So that's the purpose of the handwitten notes
is to prove up the whol esal e cost of the Tone
spr eadsheet .

Q Ckay. Wwell, speaking of Tone's spreadsheet,
did you cross-reference any of the style nunbers with
any vendors?

A. No. Renenber, | -- as we talked earlier, I
tried to do that, and it just becanme fruitless. W even

cal l ed sone of the designers, and they couldn't --
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they -- their records didn't go back that far.

Q GCkay. D d you ask about any current pieces of
I nventory when you called then? Are you saying their
records didn't go back to 20147

A, Twenty -- right.

Q Ckay.

A. | nean, they don't -- yeah.

Q So they didn't cover any of the years.

A. Yeah. | nean, it wasn't -- you know,
i nterview ng the designers on these quickly becane
fruitless. You know, | had Erin Buck, she'd call and
talk and try to find out, give them SKU nunbers and al
this, and they're just |like, you know, |eave ne al one.
Did you ever physically view the inventory?
Only pictures.

Was the inventory in poor condition?

> O > O

| couldn't tell fromthe pictures.

Q So |l want to talk about this standard forced
| i qui dation value. Forced |liquidation value is defined
by the Anerican Society of Appraisers as "the price that
woul d be realized froma properly advertised and
conduct ed public auction with the seller being conpelled
to sell wth a sense of imediacy on an as-is where-is
basis as of a specific date."

| take that definition from paragraph 1.3
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of your report. | understand you applied this standard

because that was the scope of what you were asked to

do --
A.  Yes.
Q -- correct?
Do you have any opinion on how this
standard, if at all, is related to Section 6336 of the

| nt ernal Revenue Code?

MR SMTH  bjection, form

A. | have not analyzed that. That's a good
gquesti on.

Q | want to talk about this phrase "properly
adverti sed and conducted public auction sale."” Wat

does that nean?

A. That it was advertised, that there were

attendees, and -- attendees fromthe public, and the
seller was conpelled to sell. So it was advertised; siXx
peopl e showed up, | think, six or seven, | don't recal

ri ght now, and four purchasers.

Q \What is a public auction sale?

A. That neans it's advertised to the public and
that the public is welconme. Anybody in the public who
read the advertisenent is welconme to cone.

Q Now, is it just advertised, or is it properly

adverti sed?
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A, Well, the definition says "properly."”

Q \What does "properly advertised" nean?

A. | guess it's a subjective term dependi ng on
what type of auction you're doing.

Q So wth the type of auction here, what does
"“properly advertised" nean?

A. Well, we have an I RS auction that posts
potential seizures on their Wb site, and we have a
buyer group that follows that, okay? And there are
buyers out there that make their living follow ng that,
SO .

Q Is that your -- is that an assunption that
you' ve nade, or do you know that from personal
know edge?

AL Oh, |I've been -- |I've had clients involved in
aucti ons.

Q ay.

A. So | have experience with it.

Q And so what exactly does "properly advertised”
mean in the context of this case?

A. That description of the product, the posting;
that it would be auctioned at sone future date and that
they could follow the notice here for a period of tine,
and in this case, six nonths; and that those who wish to

purchase this follow it and show sone indication of
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| nt erest.

W get involved in -- been involved in
auctioning of, back in the downturn, rig equipnent, oil
equi pnent, okay? Well, you don't go advertise in bride
magazine to sell oil rig equipnent, right? But you
mght -- you might -- if it was an I RS forecl osure, you
woul d advertise on the RS Wb site.

Q \What authority is there to support your opinion
about the neaning of the phrase "properly advertised"?

A. | don't -- | don't know of an authority.

Q Have you ever provided an opini on about whet her
an auction was properly advertised?

A.  No.

Q \What does "properly conducted public auction
sal e" nean?

A. That there's an opportunity, place for the
attendees to bid, to review the product, and to
partici pate.

Q Ckay.

A. Product review, participation.

Q Participation.

So the right to participate to the

public --
A. Right.
Q ~-- and the right to view the inventory.
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I nvent ory.
The key --

And an orderly nethod for the bidding process.

o >» O >

Ckay. And what authority supports your opinion
about the neaning of the phrase "properly conducted
public auction sale"?

A.  Just ny experience.

Q Ckay. Have you ever provided an opinion -- an
expert opinion on the neaning of "properly conducted
public auction sale"?

A.  No.

Q And I'mgoing to ask you to nake an assunption
wth nme here. If you were to |earn that one of the
governnent agents that participated in seizing the
property purchased itens at the sale, would that be

consistent with a properly conducted public auction

sal e?
MR SMTH  bject as to form
A. | wouldn't think it's inconsistent other than
what maybe -- any IRS rules or regulations that say it

isn't different, but | wouldn't think it would be .

Q That wouldn't cause you any concern about the
integrity of the auction sale itself?

A.  No.

Q In the context of this case, if one of the
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governnent agents that participated in seizing the
assets bought those assets, that would give you no
concern.

A. No. Because | think there was -- if that was
the only person there, that m ght be a concern. But
that wasn't the only persons there. There was enough
I ndependent parties there.

Q Wre you, in fact, informed that a governnent

agent who seized the inventory actually purchased

i nventory?

A | am aware.

Q You've stated that -- again, on page 14 -- that
it's your opinion -- "In ny expert opinion, this

i ndi cates a proper public auction as there were
sufficient potential buyers to ensure a conpetitive
bi ddi ng process."
Why does this indicate a proper public

auction?

A.  We had six nonths' notice, we had indication of
i nterest, and we had six i ndependent parties show up. |
| ooked at that as -- auctions |'ve been in, that's not
unr easonabl e.

Q \WWat does "conpetitive offer"” -- what does
"“conpetitive bidding process” nean?

A. That all parties involved in the auction knew
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what ot her people were bidding. It's not a closed --

Q That's what's necessary?

A It's not a -- this was not a envel ope aucti on,
okay? That | know what you offered, and |I can cone up
on that, and you know what |'ve offered, and --

Q Ckay. Have you ever testified that a public
auction ensured a conpetitive bidding process?

A.  No.

Q Have you ever rendered an expert opinion that a
public auction ensured a conpetitive bidding process?

A.  No.

Q Are there --

A. | have val ued assets that would be sold at a
public auction to give the seller an idea of what to
expect out of a public auction.

MR, FREEMAN:. (Cbj ection, nonresponsive.

Q Are there other factors that could affect
whet her there was a conpetitive bidding process than
t hose you have st ated?

A. | don't know what they'd be at this tinme. 1'd
have to research

Q Ckay. How many buyers do you need to create a
conpetitive bidding process?

A. | don't think there's a set rule.

Q | couldn't help but notice in your report
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you' ve technically not provided an opinion that the
auction was properly advertised. |Is it your opinion
that the auction was properly advertised?

A. | think in this circunstance it was as proper
as it could ever be.

Q On page 14, you have stated that, "The 28 | ots"
of inventory "sold for a total of $17,480 to six buyers.
O those buyers, five were considered third-party
arm s-length transaction parties wth four purchasing
| ots, including dresses, for a total of $15,055."

What do you nmean by "third-party

arm s-length transaction parties"?

A. That they were not famly nenbers or |IRS
Q And what were you told about the buyers?
A. | don't -- you nean all the buyers?

Q Yes.

A

| don't recall.

Q Wre you told that a -- an I RS agent purchased
I nventory?

A. | think I saw that in the notions, pleadings.

Q Were you -- did you ever discuss this with the
Gover nnment ?

A. | don't recall.

Q You don't recall that?

A.  No.
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Q That's a very inportant piece of information, |
woul d t hi nk.

A. | don't -- didn't look at -- ny assignnent was
to value the dresses, so I'mlooking nore at who's
buyi ng the dresses and what's going on with the dress
aucti on.

Q Well, you've utilized the values realized at
the auction sale as a data point in your report,
correct?

A.  Yes.

Q And you have based those valuations on the
assunption that there was a properly advertised and
properly conducted auction sale, have you not?

A.  Yes, | have.

Q And you're telling nme that it is not relevant
to those sets of assunptions whether an I RS agent
pur chased assets at that public auction?

A. Not for ny valuation assignnment it is not.

Q VWat if people were not allowed to enter the
auction? Wuld that inpact your anal ysis?

A. | don't know. Don't know the circunstance.

Q Well, let's assune that there was an i ndivi dual
there who has sworn in a deposition that he wanted to
purchase all of the inventory and he was specifically

not allowed to enter the auction.
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MR SMTH  bject --
Q Wuld that inpact your anal ysis?
MR SMTH  bjection, form
A. Do I have that deposition?

| don't know.

A. D d you have it? | guess you do.
THE WTNESS: Do we --
Q The CGovernnent took the deposition. | --
A.  Ckay
Q -- have not been charged --
A. |"mnot aware.
Q =-- with providing you with any depositions or
docunents. | am asking you specifically, under that

factual assunption, which apparently has not been
conveyed to you, would that inpact your analysis?

A. Again, | don't know, because | don't know the
ci rcunst ances.

Q So you're telling nme it would not inpact your
analysis to learn that an individual was specifically
excluded fromparticipating in the auction.

MR SMTH  Objection, form

A. | amtelling you | cannot give you an opinion

based on the relevant facts that you have delivered ne

in this | ast 30 seconds.

Q Let's tal k about on page 16 of your report, the
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Li qui dation Di scounts. You've stated here that, "Under
an orderly liquidation, the conpany can afford to sel
off its assets to the highest bidder. |t assunes an
orderly sale process in which the seller can take a
reasonabl e anpbunt of time to sell each asset inits
appropriate season and through channels of sale and

distribution that fetch the highest reasonable price.

This woul d be over a reasonable tinme period, i.e., 90
days. "

A. Yeah, | think that 90 days -- | don't know
where | -- I'd like to change that to 6 to 12 nonths
from-- | don't know why that got there.

Q Wwell, if that's the definition contained in
the --

A | think I -- 1 don't know for what reason |

added it. But it --

Q So you're telling me your report is not correct
in this respect?

A. No. I'mjust saying that this is -- thisis --
this is a contended -- contended area, okay, of what
time frame is reasonable to sell

Q Can you tell nme what this definition nmeans?

A Wat? Oderly liquidation?
Q Yes, sir.
A. It neans you have -- you've devel oped a
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process, you've identified distribution and sal es
channel s, you've hired people to inplenent that, you
have devel oped a storage and pickup system you have an
orderly process assigned to distributing the product.

Q Gay. D d you author your witten opinion

report?
A.  Yeah.
Q Ddyoureviewit nultiple tinmes?
A.  Yes.
Q Didyou reviewit thoroughly?
A. | nean, there may be sone -- yes.
Q Didyou reviewit thoroughly before signing it?
A.  Yes.

Q So under the definition contained in your
t horoughly reviewed, signed opinion, if a seller has 90
days to liquidate, would it be nore appropriate to use
the orderly |iquidation nmethodology or the forced sale
| i qui dati on met hodol ogy?

A. |If the seller were given 90 days, that m ght be
a case for an orderly liquidation.

Q How long did you say that the assets had been
advertised for?

A.  Six nonths.

Q GCkay. Is the IRSrequired to sell the assets

the sane day that they're seized?
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MR SMTH. bjection, formand foundation.

A. | do not know.

Q Are you aware that the IRS, in fact, has the
ability to seize property and sell it over a 90-day or
| onger period?

A. | amnot aware.

Q But you are aware the IRS first issued a notice
of sale for these assets nore than seven nonths before
t he seizure.

A. Septenber 1, 20147?

Q Yes, sir.

A.  Yeah.

Q And that is slightly nore than seven nonths
before the seizure at issue in this case, which was
March 4th, 20157

A. Right.

Q That indicates a period of nore than 90 days,

correct?
A O what?
Q The seven-nonth period -- strike that.

The notice of public auction that we're
referring to from Septenber 1st, 2014, did it list the
date of the auction?

A.  No.

Q Ddit list the location of the auction?

Lexitas



Steven C. Hastings

109

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. | don't recall.

Q But it's your position that a notice of
auction -- this particular notice of auction was
sufficient advertising to render the seizure and sale
here a properly advertised public auction?

A. For an IRS seizure, yes.

Q For an IRS seizure.

A. Right.

Q That's an inportant caveat, | think
A. | think so.

Q If this were conducted outside of the context
of the IRS, | ask you, would this be a properly
advertised public auction?

A. It depends. It depends on whether there's
confidentiality that's being required in the sectors. A
lot of -- ot of -- |ot of banks nmay seize property and
give an indication of what the property is but not tell
them -- just gives a description of the property but not
tell where it is, who owned it before, and that's only
found out when you get to auction.

Q Well, I"'mgoing to tell you, that sounds |like a
very hedgy answer. And |I'm asking you, with those
facts -- we're not assumng we're in the IRS context.
| ' m aski ng you, based on those facts and that

Septenber 1st, 2014, notice of public auction sale, is
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that a properly advertised public auction?
MR SMTH: bjection, form

A. | think it could be.

Q Sol'dlike to go to Figure 10 on page 16 of
your report. You've referenced |iquidation value
per cent ages, which were, as | understand it, adjustnents
t o decrease your understandi ng of the whol esal e val ue of
the inventory --

A Yes.

Q ~-- in order -- in order to arrive at your
val uation; is that correct?

Can you expl ain what these |iquidation
val ue percentages are?

A. In a forced liquidation, you rarely get nore
than 25 percent of the whol esal e purchase cost. And
it's experience. And as the product and the inventory
ages, you get even less. And if a product gets over a
certain age, there's alnost no value at all. So I've
deenmed those to be eight-plus years are zero val ue,
greater than three years but |ess than ei ght was
15 percent val ue, and then 25 percent val ue of things
| ess than three years. People don't cone to forced
| i qui dations to pay whol esale price. They can sit in
their chair at their own business and buy that.

Q So what exactly did you base your determ nation
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of these percentages on?

A. M professional experience.

Q Have you ever professionally been involved in a
forced |liquidation sale auction of bridal gown
I nventory?

A.  No.

Q D d you rely upon any specific authority to
derive these percentages?

A. Just ny professional experience.

Q Didyou run this nodel that is reflected on
page 16 and page 17 of your analysis, did you run this
nodel based on different draft percentages?

A. Dfferent -- what do you nean "draft
per cent ages"?

Q That is, did you run the nodel based upon
percent ages other than those reflected in figure 10 of
your report?

A. | don't recall.

Q You don't recall whether you utilized different
per cent ages - -

A. Wll, | nmean, you can go into the Excel
spreadsheet and change this stuff all day | ong.

Q D d you do that?

A. | can do it in nmy head right here.

Q D d anyone el se do that?
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A. | looked at it on -- you know, | reviewed al
t hese nodel s.

Q D d you change those percentages at any point?

A. | may have. | don't recall

Q You don't recall trying different percentages
in there?

A. No. | instructed to ny staff what | thought
was the appropriate percentages to do.

Q Did you ever instruct them based on different
percentages than those reflected in Figure 10 and figure
11 of your report?

A. No. It would be different if it was an orderly
| i qui dation value or if it was an in-use val ue, okay?

Q Right. But you never --

A. | did not instruct themto do other percentages
that woul d consider an orderly liquidation or an in-use.

Q And you never ran these nodel s based on
di fferent percentages than those reflected here.

A. | nmean, | didn't need to because | believe
these are the percentages that are appropriate.

Q So you never ran them on ot her percentages.

A. | can't say that | never did. | don't recal
what those woul d be.

Q You would admt that changi ng those percentages

could significantly inpact the value that this nodel
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produces.
A. Right. You double the percentages and you cone

up with 80,000 --

Q Right.
A.  -- okay? You know, so in an orderly
| i qui dation, you may cone up with -- dependi ng on how I

anal yze, the orderly liquidation, you nay conme up with
80 to 120,000, but not nore than that.

Q But you don't recall whether you ever ran this
nodel based on different percentages than --

A. No. Because then --

Q -- what's reflected here?

A.  -- | would have been asked to use an orderly
| i qui dati on method or sone ot her nethod.

Q D d you discuss the percentages reflected here
with DQJ counsel ?

A. No. | told himwhat | thought they are. And
why.

Q Page 15 of your report, you ve made a statenent
that, "As the inventory ages" --

A | see.

Q GCkay. -- "as is the case in the brida
I ndustry, the values decline as new styles are
i ntroduced and consuners' tastes change. 1In a

| i qui dation scenario, in fact, no inventory woul d sel
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at 100 percent of its wholesale cost due to the fact
that the types of buyers in a |liquidation could buy
directly fromthe original manufacturer of the product
at the whol esal e price.”

Can you explain this statenent?

A Wll, it's -- it was an attenpt to, you know,
debunk the opposing expert's report, okay? Because why
would | cone to an auction -- why would | conme to a --
any type of auction and pay a price that | could go

direct to the manufacturer and pay for it, okay? |

wouldn't. I'mgoing there, I'mlooking at an orderly
| i qui dation offer -- auction because | want a deal. |
want it |less than what | can by fromwholesale. [|I'm

going to a forced liquidation to get a real deal because
| know everything's going that day. And so |I'm a buyer

| ooking for a deal, and I'"mnot going to buy it at a
whol esal e value. That's not why I'mthere. 1'm not
even buy it because of in-use, okay?

Q So this statenent is in the context of an
assunption that there is a liquidation scenario,
correct?

A. Everything goes.

Q Right. You ve nmade a further statenment in that
same paragraph, "Also, the issues with dress

preservation nmethods . . . and whether the conpany
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properly stored the subject interest in a manner as to
| essen physical deterioration. To account for this
obsol escence, we applied discounts to the whol esal e
val ues based on the years the itens were originally
pur chased. "

So | understand by that, perhaps anong
ot her things, you took the physical condition into
account in the liquidation discounts. In part.

A Yes.

Q Can you tell nme what portion of the |iquidation
di scounts was based upon this perceived physi cal
condi tion?

A. W | ooked at what the preservation industry
said, we | ooked at the age of the inventory, and we took
Into account all of these factors. W |ooked at the
factors that this was not a going concern and that it
was goi ng out of business and that the people show ng up
were going to want a good deal .

Q But you can't quantify for nme how nuch of that
di scount percentage was based upon the perceived
condition of the inventory?

A. No. It was -- there was enough relevant facts
there to say this is a | ow nunber.

Q Kind of threwit all into the pile --

A. Yes.
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Q -- but you can't say which is accurate --

A. No. That's typical in valuation.

Q So you nmade sone assunptions there about the
physi cal condition of the inventory.

A. Yes. That the old -- | nean .

Q And | don't need to know specifically. | nean,
you can point themout to ne if you want, but |'m asking
i f you nmade some assunptions in your analysis about the
physi cal condition of the inventory.

A. Wat do you have, 67 percent of the inventory

Is five years or ol der?

Q |Is your assunption?

A. No. I'mjust |looking at the facts.
Q The facts contained in your --

A. The facts contained --

Q -- spreadsheet contained in --

A. -- in Tone's spreadsheet.

THE REPORTER: Ckay. One at a tine.
THE WTNESS: [|'msorry.
A. I'msorry. Go ahead and ask the questi on.
Q Well, then, ny question is pretty sinple, is:
You made sone assunptions about the condition of the
I nventory as part of your valuation nodel.
A. Based on observable facts.

Q But you've indicated you did not actually
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observe the inventory.

A. (Qoservable facts being the age of the
I ndustry -- inventory, the nethod that the inventory was
stored in, and the financial condition of the conpany at
the time of the sale.

Q You nmade no assunptions about the physica
condition of the inventory? because | understood your
previous testinony to be that you did.

A Wll, that it was -- that the age of it is
saying a ten-year-old piece of inventory that's been
aged in polyethylene bags is probably not worth a
one-year-old i nventory.

Q Is that a roundabout or long way of telling ne
you di d i ndeed nake sonme assunptions about the physical
condition of the inventory?

A. | made assunptions about the condition of the
Il nventory.

Q If those assunptions were incorrect, the
| i qui dation discounts reflected in your analysis m ght
be incorrect as well.

A.  Not necessarily.

Q For exanple, if the inventory was in new
condition, the liquidations reflected in your analysis
m ght not be correct. Yes or no?

A. If the -- if It was in new condition --
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Q -- the liquidation discounts reflected in your
anal ysis m ght not be correct.

MR SMTH |I'mgoing to object as to form

A. Not necessarily, no. And | don't see it that
way. Howis a piece of -- a dress purchased in 2010 in
the sanme condition in 2015 as it was in 20107

Q You're fighting the hypo there. |'m asking you
to make that assunption that runs counter to the
assunpti ons you've based your nodel on, and |I'm asking
you to nake the assunption that the inventory is in new
condition. M ght your nodel then provide an incorrect
val uation?

A. | think I would have to have nore facts to
change that. Wwo is saying it's in new condition? How
are they using it? What are the facts that they have to
present that it's in new condition?

Q Let's assune that it's the very sane peopl e who
told you to assune that it's not.

A. The people that told ne it was not in new
condi tion?

Q Correct.

A. There aren't any people that told ne it was not
In new condition. It was the fact --

Q So you nmde that assunption on your own?

A. No. The facts tells ne it's in -- not in new
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condition. People didn't tell nme. These are the facts.
These are the facts, that it's stored in pol yethyl ene
bags, and the industry -- preservation industry says
that's bad, that'll destroy dresses. The facts are that
this is old, okay? The fact is this is a forced
| i qui dation and that -- so those facts, not opinions
from ot her people, of the condition of it tell nme why
t hese percentages are the way they are.

MR, FREEMAN: (Cbj ection, nonresponsive.

Q Were you shown the nmenoranda fromthe I RS
revenue officer who described all of the inventory as in
new and retail sell condition?

A. | saw that.

Q Did you see the nenoranda describing the
I nventory as in good condition?

A. | saw that.

Q And those had no inpact on your anal ysis?

A. | do not think that they were qualified to nmake
t hat deci si on.

Q But you were.

A. Based on the facts that | see and based on the
facts that | said.

Q You were, but they were not, even though
nei ther of you have experience working in the bridal

gown store industry, and they had personally viewed the
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I nventory in detail and you had not.
MR SMTH: bjection, form

A. Their opinion did not weigh into nmy opinion.

Q Your analysis rests on the assunption that the
I nventory ol der than three years woul d have a val ue of
15 percent of its wholesale and that inventory |less than
three years old would have a value of 25 percent of its
whol esal e. If those percentages were not accurate,
woul d that affect your val uation?

A.  Yes.

Q Do you agree that whol esale value is not a
valid starting place for a valuation of inventory?

A. |I'massumng that's the purchase price.

Q Soit's -- is it your opinion that whol esal e
value is a valid starting place?

A.  Yes.

Q If an IRS agent testified that whol esal e val ue
was not a valid starting place for a valuation of

I nventory, would that I RS agent be w ong?

A. | don't know the context of what she was
testifying.

Q In this case with respect to this inventory.

A | nean --

Q Is it your opinion they would be incorrect?

A. | have to see the totality of the testinony. |
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nmean, you're asking nme to just take out a phrase, and
| -- 1 can't do that.

Q So you cannot testify whether -- strike that.

Wul d it change your opinion to |earn that

one of the purchasers of the inventory at the seizure
who purchased about 200 dresses subsequently retail -
val ued those very dresses at nore than $300, 000?

A.  Not relevant.

Q Wuld it affect your opinion to learn that she
priced those dresses and sold those dresses for nore
t han $200, 0007

A.  No.

Q So it's your testinony that if infornmed that an

IRS -- that -- excuse ne -- that a purchaser at the IRS
sei zure who purchased approximately -- excuse nme -- 305
gowns - -

A. Refresh Bridal.
Q Correct. -- that they subsequently retail-
val ued t hose gowns at $314, 000 --

A. Wat did they sell themfor

Q $220, 000.
A  So --
Q Wuld that inpact -- | take it fromyour

guestion that that's a relevant data point. Wuld that

| npact your anal ysis?
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A. That's an irrelevant data point. And |et

me .

Q So your testinony is it would not inpact your
anal ysi s.

A. It's apples and oranges.

Q Ckay. Talking about the value of the inventory
here still, correct?

A. He's tal king about the retail value?

Q ay.

A. |Is he tal king about retail value and then
whol esal e val ue, in-use val ue?

Q Wo's "he"?

A. Wat's he --

Q She.

A. She. Mybe -- is it she? I'msorry. | don't
know.

Q Is there an assunption in creating a report as

an expert that the information provided by others is
reliable and accurate?

A.  Yes.

Q And if the information that was furni shed was
not accurate, could that inpact the opinions expressed
I n your report?

A.  Yes.

Q Do you agree with the IRS s val uation of the
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i nventory of $10, 000?
MR SMTH: bjection, form
A. It's a data point to consider but is not ny
opi ni on.
Q So you disagree with that val uation nunber?
| don't disagree.
Is it consistent wwth your --

No, it's not.

o » O >

-- report?

But is it your testinony that your report
could be incorrect?

A. No. | think ny report is correct.

Q So you disagree with the IRS s val uati on of
$10, 000.

A. | do.

Q Do you understand how the IRS arrived at that
val uati on?

A.  No.

Q Do you understand that it was intended to
reflect a fair market value of the inventory?

MR SMTH  Objection, form

A. Has no -- that has no bearing in my anal ysis.

Q The definition, to paraphrase, that has been
put forward to nme of fair nmarket value that was utilized

by the IRS was the standard of what woul d that asset
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sell for today at an I RS auction if the seller were
conpelled to sell. |Is that a definition of fair market
val ue that you have ever seen?

A.  No.

Q That's not an accepted definition of fair
mar ket val ue, correct? |In the industry.

A. | don't -- | nean, you need to | ook -- we need
to look to IRS reg 5960. Are you famliar with that --

Q | mght be.

A. -- section of code, 59607

Q | mght be. But |I am asking you whether the
definition | just read is an accepted definition of fair
mar ket val ue.

A. Wthin the American Society of Appraisers?

Q I'mgoing to ask nore broadly. |In any context
that you are aware of. It's not for ne.

A. No, it's not.

Q The IRS then applied a 40 percent reduction to
obtain a figure known as a reduced forced sal e val ue, an
RFSV. Is that a calculation you are famliar with?

A.  Yeah, |'ve heard of it.

Q |Is that an accepted nethodology to arrive at a
reduced forced sal e val ue?

A. | don't know. | didn't analyze that.

Q So l'll represent to you that the I RS reduced

Lexitas



Steven C. Hastings

125

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

its estimated whol esale value -- at least it attenpted
to -- by 40 percent to arrive at its calculation, which
was a $6, 000 figure of the valuation. Under their

anal ysi s, whol esal e value was an inportant figure. |I'm
goi ng to ask you just a couple of questions about their
met hodol ogy for determ ning that whol esale figure that

t hey worked from

A Can we -- | just --

Q Sir?

A. -- pause a minute and -- | generally do not
consider the IRS s opinion on any case. | particularly
carve it away fromne. | want to be independent of it.
| don't want to see their reasoning. | don't want to
see the revenue agent's report. | don' t want to see
the NOPA. | don't -- | don't care about that. | want

to do my own analysis, and that's what | did here. |
don't care what those guys say, okay, because |I'm
i ndependent, okay? So those -- whatever they did or
what ever they said has no neaning to ne in ny
assi gnnent .

MR, FREEMAN: (Cbj ection, nonresponsive.

Q Wile |l got you in the hot seat and under oath,

|'"'mgoing to ask the question that | was going to ask
about the IRS s determ nation of the whol esal e val ue.

If the IRS reduced the observed retail val ue by
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98 percent in order to obtain an estinate of the
whol esal e val ue, woul d that be a proper anal ysis?

A. | don't know. \What was their reasoning that
t hey gave? And what was their anal ytics?

Q If they gave no reasoning or analytics, is that
an accepted approach to valuing assets in the industry
or in any context that you're aware of?

A. Not in the industry, no.

Q So l'mgoing to state what |'ve stated there a
slightly different way. |Is there typically a
5,700 percent markup of inventory in the bridal gown
i ndustry, to the best of your know edge?

A, No.

Q Assunming a 5,700 percent nmarkup of inventory
woul d be pretty clearly erroneous.

A.  Yes.

Q Wuld that be reckless, in your opinion?

MR SMTH. bjection, form
A. | have no opi nion.
MR. FREEMAN. Can we go off the record?
(A break was taken from12:00 p.m to
12: 06 p.m)
MR. FREEMAN: Back on the record.
Q (BY MR FREEMAN) Al right. W are back on

the record. |'ve just got a couple nore questions. Do
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you have any opinion on the expert opinions that have
been expressed by Ms. Bonfield or Tony Thangsongchar oen
or Tone Thangsongcharoen?

A. | think we -- Bonfield is not proper val uation
opi ni on.

Q Ckay. Do you believe that with respect to the
ot her --

A. Oh, Tone? He's a laynan. He gathered data.
But as far as his valuation, | think he is -- he's not
gualified.

Q \Wat about Tony?

A Tony?

Q Yes, sir, Tony.

A.  Not qualified.

Q \Wat about them Tony and Tone, nakes them
unqualified to provide an expert opinion?

A. | nean, they're just providing what they posted
retail prices at. That's what Tone provi ded, okay,
retail prices and inventory itens and nanes, okay? And
clains that the retail value is what |'ve been damaged,
which is incorrect.

Q So is it your opinion that neither
Ms. Bonfield, Tone, or Tony, that none of themare
gqualified to serve as experts in this case?

A. Yes.
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Q That's your -- that's your opinion?

A. They are qualified to bring facts to the table,
but as to giving an opinion of val ue, no.

Q \What about them nmakes them unqualified?

A. | just don't think they've been trained
properly.

Q \What do you know about their training?

A. | don't, other than that |I don't see
credenti al s.

Q So you know not hing about their training, but
you have based your conclusion that they are not
gualified as experts on your assunption that they are
not properly trained?

A.  Yes.

Q Do you have any specific opinions wth respect
to the valuation figures reflected in Ms. Bonfield' s
report?

A. Her report estimated the whol esal e val ue based
on a rule of thunb of 50 percent, okay?

Q And that's your primary concern --

A. And that the retail cost of those products is

not the forced Iiquidation value of the inventory.

Q Is that the sum of your opinions about her --
A Yes.
Q -- expert opinion?
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What opinions do you have about the
val uation figures reflected in Tone's expert opinion?

A Well, | think Tone just cane down to what are
the products and what are the retail -- what do we have
them posted for sale, and he said that's the val ue.

Q And that is your -- that is the sum of your
opi ni on about Tone's --

A. That's his opinion is the retail sales price is
the value of the property. And | don't -- | disagree.

Q And what about with respect to Tony's expert
opi ni on?

A. | don't see any relevancy there with that
opi ni on.

Q Are there other objections that you' re aware of
to their opinions?

A. Not that | know of.

Q Any other objections to the nethodol ogi es
they've utilized?

A.  No.

MR. FREEMAN: |'ve got no further
questi ons.

THE WTNESS: W're always willing to give
pro bono tine up front on a case to research data, okay,
or to consult on strategy. | will get Mtal or Erin to

pul | stuff for you, okay?
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MR, FREEMAN: Fair enough. W'l
probably --

THE W TNESS: And we know our way around
the IRS. W have a -- we have a -- sonething called the
thud factor. And that's when we take our report, and
when you hold it 6 inches above the table and drop it,

It goes thud. These guys hate reports that are thud
factors, okay? You bury them

MR SMTH | think everyone hates reports
l'i ke that.

THE W TNESS: But we bury them

MR SMTH: | just have a coupl e questions
to ask you if you have a --

THE WTNESS: OCh, that wasn't all on the
record, was it?

MR SMTH  That was on the record.

THE REPORTER: Yes, sir.

THE WTNESS: Jeez. Can you ask that to be

stricken?
MR, FREEMAN: W can.
THE WTNESS: Ckay.
EXAM NATI ON
BY MR SM TH:
Q M. Hastings, | just have a coupl e questions

for you. Can you tal k about what experience you have in
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val uation and appraisal? | knowit's kind of a broad
guestion, but

A It isny life. It is ny passion. It is all |
do. | have continued to expand ny know edge as far-
reaching as | can. M continuing education is very
significant because | hold a CPA; | hold an
accredited -- ABV, accredited business val uati on;
hold -- I"'mcertified in financial forensics; | ama
Chartered d obal Managenent Accountant; |'m an
accredited senior appraiser; and | amcertified
val uati on anal yst.

Al of these designations sort of have
their specialties in what you focus on in the training.
A significant anount of my asset training on val uing
I nventory and other assets are what | get fromthe
American Society of Appraisers and fromthe CPA society
busi ness val uation of tangible and intangi bl e assets,
primarily for determ ning purchase price allocations.

Q Okay. Let nme ask you, you nentioned you were
accredited in business valuations; is that correct?

A Yes.

Q Do you know how many busi nesses you had to
val ue over the course of your experience as a -- as an
appr ai ser?

A. | oversee about a hundred to 120 val uati on
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projects a year. So you put ten years on that, |

probabl y have experience with thousands --

Q ay.
A. -- of valuations. That's all our firm does.
Q Are those all business valuations -- or what

percent age of that would you say are business

val uati ons?

A. Oh, 75 percent, in there. | nean, they include

asset valuations, a |lot of nedical equipnent, a |ot of
ot her type of asset valuations, inventory property.

Q Okay. So as part of valuing a business, is it
rel evant to have to value the inventory of that
busi ness?

A. Quite often. Especially if it's a public
conpany.

Q Wy is that?

A. Because of the PCAOB, public conpany oversi ght
revi ew board that reviews audits and val uati ons.

Q ay. Do you have a ballpark estimte on how
many tinmes you' ve had to value the inventory of a
busi ness over the course of your career?

A.  Hundreds of tines.

Q Now, is it necessary fromthe standpoi nt of
the -- for exanple, to be an accredited appraiser, do

you have to have specific industry know edge or
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background in the itemthat you're appraising?

A.  No.
Q GCkay. Sois it -- howcomon is it to have to
get up to speed, so to speak, on the -- on the details

of a specific industry?

A. W at Val ueScope have a significant anount of
tools to get us up on the industry.

Q Ckay.

A. W have |IBISWrld, we have Bl oonberg Research,
we have RMA data, we have the Standard & Poor's Capital
| Q we have -- we spend hundreds of thousands a year in
just databases. That's all we are is a database
conpany, research conpany, and we have the tools and the
technology to get up to speed on any industry very
qui ckly.

Q Ckay. Does your business depend on that?

A It does.

Q Ckay. Does your livelihood depend on your

ability to --
A. It does.
Q ~-- get up to speed?

For sonmething like a bridal industry or
weddi ng gowns, is it relevant in a forced |iquidation
val ue to know specifics, such as how orders are placed

for bridal gowns?
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A.  No.

Q Is it relevant to know the various contracts
bet ween the vendors and the distributors for purposes of
obtaining a forced sale value of bridal gown inventory?

A.  No.

Q Have you had specific training on how to val ue
personal property as opposed to real estate or different
ki nds of assets?

A Yes.

Q What kind of training have you had?

A. Continuing education. | nean, whenever the
Ameri can Soci ety of Appraisers cone up with new
gui del i nes of valuing inventory or personal property, |
ameither taking the online training course on it or
webi nar or amthere, so | amvery up-to-date on all the
val uati on recomrendati ons.

Q Do you have a ballpark of how nany tines you' ve
had to provide an apprai sal of personal property during
t he course of your career?

A.  Hundreds.

Q Do you know how many tines you' ve had to
establish -- or had to -- you've been asked to | ook at
the forced sale |liquidation value of personal property?

A. Coupl e dozen -- a dozen tines, naybe.

Q How about for inventories? How many tinmes have
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you been asked to find the liquidation value -- forced
sal e liquidation value of inventory?

A. Maybe half a dozen or nore tines. That's
cyclical business, forced -- it's -- you hit a
recessi on, you get nore of it.

Q M. Freeman has brought up an orderly
| i qui dati on several tinmes we tal ked about during the
course of this deposition; is that right?

A. Yes.

Q Now, | didn't ask you to prepare an opinion on

orderly liquidation value; is that right?
A. That's correct.
What did | ask you to prepare an opi nion on?
Just the valuation | did.
kay. And we --
Yeah.
A forced sale --
Forced sal e.
-- as opposed to an orderly liquidation.

Yeah.

o » O >» O » O > O

After having talked to M. Freeman sitting

here, do you have an idea what an orderly |iquidation

value for the assets at issue in this report would be?
A | could walk --

MR. FREEMAN: (Objection, form
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A. | can wal k himthrough the nethodol ogy and --

Q If you don't know, that's fine.

A Wll, let's just -- | would -- | would | ook at
an orderly liquidation, bring up the facts of -- | would
come sonmewhere to 2X to 3X tines ny forced |iquidation
okay, as far as the top |ine goes.

But then in an orderly liquidation, you
have to | ook at probabilities of tinme franme of selling
t he product because -- selling the inventory, and so
that -- in there you have costs. So you have managenent
costs of handling the orderly liquidation, and that
woul d be on a nonthly basis. You have rent costs of
storage of liquidation. 1In this case, Tony and Mi's,
you mght -- that case you' d have -- sonetines you have
fi xed costs that you have to take care of right up front
in order to do the orderly liquidation, and in that
case, it mght be | have to pay the back rent, | have to
get -- so | don't get this building shut down because |
don't have anyplace else to store it. So that'd be --
and then -- so then you take a | ook at those costs and
then you | ook at the probabilities, can | -- what is the
probability | can get this done in 3 nonths? 6 nonths?
12 nmonths? And you would do a PWERM probability-
wei ghted average return analysis on that. And that's

what -- how | would I ook at an a orderly |iquidation.
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MR. FREEMAN. 1'mgoing to object. | need
to get a sidebar | think I need on the record.

MR SM TH. Ckay.

MR, FREEMAN: Is it your position that the
testinony just given would be a substitute for a witten
opinion in this case?

MR SMTH No. | nean, it's because you
asked so many questions about an orderly |iquidation.

" masking himif he would have an opinion on that. But
| wasn't -- | wasn't attenpting to supplenent his
opi ni on.

MR. FREEMAN. Wuld you intend to solicit
such an opinion at trial?

MR SM TH.  Actually, what -- you okay if
we go off the record, talk about it?

MR. FREEMAN: Sure.

(A break was taken from12:22 p.m to

12:24 p.m)

MR SMTH  Jason and | -- Freeman -- had a
conversation, and I'mgoing to ask M. Hastings
questions about an orderly |iquidation val ue, whether he
has an opi nion on what that value would be. And of
course, Jason may have sone subsequent questions, and
we're going to reserve for a subsequent tinme whether or

not this would qualify as self-limted to his expert
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report.
Is that -- is that correct, Jason?
MR, FREEMAN:. Correct.
MR SMTH  Ckay.

Q (BY MR SMTH) Did | hear you correctly
that -- when you said order -- generally, these orderly
| i qui dati on val ues are sonewhere in the nei ghborhood of
two to three tines the forced sale value as far as the
anount realized fromthe sal e?

A. Correct. But the orderly -- but then |
continued on to say that there are costs involved in the
orderly liquidation that really reduces the val ue.

Q Okay. And you tal ked about sone of those
costs. Can you walk nme through a little bit what an
orderly liquidation would ook Iike? |Is that -- because
we talked a little about the conditions of the forced
sale. Let's start there. |I'msorry. A forced
| i qui dation sale. The conditions of that would be all
of the stuff gets sold on one day; is that -- is that
correct?

A. Correct.

Q Ckay. Wat would an orderly liquidation |ook
i ke?

A. Well, generally, in orderly |iquidation nodels,

you cone up with your estimated tinme franes, and you
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m ght |look at 3-nonth, 6-nonth, 12-nonth tinme frane,
okay? And you would | ook -- and therefore, if it takes
you 3 nonths -- and so you mght |look at 2X and 3X. So
you' ve got your nodel where you're not only | ooking at
selling it at 2X, but you're looking at selling it at
3X, okay?

And you -- then you say, Ckay, if | can
sell it in 3 nonths, | only have 3 nonths of nanagenent
fees, and | only have 3 nonths of rental expense, and so
therefore | will make nore -- | will have to subtract
that fromthe purchase price. Al so, any fixed costs
that you're required to pay in order to facilitate the
orderly liquidation. 1In Tony and Mi's case, it m ght
nmean | have to pay the rent, the 20,000, right up front
to get -- to utilize the space for the inventory.

So -- and then you -- so you'd nodel that
maybe at 2X, 3X for 3 nonths, you'd nodel that at 2X
then 3X for 6 nonths, you' d nodel that at 2X and 3X for
12 nonths. And obviously, if it went 12 nonths, you're
going to have nore nanagenent fees and nore rental
costs, right?

So in oftentines -- and then you' d take a
| ook and you' d probability weight those. Now, that's
where the -- sone of the subjective nature cones inis

what's the probability I1"mgoing to get this sold in 3
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nonths, what -- in an orderly -- what's the probability
in 6 nonths, and what's the probability in 12 nonths --
in 12 nont hs.

So after all of that is taken in
consi deration, you can conme up with a range of -- based
on the probabilities and based on 2X or 3X. Experience
has soneti nes shown that often that range is negative

because of the costs involved and that your range in

this case may -- okay, orderly |iquidation could be from

a negative $10,000 to a positive hundred thousand
dol l ars, okay, and that the probability is sonewhere in
bet ween t here, okay?

So that's sort of how | consult with
clients when they're sort of |ooking into I just put
this in auction and walk away fromit, or do we do an

orderly liquidation. And so often you have to say to a

client, Let's nodel it and give -- let's give ne your
best input --

Q ay.

A -- on this. And so, you know, you don't know.

Sonetines forced auction is a higher price.

Q Ckay. And just the characteristics of the
sale, in an orderly liquidation, you would be able to
sell that itemor that asset at any point during that

period; is that correct?
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A. That's correct.

Q You would just maybe have a tine frame in which
you could sell the item but you could sell it on any
day within that time period; is that correct?

A. R ght. And you would have a manager that would
be reaching out to the other bridal shops and who woul d
create a presentation or sonething to send them

MR SMTH  Okay. Wth that, 1'll pass the
W t ness.
FURTHER EXAM NATI ON
BY MR FREEMAN:

Q M. Hastings, it was your testinony earlier
that an orderly liquidation would not be a proper
val uati on nodel under the circunstances of this case; is
that correct?

A It's -- doesn't fit the facts of this case.

Q So an orderly liquidation nodel would not be
t he proper nethod --

A. If asked to assune different facts, then it
m ght .

Q | asked you to assune sone different facts, and
during that colloquy, your position was that an orderly
| i qui dation woul d not be the proper nethodology in this
case; is that correct?

A. Par don ne. | didn't --
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Q Isn't --

A. Wiat were the facts that you asked ne to
assune?

Q Let nme just ask you another way. |s an orderly
| i qui dation a proper valuation nethod under the facts
t hat you have been provi ded about this case?

A.  No.

Q Have you, in fact, perforned an orderly
| i qui dation valuation in this case?

A. | just outlined it in ny testinony here, the
nmet hodol ogy. | can take that nethodol ogy and put it on
paper for you.

Q Is that all that's required in order to create
an expert report?

A. No. There's --

MR SMTH.  bjection, form

MR SM TH  You can answer.
A. No. There's -- there's other research that has
to gointo it.
Q But that is your final valuation and the exact
approach you would utilize?
A. | was giving you the diffNotes, okay?
Q Have you witten an opinion or report providing

an orderly liquidation value in this case?
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A.  No.

Q And again, you don't believe that an orderly
| i qui dation val uation would be appropriate under the
ci rcunstances of this case that you have been given?

A.  Under the circunstances of this case, | do not;
gi ven ot her circunstances, | nay.

Q Gven other circunstances in another case?

A. Ina-- in a hypothetical case, an orderly
| i qui dation --

Q Right.

A. -- mght be appropriate.

Q In sone other case, that -- and set of facts,
that may be --

A. Right.

Q -- appropriate.

A. If you want to change --

Q | understand that.

A. -- the facts of this --

THE REPORTER: Wait.

A. Yes. |If you want to change the facts of this
case, then an orderly -- |1'd assune those facts, an
orderly liquidation may be the proper nethod.

Q But under the facts that have been presented to
you by the Governnment, your belief is that an orderly

| i qui dation woul d not be the proper val uation nodel.
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A. Yes.

guesti ons.

record?

exhibits wll

MR. FREEMAN: No ot her questi ons.

MR SMTH | don't have any further

THE REPORTER: Any stipulations for the

MR SMTH  (Moving head side to side.)
MR. FREEMAN:.  No.
THE REPORTER: Thank you. Al original

be retained by the court reporter and

attached to the original transcript. This deposition is

now conpl et e.

(Proceedi ngs concluded at 12:32 p.m)
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DEPOSI TI ON OF STEVEN C. HASTI NGS
Decenber 5, 2018

|, Jennifer L. Canpbell, Certified Shorthand
Reporter in and for the State of Texas, hereby certify
to the foll ow ng:

That the witness, STEVEN C. HASTI NGS, was duly
sworn by the officer and that the transcript of the oral
deposition is a true record of the testinony given by
t he w t ness;

| further certify that pursuant to FRCP Rul e
30(e)(1) that the signature of the deponent:

_____ was requested by the deponent or a party
before the conpletion of the deposition and is to be

returned within 30 days fromthe date of receipt of the

transcript. |If returned, the attached Changes and
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Si gnature page contains any changes and the reasons
t her ef or;

X __was not requested by the deponent or a
party before the conpletion of the deposition.

| further certify that | am neither counsel
for, related to, nor enployed by any of the parties or
attorneys to the action in which this proceedi ng was
taken. Further, | amnot a relative or enployee of any
attorney of record in this cause, nor am| financially
or otherwi se interested in the outconme of the action.

Subscri bed and sworn to on this the 26th day

of Decenber, 2018.
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Jenni fer L. Canpbel
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Expiration Date: 05/31/21
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Page 1 Page 3
1 UNITED STATES DISTRICT COURT 1 INDEX
FOR THE NORTHERN DISTRICT OF TEXAS
2 DALLAS DIVISION 2
3 %m #HEN'\&%,L'\(‘;%H ARDEN,  § 3 Appearances. . .................... 2
4 ?”ENSGOSONGCHAROEN § 5 4 STEVEN C. HASTINGS
5 Plaintiffs 8 5 Examination by Mr. Freeman . .. ... ... ... 5
& %31\1”7%(?\/6868(%5]30' 6 Examination by Mr. Smith ... ... ...... 130
7 THE UNITED STATESOF  § 7 Examination by Mr. Freeman . .. ... ... .. 141
8 AMERICA 8 § 8 Reporter's Certificate. . . ............. 145
9 Defendant § 9 EXHIBITS
10 10 NO. DESCRIPTION PAGE
11 ORAL DEPOSITION OF 11 ExhibIt 85 .o
12 STEVEN C. HASTINGS 12 or ed lrlg/lélr(]i%flo sse S é c% R/lii's,
13 December 5, 2018 13 '“C fard upport
14 14
5 15 Quotsion rals 5 sed Tt Gty snc da o
16 16
17 ORAL DEPOSITION OF STEVEN C. HASTINGS, produced as |17
18 a witness at the instance of the Plaintiffs, and duly 18
19 sworn, was taken in the above-styled and -numbered cause 19
20 on the 5th day of December, 2018, from 8:55 a.m. to 20
21 12:32 p.m., before Jennifer L. Campbell, CSR in and for 21
22 the State of Texas, reported by machine shorthand, at 22
23 the offices of Freeman Law, PLLC, 2595 Dallas Parkway, 23
24 Suite 420, Frisco, Texas, pursuant to the Federal Rules 24
25 of Civil Procedure. 25
Page 2 Page 4
1 APPEARANCES 1 THE REPORTER: Today is December 5th, 2018.
2 2 The time is approximately 8:54 a.m. We are located at
3 FOR THE PL |FFS 3 Freeman Law, PLLC, 2595 Dallas Parkway, Suite 420,
4 d Lyf 4 Frisco, Texas 75034.
5 |te as arkway 5 This is the deposition of Steven Hastings
6 A%o 5034 6 in the matter of Tony and Mii's, Inc., Tony
7 jaso & reemanlaw p"C com 7 Thangsongcharoen, and Somnuek Thangsongcharoen versus
8 FORT E 8 The United States of America, in the United States
9 %Fg %ﬁ?wogo ree TMENT OF JUSTICE 9 District Court for the Northern District of Texas,
10 10 Dallas Division, Civil Cause No. 3:17-CV-0609-B.
11 4@ 56' %5201_ 11 My name is Jennifer Campbell, certified
12 urtis.c.smit USdOJ'gov 12 shorthand reporter, representing Lexitas, 6500
13 13 Greenville Avenue, Suite 445, Dallas, Texas 75206.
14 14 Will all persons present please state their
15 15 appearances and whom they represent.
16 16 MR. FREEMAN: Jason Freeman. | represent
17 17 the Plaintiffs.
18 18 MR. SMITH: Curtis Smith for the United
19 19 States.
20 20 THE WITNESS: Steven Hastings, expert
21 21 witness for the United States.
22 22 STEVEN C. HASTINGS,
23 23 having been first duly sworn, testified as follows:
24 24
25 25
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Page 5 Page 7
1 EXAMINATION 1 A. ldon't recall.
2 BY MR. FREEMAN: 2 Q. Do you have any experience working in the
3 Q. Could you please state your name for the 3 bridal gown industry?
4 record, sir? 4 A. As far as?
5 A. Steven C. Hastings. 5 Q. Working in any other -- any other capacity as
6 Q. And where are you employed, Mr. Hastings? 6 an expert.
7 A. A company called ValueScope, Inc. 7 A. Not working in the industry, no.
8 Q. And what is your title? 8 Q. Have you ever testified regarding the valuation
9 A. Principal. 9 of bridal gowns?
10 Q. And what does that -- what does that mean? 10 A. No.
11 A. I'm a equity partner principal. We have other 11 Q. Have you ever held yourself out as an expert
12 principals that aren’t equity partners, but we all like 12 other than this case with respect to bridal gowns?
13 to keep it -- hierarchy the same. 13 A. No.
14 Q. Understood. 14 Q. Have you ever done an appraisal of bridal gowns
15 Were you engaged by the United States as 15 other than with respect to this case?
16 part of this lawsuit? 16 A. No.
17 A. Yes, | was. 17 Q. I'm going to ask you about the following
18 Q. And can you explain the nature of that 18 specific bridal gown manufacturers. | would ask you to
19 engagement? 19 just please tell me everything that you know about each
20 A. It was provide a opinion on the value of 20 of these manufacturers. The first one is Anjolique.
21 certain inventory with -- on a forced liquidation basis. |21 That's A-n-j-o-I-i-g-u-e. Are you familiar with that
22 Q. And you were engaged as an expert in that 22 vendor?
23 capacity? 23 A. I don't recall if I've reviewed that or not.
24 A. Yes. 24 Q. And wouldn't be familiar with their specific
25 Q. So the opinions that you've offered in your 25 line as we sit here today?
Page 6 Page 8
1 report in this matter are expert opinions? 1 A. The Anjolique line?
2 A. Yes, they are. 2 Q. Yes, sir.
3 Q. What is your experience working in the bridal 3 A. I may -- is it one of the lines sold by Tony
4 gown industry? 4 and Mii?
5 A. Specifically, | have not worked in the bridal 5 Q. This one is, yes, sir.
6 gown industry. | have researched the industry, | 6 A. Yeah. The name sounds familiar from one of the
7 understand the industry. | have worked in other 7 listings.
8 clothing -- valuing other clothing types industries, 8 Q. Are you -- do you have personal knowledge about
9 retail industries. 9 this vendor or its lines?
10 Q. What other clothing industries have you worked 10 A. No.
11 in valuing? 11 Q. Ask you about another vendor, Allure Bridal,
12 A. We did -- valued a tuxedo distributor, and they 12 A-l-l-u-r-e. Are you familiar with this vendor?
13 also did formal wear. That was years ago. | valued 13 A. Yes. | saw their -- reviewed their listings
14 other retail industry distribute clothes, but | don't 14 and their pricings.
15 remember the names right now. 15 Q. Can you tell me what you know about this
16 Q. Do you remember the name of the tuxedo 16 vendor?
17 distributor? 17 A. That they sell everything from quinces to
18 A. No, | don't. | have to go look in my files. 18 bridal dresses.
19 Q. How long ago was that? 19 Q. Do you know any of the specific lines that they
20 A. Probably about six years. 20 carry?
21 Q. Did you value the business or the inventory? 21 A. Some of the lines are written down in the book
22 A. The business, but you know, inventory is always |22 here.
23 part of a business. 23 Q. And "the book here" is your report?
24 Q. But was there a valuation specifically with 24 A. Yes.
25 respect to the inventory? 25 Q. And do you know where those are written? Are
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Page 9 Page 11
1 they in the inventories that were provided by the 1 A. Same answer.
2 company? 2 Q. How about Alfred Sung?
3 A. Yes. 3 A. Same answer.
4 Q. Okay. But you haven't produced any additional 4 Q. How about After Six?
5 information -- 5 A. Same answer.
6 A. No. They were on the handwritten notes in 6 Q. Alexia Designs?
7 the -- Tone's Excel spreadsheets. 7 A. Yes, same answer.
8 MR. FREEMAN: And I'll go ahead and mark as 8 Q. Bill Levkoff?
9 Exhibit 35 the expert report of Mr. Hastings. 9 A. Same answer.
10 (Exhibit 35 marked.) 10 Q. Dessy Creations, D-e-s-s-y?
11 Q. And so when | refer to Exhibit 35, we'll be 11 A. | don't recall seeing that one, but | have to
12 referring to your expert report. 12 have my -- same answer. | don't recall unless they're
13 So the references to Allure Bridal in your 13 on the list here.
14 report are from the spreadsheets and inventories 14 Q. Okay. Impression Bridal?
15 provided by the -- by the company, Mii's Bridal? 15 A. Same answer.
16 A. Yes, they are. 16 Q. Is it fair to say that outside of -- outside of
17 Q. Do you have any other -- do you know anything 17 this case or prior to this case you did not have any
18 else about Allure Bridal? 18 familiarity with those particular vendors?
19 A. No. It's -- just from what -- the style lines 19 A. Well, we did go into the vendors' Web sites and
20 and the costs and the recommended retail prices that| |20 try to look up style numbers and styles there and were
21 saw on the sheets. 21 having extreme problems with that because of the age of
22 Q. From the company? Is that what you're -- 22 the inventory here. A lot of it weren't listed.
23 A. Yes. 23 MR. FREEMAN: Object, nonresponsive.
24 Q. What about another vendor, Jasmine? 24 Q. Were you able to cross-reference the codes in
25 A. 1 didn't memorize all of their lines. I'm 25 any of the inventory listings to those Web sites?
Page 10 Page 12
1 sorry. | do have them -- 1 A. Maybe a few, but | didn't -- I've got it
2 Q. Just curious -- 2 documented in some other work papers. But it turned out
3 A. -- written down. 3 to be a nonproductive exercise.
4 Q. --if you -- if you know -- if you can tell me 4 Q. The question again is: Outside of this case or
5 anything specifically about that vendor or your 5 prior to this case, did you have any familiarity with
6 understanding of that vendor. 6 any of the vendors that | just listed?
7 A. No. But if they're on the list, | could look 7 MR. SMITH: Objection, form.
8 up and see what -- tell you what are the product lines | 8 A. No.
9 for Jasmine. 9 Q. Now, | want to ask you just a little bit about
10 Q. But based on your experience, you wouldn't -- 10 the industry, the bridal gown industry. Are you
11 you wouldn't be familiar with those -- 11 familiar with the types of contracts that are in place
12 A. No, other than -- 12 in the industry?
13 Q. --lines? 13 A. As far as inventory contracts?
14 A. -- other than what we reviewed on the -- on the |14 Q. Inventory with vendors, yes, sir.
15 list of inventory. 15 A ltvaries.
16 Q. The company's inventory? 16 Q. How does it vary?
17 A. Yeah. 17 A. Some are purchase as is, ordered special, some
18 Q. How about Maggie Sottero Designs? 18 are inventory that can be returned. A lot of -- a lot
19 A. No. Same answer. 19 of it is done online now.
20 Q. How about Morilee, M-o-r-i-l-e-e? 20 Q. Is there -- with respect to the contracts
21 A. Same answer. 21 between retail stores like Mii's or other retail stores
22 Q. How about Angelina? 22 and vendors, is there a standardized contractual
23 A. Same answer. 23 relationship?
24 Q. How about Mon Cheri Bridal, M-o-n C-h-e-r-i 24 A. Not that I'm aware of.
25 Bridal? 25 Q. Is there typically a contract between retail
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Page 13 Page 15
1 companies and vendors? 1 Q. Have you ever given a deposition in a case
2 A. Depends on the size and volume of a retail 2 involving you as an expert providing a valuation of
3 company and what the vendors are. 3 inventory?
4 Q. So with a company like Mii's, would there 4 A. Not that | recall.
5 typically be contracts with vendors? 5 Q. Have you ever given a deposition in a case
6 A. I don't know. | didn't see any evidence of 6 involving you as an expert providing a valuation of
7 contracts of vendors. 7 bridal dresses?
8 Q. Would you expect to see contracts with vendors? 8 A. No.
9 A. Not for that -- necessarily that small of a 9 Q. Do you consider yourself an expert in the field
10 shop. 10 of valuation of bridal dresses?
11 Q. And in a larger shop you would? 11 A. My research, my studies of the industry, and an
12 A. 1 would. 12 understanding of the perishable-type inventory, yes, |
13 Q. But you don't know whether it's industry 13 do.
14 standard to have a contract with a vendor? 14 Q. Has that research and study been performed
15 A. | do not know whether it's industry standard. 15 since you were engaged in this matter?
16 Q. Do you know what time of the year bridal gown 16 A. Yes.
17 stores typically place orders? 17 Q. And not before, correct?
18 A. No. 18 A. Well, we're always performing continuing
19 Q. Do you know how long it typically takes for a 19 education relief -- related to the valuation of
20 bridal gown vendor to ship orders? 20 inventory, so -- and specifically the American Society
21 A. How long from the date they receive the order 21 of Appraisers just issued, | think this last year --
22 to shipping? 22 within the last year --
23 Q. Yes, sir. 23 MR. FREEMAN: Objection, nonresponsive.
24 A. Other than what Internet research says how long |24 Q. And my question was specifically with respect
25 it takes. 25 to the field of the valuation of bridal dresses.
Page 14 Page 16
1 Q. Do you know how long that is? 1 A. Oh, no. Just inventory in general training.
2 A. | think | read it could be as little as one 2 Q. Have you ever testified in a deposition or at
3 week and as high as four weeks. 3 trial as a valuation expert with respect to specifically
4 Q. Okay. So that's your testimony of your 4 the value of inventory?
5 understanding? 5 A. I don't recall.
6 A. That's my recall from looking at one of the 6 Q. With respect to the value of bridal dresses?
7 sites where you can order a dress -- custom dress from. | 7 A. No.
8 Q. Mr. Hastings, have you ever acted as an expert 8 Q. Have you ever served as an expertin a
9 witness by providing a valuation of stock inventory? 9 Section 3 -- 6 -- excuse me. Strike that.
10 A. Not with respect to just the inventory itself. 10 Have you ever served as an expert in a case
11 Q. As an expert witness, have you provided a 11 involving Internal Revenue Code Section 63367
12 valuation specifically with respect to inventory? 12 A. Which is --
13 A. Not specifically, but as the inventory relates 13 Q. Which is the statute at issue in this case.
14 to the total value of a company. 14 A. I'd have to go back and review my cases.
15 Q. Have you ever as an expert witness provided a 15 Q. But not that you're aware of as we sit here
16 valuation with respect to bridal dresses? 16 today?
17 A. No. 17 A. I don't know. I've had so many -- I've had so
18 Q. Have you ever been qualified in court to 18 many IRS cases that --
19 testify as an expert in a case requiring you to provide 19 Q. Let me askiit --
20 a valuation specifically of inventory? 20 A. --1can't remember them.
21 A. Not that | recall. 21 Q. Let me ask it another way. Have you ever
22 Q. Have you ever been qualified in court to 22 served as an expert in a valuation case that resulted
23 testify as an expert in a case requiring you to provide 23 from an IRS seizure?
24 a valuation specifically of bridal dresses? 24 A. Where the Department of Justice would have been
25 A. No. 25 the respondent, | do not believe | have.
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Page 17 Page 19
1 Q. Have you ever served as an expert in a case 1 software, other things like that. And we looked at
2 providing a valuation where there was an allegation of a 2 forced liquidation, orderly liquidation, other issues.
3 wrongful -- 3 Q. Okay. Mr. Hastings, | want to take you to
4 A. Can I correct -- 4 page 30 of your report, which is marked as Exhibit 35.
5 Q. -- IRS seizure -- 5 And specifically on your CV, you have listed a number of
6 A. Can | go back and correct? 6 speaking engagements. Does this encompass your speaking
7 Q. Yes, sir. Which question? 7 engagements over a certain period of time?
8 A. The seizure. 8 A. Yeah, maybe 20 years.
9 Q. Yes, sir. 9 Q. Over 20 years?
10 A. Okay. | don't recall, | have to go back and 10 So | want to go through these with you.
11 look at the file, but the Longaberger versus United 11 The first one is entitled "How to Finance Your Company."
12 States may have been a seizure. It was a State issue 12 Did this presentation involve the valuation of inventory
13 related, but the Longaberger building may have served as |13 or bridal dresses?
14 collateral or something for the -- 14 A. No.
15 Q. Do you know when that case was, roughly? 15 Q. The next one, "Employee Stock Ownership Plans,"
16 A. Couple years ago. 16 did this presentation involve the valuation of inventory
17 Q. And the asset at issue was a building? 17 or bridal dresses?
18 A. Issue was a tax issue related to the state -- 18 A. No.
19 the estate, but the estate still held ownership. 19 Q. The next one is "Documentation Linking
20 Q. And what was the specific asset? 20 Systems." Did this one involve the valuation of
21 A. The Longaberger building and properties. 21 inventory or bridal dresses?
22 Q. Real estate? 22 A. No.
23 A. Yeah. 23 Q. The next one is entitled "CORF -- What You Need
24 Q. Have you ever served as a valuation expert in a 24 to Know to Run a Successful Business." Did this one
25 wrongful seizure case, specifically, a wrongful seizure 25 involve the valuation of inventory or bridal dresses?
Page 18 Page 20
1 by the IRS? 1 A. No. And none of them did.
2 A. No. 2 Q. Okay. And in fact, there are a number of other
3 Q. Have you ever served as a valuation expert in a 3 items listed here as speaking engagements, and none of
4 case involving an IRS perishable goods seizure? 4 these involved the valuation of inventory or bridal
5 A. No. 5 dresses, did they?
6 Q. Have you ever provided a valuation with respect 6 A. None.
7 to property that was seized by the IRS? 7 Q. Mr. Hastings, I'd like to take you to page 24
8 A. No. 8 of your report. Again, this is part of your CV, and
9 Q. Have you ever used the forced liquidation sale 9 there are a number of cases listed here. I'd like to go
10 methodology in an IRS seizure case? 10 through some of these with you. The first case you've
11 A. No. 11 listed is Chrem, C-h-r-e-m, v. Commissioner of Internal
12 Q. This would be the first time? 12 Revenue.
13 A. For an IRS, seizure. It's not the first time 13 A. Uh-huh.
14 we used the forced liquidation. 14 Q. Did this case involve the valuation of
15 Q. Have you ever used the forced liquidation sale 15 inventory or bridal dresses?
16 methodology in a seizure case? 16 A. No.
17 MR. SMITH: Objection, form. 17 Q. The next one is Hawk v. Commissioner. Did this
18 A. In an IRS seizure case or any seizure case? 18 case involve the valuation of inventory or bridal
19 Q. Any seizure case. And if so, which case? 19 dresses?
20 A. I don't recall, but | -- there may have been a 20 A. No.
21 case involving a corporate foreclosure where we looked |21 Q. The next case is Red River Ventures v.
22 at alternatives. 22 Commissioner. Did this case involve the valuation of
23 Q. Do you know what kind of assets would've been 23 inventory or bridal dresses?
24 involved in that case? 24 A. No.
25 A. | think intellectual properties, Web site, 25 Q. The next case is Bowey v. Commissioner. Did
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Page 21 Page 23
1 this case involve the valuation of inventory or bridal 1 age has a lot to do with it.
2 dresses? 2 Q. So --
3 A. No. 3 A. Turnover has a lot to do with it, but --
4 Q. The next case is Redstone v. Commissioner. Did 4 Q. If the -- if the inventory has age, at what age
5 this case involve the valuation of inventory or bridal 5 is it appropriate to apply a discount to the cost basis?
6 dresses? 6 A. Anything -- it depends on the industry.
7 A. No. 7 Q. Okay.
8 Q. And Mr. Hastings, there are several pages of 8 A. Some industries, you know, have to hold
9 cases, most of which involve you testifying for the IRS 9 five-year inventories, okay, just because of the volume
10 or Department of Justice. But with respect to all of 10 they serve, and some industries, you know, only hold
11 these cases listed, did any of these cases involve the 11 three-month inventories.
12 valuation of inventory or bridal dresses? 12 Q. But you believe you provided an analysis based
13 A. Let me review my civil -- 13 upon the cost of the inventory at issue in that case --
14 Q. Sure. 14 A. Yes, | did.
15 A. -- court cases, okay? 15 Q. -- and you -- and you did not reduce it?
16 In particular, are you talking about retail 16 A. No, because it was all current.
17 inventory? Or are you -- 17 Q. Is there another case listed here that involved
18 Q. lam -- 18 the specific valuation of inventory or bridal dresses?
19 A. --talking about assets held? 19 A. You know, I'd have to go back, but on page 29,
20 Q. | am specifically talking about retail 20 Golf-Chic Boutique, which is a ladies' pro shop that
21 inventory, but if you believe there's something 21 sold ladies' garments and --
22 relevant, please feel free to point it out. 22 Q. Was that their primary asset?
23 A. On page 28 -- 23 A. Yeah. It was all golf stuff for ladies, so it
24 Q. Yes. 24 included, you know, skirts and dresses and shoes and
25 A. --in the middle, Kehrer versus Kehrer -- do 25 gloves and clubs and stuff.
Page 22 Page 24
1 you see that? 1 Q. And you provided a valuation specifically with
2 Q. Yes, sir. 2 respect to those garments?
3 A. It's -- that involved a father-son buyout 3 A. | have to go back and review this file and see,
4 dispute of the business, and involved in that was the 4 but that's one where that was some of the major assets
5 value of the inventory held, which was pipes that are 5 init.
6 being cut and formed for sale. 6 Q. Do you know on what basis you would've provided
7 Q. In that case, did you provide a valuation 7 that valuation?
8 specifically with respect to the value of the pipes at 8 A. I do not recall.
9 issue? 9 Q. You don't recall if it was based on cost
10 A. It was only a part of the valuation, not a 10 method?
11 specific opinion on them separately. 11 A. I'm sorry. That's -- you know, that's seven
12 Q. As a component of the valuation, did you assign 12 years ago. | don't recall. I'm just -- I'm just saying
13 a specific valuation to those pipes? 13 that that might have had.
14 A. | believe we did. 14 Q. Might have.
15 Q. Do you recall the basis upon which you provided 15 But as we sit here today, you can't say
16 that value? 16 definitively that in any of these cases listed here in
17 A. It was cost basis. 17 your CV that you provided a specific valuation with
18 Q. Cost basis? 18 respect to bridal dresses.
19 A. Yeah. 19 A. No.
20 Q. Did you reduce that cost figure? 20 Q. Or garments.
21 A. No, because it wasn't obsolete inventory or 21 A. 1 may have garments with the ladies’ boutique.
22 old. 22 Q. Possibly.
23 Q. So if inventory is not obsolete, it would be 23 A. Possibly. Butl --
24 improper to reduce the value? 24 Q. But that's the only one?
25 A. Depends on the age of the inventory if -- the 25 A. Yeah. And being seven years old, | don't
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1 recall really. Alll know is | remember my wife saying 1 A. No, that's longer. Seven years.
2 she had a lot of cool stuff. 2 Q. How many times have you testified for a
3 Q. Mr. Hastings, I'd like to go to page 22 of 3 taxpayer against the Government?
4 Exhibit 35, your report, and this is the beginning of 4 A. | have represented taxpayers.
5 your CV. And you've listed your employment history 5 Q. Have you ever testified for a taxpayer against
6 here. | believe we've established that during your time 6 the Government?
7 at ValueScope, which was from 2006 to present, that you 7 A. | have worked with them against the Government,
8 have not been involved in the sale of bridal dresses in 8 but none of my cases went to court.
9 any capacity. 9 Q. Okay.
10 A. No, | have not. 10 A. They all settled. | take tax cases that | know
11 Q. And that you have not rendered an opinion about 11 | can win.
12 the value of bridal dresses. 12 Q. But you've never testified against the
13 A. No, | did not. 13 Government in a tax case.
14 Q. In your employment prior to that at Value 14 A. | testified against the Department of Defense.
15 Capital, did you do either of those things? 15 Q. In a tax case?
16 A. 1did business plans -- some of my work was as 16 A. In --no.
17 contract CFO, and one of my clients at that time was a 17 Q. Have you ever testified against the Department
18 company called Designing Texas and Bride TV, so | acted |18 of Justice?
19 as the CFO for -- 19 A. Department of Justice was the attorneys for the
20 Q. Did they -- did they sell bridal gowns? 20 Department of Defense.
21 A. No. But bridal gown -- 21 Q. Okay.
22 Q. Did they manufacture bridal -- 22 A. So yes, | have testified against the Department
23 A. --retailers would present -- no. All they 23 of Justice.
24 did, they do a TV show about brides. 24 Q. Ever against the Department of Justice Tax
25 Q. Did you come across -- strike that. 25 Division?
Page 26 Page 28
1 Did you deal in your capacity working with 1 A. No.
2 that company with the valuation of bridal gowns? 2 Q. Do you -- do you charge the same rate to the
3 A. No. 3 Government to serve as an expert that you serve -- that
4 Q. And in your prior position as public service 4 you charge to civil parties?
5 director for the Finance Commission of Texas from 1994 5 A. We charge the Government a flat $290, all level
6 to 2000, did you deal in any capacity with selling 6 of staff.
7 bridal dresses? 7 Q. What do you charge to private parties?
8 A. Savings and loans, but not bridal dresses. 8 A. Insurance defense, there's -- we charge a scale
9 MR. FREEMAN: Let the record reflect a 9 that goes from -- sometimes, depending on the nature of
10 moment of levity. 10 the project, $420 for a principal down to 105 for lower
11 Q. Did you render any opinions about the value of 11 staff, so it's a graduated scale.
12 bridal dresses in your capacity there? 12 Q. But your rate in a case testifying for the
13 A. No. 13 Government is $2907?
14 Q. In your positions prior to that, is it fair to 14 A. Forall --
15 say, sir, that you did not -- you were not involved in 15 Q. Your rates specifically, your time.
16 the sale or purchase of bridal dresses nor rendering a 16 A. My rate, my --
17 valuation opinion on bridal dresses? 17 Q. Is that correct?
18 A. Correct. 18 A. -- manager's rate, my associates' rates that's
19 Q. Mr. Hastings, how many times have you testified 19 worked on this project.
20 for the Government? 20 MR. FREEMAN: Strike as nonresponsive.
21 A. Twenty-nine, 30 times. 21 Q. Is your --
22 Q. Are those all tax cases? 22 A. Yes.
23 A. Yeah, they would all be tax-related cases, yes. 23 Q. --rate $290 --
24 Q. And is that in the last four years, or is 24 A. Yes.
25 that -- is that longer? 25 Q. -- when you work for the Government?
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1 And your rate when you work for a private 1 A. Mr. Curtis Smith.
2 party is generally $4207? 2 Q. The one and only?
3 A. Well, | mean, it could range from 390 to 420. 3 A. The one and only.
4 Q. Okay. 4 MR. FREEMAN: Let the record reflect
5 A. Depending on the nature of the project. 5 another moment of levity.
6 Q. Okay. Have you ever failed to qualify or been 6 Q. What information was obtained?
7 disqualified by a judge in any case? 7 A. Status of the depos, what was covered in a depo
8 A. No. 8 briefly. Didn't give me the depos to read because | did
9 Q. How much time do you spend serving as an expert 9 not look at those. | don't know, where he thought the
10 witness? 10 case was going. | mean, you know.
11 A. About 25. 11 Q. Did you discuss where he thought the case was
12 Q. What do you do besides that? 12 going?
13 A. | do valuations for financial reporting. A lot 13 A. No. | mean, what the -- what the timing of
14 of my clients are hedge funds. | do valuations for 14 things were, what -- you know.
15 mergers and acquisitions. A lot of my clients are 15 Q. Where did he believe the case was going?
16 referred to me by attorneys that need a fairness opinion 16 A. To court. It wasn't going to be settled. |
17 on atransaction. | do a lot of valuations for estate 17 wasn't sure | --
18 and gift and shareholder buyouts, shareholder stock 18 Q. What other information did he give you?
19 options for private companies. We do a lot of purchase 19 A. Oh, I don't recall.
20 price allocations, which are becoming very interesting 20 Q. Did he give you any information relating to the
21 nowadays because you are focusing more on the tangible |21 inventory?
22 inventory because of the accelerated write-off rules. 22 A. Me information related to the inventory?
23 Are you following me? 23 Q. Yes, sir.
24 Q. Uh-huh. 24 A. No. Just the documents.
25 A. So trying to get it out of goodwill and into 25 Q. What were you told about those documents? Or
Page 30 Page 32
1 the tangible, so that's when you're specifically looking 1 was it all in writing?
2 more at property plant equipment; inventory, if that 2 A. It was all in writing.
3 needs to be written up; and those kind of items, because 3 Q. There's no --
4 once we can write that tangibles up, then you get better 4 A. I read the same thing. He didn't have any more
5 tax benefits now. So -- 5 information than what the documents said than | did.
6 Q. That was -- 6 Q. There's no oral information given?
7 A. -- business consulting, we do -- we have a lot 7 A. No. He told me about the IRS seizure, but
8 of businesses that we'll go in and analyze performance 8 that's all written down also.
9 metrics, inventory turn, inventory sale. | mean, we -- 9 Q. Did you make any notes or records of this
10 we take a look, we know -- we research and we know what |10 information?
11 their industry should be, what their inventory should be 11 A. No.
12 turning at, and we assist them in identifying these 12 Q. So nothing written?
13 metrics and then working with them operationally to 13 A. No.
14 figure out how to move the metrics to a more positive 14 Q. You've done this before.
15 financial position for them. 15 A. Yes.
16 MR. FREEMAN: Objection, nonresponsive. 16 Q. What did you do to prepare for this deposition?
17 Q. | want to talk about your preparation for this 17 A. |1 met with Mr. Curtis, and he -- on Monday, and
18 deposition, specifically, any oral information that 18 he asked me some questions about my report and how to
19 you've received related to this case. Did you obtain 19 tie out some things, and | realized that | needed to
20 any information about this case orally? 20 create a section "I" so we could tie it out. We just
21 A. I'm sure | did. 21 talked about my report. We talked about it.
22 Q. From who did you obtain that information and 22 Q. Did you talk about any weak points in the
23 when? 23 report?
24 A. It would've been from US counsel. 24 A. There are no weak points in the report.
25 Q. Do you know who that was specifically? 25 Q. Were there any concerns about any positions
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Page 33

Page 35

1 stated in the report? 1 THE WITNESS: Forced liquidation value, why
2 A. Mr. Smith had no concerns. 2 did you use forced liquidation value.
3 Q. Did anyone else? 3 A. We talked about polyethylene bags and
4 A. The only people that read my report were my 4 preservation of dresses and how it's -- | think we had
5 staff, my partner. 5 some levity on some of the research done with clothing
6 Q. And -- 6 stored in polyethylene bags as being very detrimental to
7 A. He's the only one external other than you 7 the clothing.
8 that have read the report. 8 Q. Did you discuss how to answer any questions
9 Q. Not another attorney that -- from DOJ? 9 about your qualifications as an expert?
10 A. No. Not that | know of. Nobody -- no other 10 A. Not at all.
11 attorney discussed it -- 11 Q. Any other questions about your methodology or
12 Q. Not that -- | guess I'm asking that you've 12 your conclusions?
13 discussed it with -- 13 A. No. Because he'd already read the report and
14 A. No. 14 we have already talked about the report before that over
15 Q. --in any way. 15 the phone.
16 Was that the only preparation session that 16 Q. Did Counsel provide you any theory of their
17 you had? 17 case?
18 A. Yeah. 18 A. (Moving head side to side.)
19 Q. How long did that last? 19 Q. No?
20 A. Less than two hours. 20 A. Keep me in my little box, okay? That's what
21 Q. Were you shown any other documents? 21 they do. Just want this, okay?
22 A. Not that | recall. 22 Q. But your answer was a -- was a no?
23 Q. Did you ask any questions during that session? 23 A. No.
24 A. Well, | asked questions about Jason B. Freeman. |24 Q. Okay.
25 | wanted to know your profile, | wanted to know -- 25 A. My theory is --
Page 34 Page 36
1 Q. Expect you got glaring answers. 1 Q. Laid out here?
2 A. 1 wanted to know how you did your other 2 A. -- give my opinion on what | think the value of
3 depositions, what were your -- what was your demeanor, 3 the inventory is on a forced liquidation basis based on
4 whatwas... 4 my experience in valuation.
5 Q. While I've got your under oath, what bad things 5 Q. Were you -- were there any specific discussions
6 did Counsel say about me? 6 about the scope of your assignment?
7 MR. SMITH: Obijection. I instruct you not 7 A. No. The scope of the assignment is worked up
8 to answer. No. Just kidding. We'll let the record 8 during the contract phase.
9 reflect -- 9 Q. Okay. Let me ask you some questions about
10 MR. FREEMAN: Won't hurt Counsel's 10 that. What do you perceive as your purpose and function
11 feelings. 11 in this case?
12 MR. SMITH: Let the record reflect another 12 A. To give my opinion of the value of the
13 moment of levity. 13 inventory on a forced liquidation basis.
14 MR. FREEMAN: Strike that one. 14 Q. And that's it?
15 Q. Did you discuss what questions you could expect 15 A. (Moving head up and down.)
16 during this deposition? 16 Q. Is that a yes?
17 A. Yeah. But | was more like, Is he going to ask 17 A. Yes, it was.
18 me about this? He going to be asking me about that? 18 Q. So I'm going to ask you kind of again sort of
19 What -- you know. 19 the same question, but define precisely what you were
20 Q. What were those -- 20 engaged to provide an opinion on.
21 A. Oh, | don't know. 21 A. The value of the inventory. Of the dress
22 Q. -- general topics? 22 inventory.
23 A. | don't recall specifically, but generally, you 23 Q. Based upon anything in particular? Any
24 know, why forced liquidation? (Inaudible.) 24 particular standard?
25 THE REPORTER: I'm sorry. | couldn't -- 25 A. Forced liquidation.
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1 Q. So the value of the inventory based upon a 1 value of the inventory. Correct?
2 forced liquidation value? 2 A. My opinion does provide a fair market value of
3 A. Yes. 3 the inventory based on forced liquidation.
4 Q. And that's what your opinion specifically 4 Q. So it provides a forced liquidation value; is
5 provides, an opinion on the forced liquidation value of 5 that right?
6 the inventory? 6 A. Fair market value.
7 A. Yes. 7 Q. Now, is that how the American Society of
8 Q. You do not provide an opinion with respect to 8 Appraisers defines fair market value?
9 the value of the inventory under a different standard. 9 A. Fair market value, it depends on -- yeah,
10 Is that correct? 10 you --
11 A. No, | do not. 11 Q. Thatis?
12 Q. So if a different standard were applicable, 12 A. Depending on -- they don't define --
13 your opinion would not speak to it. 13 Q. Ordoesiit--
14 A. Not this opinion, no. 14 A. They don't fine -- define fair market value as
15 Q. If, for example, fair market value were the 15 a particular circumstance, okay? Fair market value can
16 applicable standard, your opinion does not address that 16 be defined in many -- in different circumstances.
17 standard. 17 Q. Let me ask you if this definition is correct as
18 A. Fair market value defined as? Under what 18 you understand the American Society of Appraisers to
19 methodology? 19 define the phrase "fair market value." "A professional
20 Q. Well, let's just assume for sake of this 20 opinion of the estimated most probable price expressed
21 question fair market value as defined by the American 21 in terms of currency to be realized for property in an
22 Society of Appraisers. 22 exchange between a willing buyer and a willing seller
23 A. Fair market value for a going concern? 23 with equity to both, neither being under any compulsion
24 Q. Fair market value of the inventory. 24 to buy or sell, and both parties fully aware of all
25 A. On a going concern basis? On an orderly 25 relevant facts as of the effective date of the appraisal
Page 38 Page 40
1 liquidation basis? On a -- there's very -- 1 report."
2 Q. Would it be fair for me to venture that the 2 A. I'm very familiar with that.
3 answer to all of those is no, those were not the scope 3 Q. Now, that is the definition of fair market
4 of your opinion? 4 value.
5 A. No, those are not the scope of my opinion. 5 A. Right.
6 Q. So you weren't -- 6 Q. Correct?
7 A. I'm prepared to give an opinion on -- I'm not 7 A. For that, under no compulsion --
8 prepared at this time to give an opinion on it, but | 8 Q. And you have not --
9 could. 9 A. --to sell.
10 Q. Your opinions that you've provided and been 10 Q. -- provided a definition under that standard of
11 engaged to provide in this case do not provide an 11 the inventory, correct?
12 opinion about the fair market value on any of those 12 A. I have not. So that --
13 other bases. 13 Q. So the questions | asked before -- without
14 A. On an orderly liquidation basis? 14 hedging, the questions that | asked before, your answer
15 Q. Correct. 15 to those is you have not provided a valuation of the
16 A. No. On ain -- continued use? 16 fair market value as defined by the American Society of
17 Q. Correct. 17 Appraisers with respect to the inventory.
18 A. On a going concern business? 18 A. On a going concern basis.
19 Q. Yes, sir, correct. 19 Q. You have not --
20 A. No. 20 A. | have not.
21 Q. In fact, then, you provide no opinion about the 21 Q. -- correct?
22 fair market value of the assets, only about the forced 22 In fact, you have not provide -- you have
23 liquidation sale value; is that correct? 23 not provided an opinion of the fair market value as
24 A. That's what this report does. 24 defined by the American Society of Appraisers with
25 Q. So your opinion does not provide a fair market 25 respect to the assets on a going basis or nongoing
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Page 41 Page 43
1 basis, correct? 1 Q. And that, in fact, is industry standard
2 A. | have not on a -- on a going basis | have not. 2 across --
3 Q. What about a nongoing basis? 3 A. Correct. And then so --
4 A. This was a nongoing basis forced liquidation. 4 Q. -- most of the authorities?
5 Q. So you have provided an opinion of the forced 5 A. --you see in-place use and then you see
6 liquidation value, correct? 6 orderly liquidation and you see forced liquidation.
7 A. Yes. 7 Q. So each of these are basically different
8 Q. But not the fair market value as defined by the 8 potential perspectives or models of what value might
9 American Society of Appraisers. 9 mean.
10 A. On a going concern basis, no. 10 A. Correct.
11 Q. I'm going to ask the question, but I'm going to 11 Q. But each is their own standalone, basically,
12 ask that you answer it as a yes or no. Have you 12 methodology or approach, correct?
13 provided a fair market value valuation of the inventory? 13 A. Right.
14 MR. SMITH: Objection, form. 14 Q. So fair market value is one, in-place use,
15 You can answer. 15 orderly liquidation value, and forced liquidation value,
16 A. Just yes or no? 16 and there may perhaps be other types of methodology.
17 Q. Yes, sir. 17 A. Yes.
18 A. Not under those strict definition terms. 18 Q. According to the definitions listed here on
19 Q. And you've not been engaged to determine the 19 page H-55, you have not rendered an opinion specifically
20 fair market value of the inventory as defined by the 20 with respect to that definition reflected of fair market
21 American Society of Appraisers; is that correct? 21 value, correct?
22 A. You need to dig a little bit deeper into the 22 A. | have not.
23 American Society of Appraisers and look at other 23 Q. Do you understand how your opinion will be used
24 definitions, particularly orderly liquidation or . . . 24 in this litigation?
25 Q. | want to get to those. Why don't you tell me 25 A. For determining damages.
Page 42 Page 44
1 what the other valuation standards are. 1 Q. Not whether a standard was breached? Do you
2 A. Well, there are guidelines set out by various 2 understand whether it will be used to determine whether
3 appraisal associations, okay? 3 a particular standard was breached?
4 Q. What are these? 4 A. What kind of standard are you talking about?
5 MR. FREEMAN: Let the record reflect the 5 Q. Do you -- ask it more broadly. Do you
6 deponent is reviewing his report. 6 understand if it will be used to determine whether there
7 A. Turn to H-56. Okay. I'm sorry. H-53 where it 7 was a violation by IRS employees?
8 starts. 8 MR. SMITH: Objection, form.
9 Q. Okay. 9 A. No.
10 A. Okay. This is the Key Auctioneer appraisal 10 Q. It's okay if you don't.
11 guidelines, okay? So it -- if you turn to H-55, you see |11 A. I don't know.
12 it talks about fair market value -- are you at H-557 12 Q. Okay. But nothing's been told to you about
13 Q. Yes, sir. 13 that, only that it will be used to determine damages, as
14 A. --fair market value, in-place use, orderly 14 far as you know?
15 liquidation. Turn the page, and you get forced 15 A. Well, I've read the motions, the pleadings, so
16 liquidation. 16 | know that there's allegations against the IRS.
17 Q. So Key Auctioneers, is this a recognized -- 17 Q. Did you personally do all of the work on your
18 A. Yes. 18 opinions?
19 Q. -- authority in the industry? 19 A. No. | had a staff person -- had a staff person
20 A. Yes. 20 enter in -- if you look at the sheets, these are all
21 Q. And they have a specific definition with 21 Tone's sheets.
22 respect to fair market value; is that correct? 22 Q. You didn't enter those yourself?
23 A. Yeah. If you notice that the definition of 23 A. No, | didn't enter those myself. And if you
24 fair market value on -- is almost identical to the 24 look on the Schedule Cs in Section B -- let's turn to --
25 American institute of appraisers, okay? 25 so those would be pages B, dash -- nope, nope -- B,
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Page 45

Page 47

1 dash, 9 through -- 1 of additional dresses that are not reflected on that
2 Q. You had staff enter these schedules in based 2 inventory, your opinion does not account for those.
3 on-- 3 A. No.
4 A. Yeah. These were -- this is -- this is 4 Q. And your opinion about Ms. Bonfield's expert
5 interesting because this section, which in the report it 5 report does not account for that assumption, that there
6 refers as the "C" section, okay? But it's -- you'll see 6 may be additional dresses not reflected on the
7 it up here at B-9 at the bottom. See that? 7 spreadsheet she referenced.
8 Q. Yes, sir. 8 A. I don't -- 1 don't think I'd go that far. All
9 A. You at that, B-9? 9 I know is Ms. Bonfield just took Tone's number of retail
10 Okay. What's interesting is these were the 10 value and applied 50 percent to it, did no research, no
11 ones on the handwritten notes that matched Tone's Excel |11 analytics.
12 spreadsheet, okay? 12 Q. Based her opinion upon her years of experience
13 Q. Okay. 13 in the industry; is that correct?
14 A. So the name, the number. And what the value of 14 A. Yeah, | --
15 this was is the handwritten notes indicated the 15 Q. That your understanding?
16 recommended retail price but also the wholesale price 16 A. | have no opinion on what that is. This --1
17 they paid for it. 17 took as analytical approach as | could.
18 Q. Yes, sir. 18 Q. Understood. Your approach also assumes that
19 A. Okay. So what my staff did is she went in and 19 the wholesale values reflected in the handwritten notes
20 looked at this list, took it to Tone's -- more 20 did not change over time as dresses were reordered.
21 importantly took Tone's to find this list, okay? And so 21 A. They're very product-specific. | would -- as a
22 all of these were on Tone's list, okay? But what was 22 forensic accountant, | would say --
23 valuable about this is it told me what the difference 23 Q. But I'm asking --
24 between the -- what the markup was. 24 A. --these --
25 Q. You could see the markup. 25 Q. -- if that's your assumption.
Page 46 Page 48
1 A. | could see the markups. So | knew the other 1 A. My assumption is that these are probably
2 expert report was wrong because it wasn't a flat 2 accurate or probably very accurate, okay? This -- this
3 50 percent markup across the board; in fact, the markups | 3 is painstaking work done right here. People don't do
4 were more like 40 percent or -- so it wasn't . .. 4 painstaking work like this if it's not accurate, okay?
5 Q. Your statement that it was wrong assumes that 5 It's just -- it's just too -- and I've seen a lot of
6 this accounts -- this spreadsheet that you're referring 6 documents. And | know when to call BS on certain
7 to accounts for all of the inventory in the store, 7 documents and when to not call BS. | don't think this
8 correct? As a logical matter to be correct. 8 is a BS document.
9 A. If Tone's -- if Tone's inventory in the store 9 Q. Okay. So who else helped in preparing your
10 is correct -- because remember, we took this back to 10 report?
11 Tone's inventory, okay? And we were able to find the 11 A. A staff person, data guy, intern, Mital Gupta;
12 majority of that on here. But the value of it's just it 12 an associate, junior associate, Erin Buck; and then a
13 told us what the cost was. The wholesale cost. 13 manager, Brandon James.
14 Q. But your statement that it was wrong assumes 14 Q. How many drafts were there of your report?
15 that the spreadsheets you're looking at account for all 15 A. We don't keep drafts; we just keep overriding.
16 of the inventory that was in the store. 16 Q. Did you receive any written comments from
17 A. Does -- | assume that Tone's listing accounted 17 anyone about your draft reports?
18 for all the inventory in the store -- 18 A. No.
19 Q. And -- 19 Q. Did you reach any conclusions that did not make
20 A. -- so that what we did -- 20 it into your final report?
21 Q. Correct. 21 A. My report -- such as?
22 A. Is -- and that's my assumption, that Tone's 22 Q. Did you render any conclusions during this
23 inventory listing accounted for all the inventory in the 23 process that are not reflected in this final report?
24 store. 24 A. I mean, | have my opinions of the taxpayer from
25 Q. And if, in fact, there was a significant amount 25 what I've analyzed here. Do you mean opinions --
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1 Q. No. 1 satisfied the standards necessary to conduct a
2 A. --related to the taxpayer? 2 perishable goods seizure or sale, correct?
3 Q. Not of the taxpayer, but with respect to the 3 MR. SMITH: Same objections.
4 inventory. 4 You can answer.
5 A. Oh, other conclusions outside this? 5 A. Well, | did recognize that they had six months'
6 Q. Correct. 6 notice on the board.
7 A. No. 7 Q. Let me ask this another way. There are
8 Q. Were you asked to give your opinion on any 8 specific requirements necessary in order to conduct a
9 topics that are not addressed in the final report? 9 perishable goods seizure or sale.
10 A. No. 10 A. |1 am not aware of those.
11 Q. Are you willing and able to state all of your 11 Q. And you're not providing an opinion on whether
12 opinions during this deposition that you will express at 12 those were specifically complied with.
13 trial? 13 A. No, | am not.
14 A. Yes. 14 Q. Was your valuation solely focused on the
15 Q. What are the opinions that you have formed in 15 inventory items of Tony and Mii's?
16 this case? 16 A. Yes.
17 A. It is my opinion that the concluded range of 17 Q. And is the forced liquidation value standard
18 value based on a forced liquidation methodology is 18 the only method by which to value inventory?
19 between 15,000 to $41,000. 19 A. No. | think we reviewed several methods in the
20 Q. Is that the opinion -- the only opinion you 20 back earlier.
21 will express at trial? 21 Q. And you opined on the forced liquidation value
22 A. Unless asked to issue another separate opinion 22 of that inventory because that was the assignment given
23 1 will. 23 to you, correct?
24 Q. Okay. Ask you about my expert in this case, or 24 A. Correct.
25 experts. Would you agree that my expert is qualified to 25 Q. You don't opine on which standard is
Page 50 Page 52
1 ask -- to offer the opinion that she has offered, 1 applicable.
2 Ms. Bonfield? 2 A. No.
3 MR. SMITH: Objection, form. 3 Q. Or which is appropriate.
4 A. | have no opinion on that. That's a legal -- 4 A. No.
5 that's a legal issue. 5 Q. Only that based on the assumptions and
6 Q. Talk a little bit about the valuation method. 6 methodology set forth in your opinion, the forced
7 You've not been asked to give an opinion as to whether 7 liquidation value is between 15,000 and $41,000?
8 the IRS was justified in conducting a seizure in this 8 A. Yes.
9 case? Is that correct? 9 Q. How does forced liquidation value compare to
10 A. ldid -- | have -- well, | did review the 10 orderly liquidation value or fair market value?
11 process. And that's -- | did not say whether it was 11 A. Okay. Let's go back to the premise of the
12 justified or not, but just that the process. 12 definition of orderly liquidation --
13 Q. Do you have an expert opinion as to whether or 13 Q. Okay.
14 not the IRS was justified in conducting a seizure? 14 A. -- and just read that and then we can talk
15 A. | do not understand the -- | have not -- 1 do 15 about the components of it. So that would be on H-56.
16 not understand the legal issues involved of what their 16 No, H-55. (As read) "Orderly liquidation value: A
17 authority was, so | do not have any opinion on 17 professional opinion of the estimated most probable
18 justification. 18 price expressed in terms of currency and the subject of
19 Q. You're not opining on whether they satisfied 19 the equipment could typically realize at a privately
20 the standards necessary to conduct a seizure, correct? 20 negotiated sale, properly advertised, professionally
21 MR. SMITH: Going to object to form and 21 managed, by a seller to obtain over an extended period
22 foundation. 22 of time, usually time is 6 to 12 months, as of the
23 But you can answer. 23 effective date of the appraisal. Further, the ability
24 A. No. 24 of the assets or groups to draw sufficient prospective
25 Q. And you are not opining on whether they 25 buyers to ensure competitive offers is considered. All
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1 assets are to be sold piecemeal as-is basis, purchaser 1 your opinion?
2 responsibility -- purchaser responsibility of removal. 2 A. The definition | list here. They're
3 Any deletions or additions of assets could . .. and 3 essentially the same definition.
4 monetary appeal are necessary to gain the price 4 Q. So let's kind of put the technicalities of the
5 indicated."” 5 definitions aside for purposes of this question. | just
6 Q. Which page is that definition contained on? 6 want to know, how does forced liquidation value compare
7 A. H-55. 7 to orderly liquidation value or fair market value?
8 Q. And is that the definition provided by the 8 A. Forced liquidation, everything goes on an
9 American -- 9 auction basis; and orderly liquidation, you're given
10 A. Well, that's the appraisal -- 10 time. My experience with -- sometimes with orderly
11 Q. -- Society of Appraisers? 11 liquidation, you have costs involved in orderly
12 A. -- Key Auctioneers, which is another 12 liquidation, so you have the management cost of
13 authoritative source. 13 liquidating the inventory; you have the holding costs,
14 Q. So let me ask you if the definition I'm about 14 the rent, the space of the inventory; you have maybe
15 to read is your understanding of the definition of 15 other expenditures in there. So even though you might
16 orderly liquidation value provided by the American 16 be able to get two or three times the price under an
17 Society of Appraisers, and that is: "An opinion of the 17 orderly liquidation, you have costs involved in the
18 gross amount expressed in terms of money that typically 18 orderly liquidation. And oftentimes by the time you
19 could be realized from a liquidation sale given a 19 take out all those costs, you end up less than you would
20 reasonable period of time to find a purchaser or 20 getin a forced liquidation. That's why companies ask
21 purchasers with the seller being compelled to sell on an 21 us to analyze certain things based on forced or orderly,
22 as-is where-is as of specific date." 22 based on time and holding costs, so --
23 A. Yes. | think the only difference between that 23 Q. Do the definitions of forced liquidation or
24 and this might be that this one says that it usually 24 orderly liquidation value or fair market value as
25 takes 6 to 12 months; that says reasonable period of 25 expressed by the American Society of Appraisers or those
Page 54 Page 56
1 time. Ithink the other is -- 1 definitions --
2 Q. So | recognize that both may be relevant and 2 A. Okay.
3 helpful, but | do want to make sure we're comparing 3 Q. -- contained at page H-55 through H-57 of your
4 apples to apples, because you have provided a definition 4 report take the costs into account in terms of the
5 of forced liquidation value, and you have rendered your 5 defined values?
6 opinion based on a definition of forced liquidation 6 A. The forced liquidation | do not take in account
7 value that is taken from the American Society of 7 any costs.
8 Appraisers; is that correct? 8 Q. What about with respect to orderly liquidation
9 A. | used the forced liquidation value of the 9 value?
10 appraisal Key Auctioneers society. 10 A. What would those costs be, are you asking me?
11 Q. | want to ask you why you have provided a 11 Q. Are those factored into the definition of
12 definition of the term of "forced liquidation value" on 12 orderly liquidation value? And please feel free to --
13 page 1 -- strike that. 13 A. Well -- yeah. Those aren't factored into that
14 On page 1 of your report, you have stated: 14 definition. | just know that there's costs involved in
15 "For purposes of this analysis, forced liquidation value 15 orderly liquidations because I've valued them.
16 is defined by the American Society of Appraisers as the 16 Q. Given the circumstances of this sale -- strike
17 price that would be realized from a properly advertised 17 that.
18 and conducted public auction with the seller being 18 MR. FREEMAN: Object, nonresponsive.
19 compelled to sell with a sense of immediacy on an as-is 19 Q. Given the circumstances of this sale, would an
20 where-is basis as of a specific date." 20 orderly liquidation value be appropriate?
21 Is that the standard that you are opining 21 MR. SMITH: Objection, form and foundation.
22 upon today? 22 You can answer.
23 A. Yes. And | also went to the definition of the 23 A. | have no opinion on that.
24 auctioneers of that, so you -- 24 Q. Why is that?
25 Q. Which definition have you used in rendering 25 A. | think that's a legal question, isn't it? Do
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Page 57 Page 59
1 the facts and circumstances indicate that an orderly 1 MR. SMITH: Objection, form.
2 liquidation should've been used? | don't know. | don't 2 Q. Would you agree that you did not have the most
3 have an opinion on that. 3 relevant financial data in order to perform the
4 Q. So you render no opinion on the appropriate 4 valuation you performed in this case?
5 standard that should be applied, valuation standard. 5 A. Define "most relevant.”
6 A. For this circumstances? 6 Q. Well, | ask this in the context of --
7 Q. Correct. For the circumstances of this case. 7 A. I mean, I'm looking at the inventory, right?
8 A. Of this case. 8 So the context of the inventory.
9 Q. Yes, sir. 9 Q. Let me ask you, then, please explain to me
10 A. No, | have no opinion. 10 every way in which the taxpayers' Form 1120 tax return
11 Q. Why is it that you cannot say that an orderly 11 was relevant to your analysis.
12 liquidation value might be appropriate? 12 A. Well, the inventory in the Tone spreadsheets,
13 MR. SMITH: Objection to form and 13 you know, would indicate higher in those years than what
14 foundation. 14 they reported on their federal tax returns.
15 But you can answer. 15 Q. So how were these tax returns relevant, or were
16 A. I don't know. | mean, it's -- do the facts and 16 they not helpful at all?
17 circumstances say that an orderly liquidation should've |17 A. No. They're a data point. They're information
18 occurred? 18 what they're testifying, particularly the property tax
19 Q. Correct. That's the question. 19 forms, which are more relevant. They go up through
20 A. You know, it was given to me that the facts -- 20 2014.
21 | was told to assume that the facts and -- did not give 21 MR. FREEMAN: Strike as nonresponsive.
22 opinion that an orderly liquidation could occur. 22 Object as nonresponsive.
23 Q. So the Department of Justice only wanted an 23 Q. I'm asking specifically about the federal
24 opinion based upon the forced liquidation value of the 24 income tax returns Form 1120.
25 inventory. 25 A. They are less important, okay, but they are a
Page 58 Page 60
1 A. That's correct. 1 relevant data point.
2 Q. In your report, you state that, "Due to the 2 Q. Did they play a significant role in your
3 nature of the company and the events occurring as of the 3 analysis?
4 valuation date, we relied on the forced liquidation sale 4 A. They played a role as a relevant data point.
5 for the subject interest." 5 Q. If you removed them from your analysis, would
6 What did you mean by "the nature of the 6 your valuation or opinion change?
7 company and the events occurring as of the valuation 7 A. No.
8 date"? 8 Q. Same question with respect to Tony and Mii, the
9 MR. SMITH: I'm sorry. Which page was 9 individuals' federal tax return Form 1040s that you
10 that? 10 reviewed. If you removed those from your analysis,
11 MR. FREEMAN: Strike that question. We'll 11 would it change your opinion or valuation?
12 come back to that. 12 A. No. | mean, the personal tax returns --
13 Q. You performed a valuation of the inventory as 13 Q. Yes, sir.
14 of a date in 2015; is that correct? 14 A. --for the -- whatever years --
15 A. Yes. 15 Q. The individuals.
16 Q. You based your analysis on tax returns from 16 A. --they filed them?
17 2005 through 20107? 17 Those only indicated that the business was
18 MR. SMITH: Objection, form. 18 not a going concern.
19 Q. In part? 19 Q. So that was really the only way those were
20 A. Based my other analysis based on tax returns 20 relevant to your analysis.
21 that were available or even -- that were available. 21 A. Just indicate that the business was not a going
22 Q. Would you agree that you did not have the most 22 concern.
23 relevant financial data to perform a valuation? 23 Q. Okay. What about state franchise tax returns?
24 A. What do you mean "a valuation™? 24 Did you review those or -- do you recall?
25 Q. The valuation that you performed in this case. 25 A. Yeah. They -- but the problem with those is
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Page 61

Page 63

1 they didn't match the federal tax returns because you 1 A. Well, it just -- it supports the fact that, you
2 only have to report the revenue in the state, so they 2 know, if these assets were -- there's nothing else to
3 could've -- Tony and Mii, | didn't see -- they may have 3 seize but the assets.
4 had revenues from Arkansas or Oklahoma, and they didn't | 4 Q. Okay.
5 report those on their franchise tax returns. 5 A. There's no intrinsic value. You can -- there's
6 Q. Okay. So those franchise tax returns weren't 6 no intangible value there.
7 particularly relevant to your analysis; is that right? 7 Q. So | want to go to page 5 of your report in
8 A. Huh-uh. 8 Exhibit 35. And here under your Industry Outlook and
9 Q. What about state sales tax returns? 9 Performance, you've stated that, "Bridal gown" -- or
10 A. No. 10 "Bridal store" -- let's see. "The bridal stores
11 Q. Not particularly -- 11 industry grew 2.5 percent per year on average during the
12 A. No. 12 five years to 2015."
13 Q. --relevant to your analysis? 13 How did this impact your analysis?
14 The county property reports that you 14 A. It just -- it just gives me an understanding of
15 referenced, were those -- if you removed those from your 15 where the industry was going, what was happening in the
16 analysis, would they change your opinions or valuations? 16 industry, what had happened.
17 A. | like the property tax returns. | think 17 Q. Okay.
18 they're a relevant data point. More than the federal 18 A. So this is sort of what has happened, and now
19 tax returns. 19 they look at, you know, what they see out in the future.
20 Q. If you removed those from your analysis, would 20 Q. Okay. Inthat same paragraph you state that,
21 it change your opinion or valuation? 21 "According to the latest data available from the Knot's
22 A. No, because my opinion that its range is 22 annual wedding survey, the average amount spent on
23 between 15 and 41, which would encompass those. 23 welding gowns expanded from a low of $1,099 in 2010 to
24 Q. And as far as their usefulness as a data point, 24 $1,357 in 2014. This trend is expected to continue
25 you have worked under the assumption that those 25 through 2015 with revenue rising 2.3 percent to
Page 62 Page 64
1 accurately reflect the inventory? 1 $4.3 billion during the year amid rising disposable
2 A. I'm working under the effect that they 2 income."
3 testified when they filed those returns and signed them | 3 How does this background information affect
4 that they accurately reflect it, but that doesn't 4 your analysis or opinion?
5 necessarily -- my opinion. 5 A. It's my understanding -- it helps me understand
6 Q. And you have not reviewed a property tax report 6 what's happening, but more importantly, other paragraphs
7 from the year 2015, have you? 7 also, | see the industry has some growth to it; however,
8 A. No, | have not. 8 there's a --
9 Q. How exactly is the tax compliance of the 9 MR. FREEMAN: Object, nonresponsive.
10 Plaintiff relevant to the value of the inventory? Oris 10 Q. I'm asking specifically about these sentences |
11 it? 11 read here.
12 A. It's their statement of what they believe the 12 A. Yeah. This is -- the industry's growing.
13 value to be. 13 Q. You reflect that there's an average price for
14 Q. So s it relevant to your analysis of the 14 wedding gowns in 2014 of $1,357. How did that impact
15 valuation of that inventory? 15 your analysis?
16 A. ltis a data point, but it did not -- it did 16 A. It didn't.
17 not -- did not -- 17 Q. You did not take that into account?
18 Q. Ultimately -- 18 A. No.
19 A. -- encompass -- or ultimately result in my 19 Q. Do you generally include information in a
20 answer based on my individual analysis. 20 report that is not taken into account in your analysis?
21 Q. And how are the rent payments or other 21 A. It's background information.
22 obligations of the Plaintiff relevant to the valuation 22 Q. You also referenced rising revenues,
23 of the inventory? 23 2.3 percent projected increases in revenues. How did
24 A. It tells me it's not a going concern. 24 that impact your analysis?
25 Q. And how does that impact your analysis? 25 A. It didn't.
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Page 65

Page 67

1 Q. And on page 6, you stated that, "According to 1 Q. Have you made any adjustments whatsoever to
2 The Dessy Group, a manufacturer of bridesmaid, 2 account for a particular socioeconomic group that may
3 social" -- 3 frequent Mii's Bridal?
4 A. Can you point me to the paragraph? 4 A. No.
5 Q. Yes, sir. 5 Q. But you don't believe those changes would have
6 A. Page 6? Okay. Got it. 6 any impact?
7 Q. "According to The Dessy Group, a manufacturer 7 A. No.
8 of bridesmaid, social occasion, flower girl, and social 8 Q. Why is that?
9 designation wedding gowns, bridesmaid dresses generally 9 A. Because Mii's Bridal was not a going concern.
10 cost between $75 and $375, averaging at about $200 per 10 Q. If you were to change that assumption and
11 dress." 11 assume that Mii's Bridal was a going concern as it had
12 How did this information impact your 12 been for the last 35 years, might those changes in
13 analysis? 13 information impact your valuation?
14 A. Oh, | could see that -- you know, we saw those 14 A. No.
15 costs, but those are -- | mean, it did not impact. 15 Q. And do you know -- do you have an opinion on
16 Q. And how did the average dress price of $200 in 16 how regional differences in the North Dallas area or
17 that category impact your analysis or opinion? 17 North Texas area or Dallas-Fort Worth area, how those
18 A. It's relevant data when you look at what some 18 might change the figures that are set forth in this
19 of these wholesale prices are for dresses, 148 to 395, 19 national data you've provided?
20 so... 20 A. No.
21 Q. They were in line with -- 21 Q. And do you have any idea how focusing on a
22 A. They were in line. We haven't had too much 22 particular socioeconomic group might impact the data
23 inflation during, you know, 2010 to 2015. There hasn't 23 that you've set forth in this Section 3?
24 been much inflation. So you don't -- you haven't seen 24 A. 1did not analyze that. But | could see Tony
25 an acceleration in pricing of the wholesale value of 25 and Mii's was struggling.
Page 66 Page 68
1 these dresses, so this is sort of relevant. 1 MR. FREEMAN: Objection, nonresponsive.
2 Q. Okay. On pages 5 and 6, you've referred to 2 Q. You've spoken about -- or you've opined about
3 marriage trends, particularly among millennials. 3 dress preservation. | believe your analysis starts on
4 A. Uh-huh. 4 page 7 of your report or is contained on page 7. What
5 Q. How did these trends affect the value of the 5 do you know about dress preservation?
6 inventory in 20157 6 A. Only what I've learned in this case and only
7 A. Again, this section is to get you an 7 what my wife has done with her wedding dress, okay?
8 understanding of what's happening in the industry. What | 8 Q. So you have a statement in this Section 3.2
9 it's telling me is these trends may have affected Tony 9 that--
10 and Mii as more and more millennials are not getting 10 A. There is no --
11 married, as more and more of the markets are going to 11 Q. -- "There has been no evidence" --
12 online. So I'm not seeing the standalone 12 A. --"no evidence" --
13 bricks-and-mortar -- it's not telling me that the 13 Q. -- "to show that the inventory at Tony and
14 standalone bricks-and-mortar have a huge future. | 14 Mii's had been cleaned or stored in such a way as to
15 mean, even David's Bridal went bankrupt last month 15 minimize that amount of damage over time. If the
16 because it has too heavy costs in bricks and mortar. 16 subject interest were not stored properly to lessen
17 Q. We're talking about the value as of 2015, 17 physical deterioration, a large discount to value would
18 correct? 18 be warranted."
19 A. Correct. 19 First of all, what do you mean by "a large
20 Q. The data reflected in this Section 3 is 20 discount to value would be warranted"?
21 national data, is it not? 21 A. Well, according to the preservation industry,
22 A. Yeah. 22 storing in polyethylene bags is really bad for a dress.
23 Q. Have you made any adjustments whatsoever for 23 And the longer and longer it's stored in there, the more
24 regional differences? 24 and more the fibers of the dress are broken down, the
25 A. No. I don't think that'd be necessary. 25 elasticy [sic] is broken down, discoloration occurs, and
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1 all of that. So that's what -- that's what they're 1 A. Seventy-five percent's a large discount.
2 saying here. And so I'm looking at what the 2 Q. Ithinkitis.
3 preservation industry is saying. 3 A. Okay.
4 And let me -- we'll agree they're 4 Q. Yeah.
5 self-serving, aren't they? That's what they're in the 5 A. Right.
6 business of. 6 Q. Yeah. Eighty-five percentis as well. I'm
7 Q. Sure. 7 asking, have -- the large discount that you -- I'm using
8 A. Okay. So however, these dresses have been 8 your words, but the large discount you refer to, you
9 stored for a very long time in polyethylene bags as was 9 have, in fact, already applied that, correct?
10 evidenced by the pictures. 10 A. Yes.
11 Q. So it's your understanding that these dresses 11 Q. Okay. And that is -- the application of that
12 in Mii's Bridal were stored in polyethylene bags? 12 discount was based upon the assumption that there was
13 A. The plastic bags, yes. They were not cloth 13 obsolescence and that the inventory was not in good
14 bags. 14 physical condition, and those, perhaps, were inferred
15 Q. Okay. And so therefore you've come to the 15 from the age of the inventory. Have | stated that
16 conclusion that the dresses were not in good condition? 16 correctly?
17 A. I'm coming -- I'm coming to the conclusion that 17 A. You have. Can we turn to reference B-5,
18 the preservation industry says that most likely you're 18 Section B-5, Schedule A-3? So what I'm looking at here
19 going to have problems with those dresses. 19 is --you got it?
20 Q. Did you, in fact, apply the large discount that 20 Q. Ido.
21 you have referenced here in your analysis? 21 A. And you're right. |1 don't have data here,
22 A. | applied the discounts based on the age of the 22 okay?
23 product, how long it's been sitting on the shelf. 23 Q. By "here," you're referring to 2011, '12, '13,
24 Q. Not its physical condition? 24 and'14?
25 A. 1 am looking at the age on the shelf and 25 A. 14, yeah.
Page 70 Page 72
1 indicative of what the physical condition and 1 Q. Okay.
2 obsolescence would be of that product. 2 A. No tax returns -- no tax returns were prepared
3 Q. So the age is a proxy for the condition in your 3 for those periods. So | guess they were totally blacked
4 analysis, the physical condition. 4 out as financial data, right?
5 A. Yes. 5 Q. Okay.
6 Q. So-- 6 A. Do you have data for those periods?
7 A. One of the proxies. 7 Q. | have some data for those periods.
8 Q. And obsolescence. 8 THE WITNESS: Were we provided data for
9 A. And that the turnover ratio was very, very low | 9 those periods?
10 on these products. 10 MR. SMITH: (Inaudible.)
11 Q. Okay. So the large discount that you have 11 THE REPORTER: | can't hear you.
12 referenced here in paragraph 3.2, you did, in fact, 12 MR. SMITH: [I've given you everything we
13 apply that large discount to render your opinion. 13 have relative to those periods.
14 MR. SMITH: Objection, form. 14 A. Do you have data that we don't have?
15 A. | applied -- this was only one of the factors 15 Q. | don't believe so.
16 to take into account, okay, not the factor. 16 A. Okay. What data do you have that relates to
17 Q. But did you, in fact, take this -- 17 those periods for the corporate data?
18 A. Itook -- 18 Q. I don't recall all of it, but I'm going to ask,
19 Q. --into account? 19 under the Rules of Evidence, I've got to ask the
20 A. --that into account. 20 questions rather than you. So let's just go to your
21 Q. So you have accounted for the large discount, 21 Schedule A-3.
22 and perhaps more. 22 A. Okay. What's interesting about the historical
23 A. No. No. | think | accounted for a reasonable |23 trend is they tend to purchase what they sell. See
24 discount. 24 how -- and that -- | don't -- | wish | had the other

N
2]

Q. Well, you referred to a large discount here.

25

periods to look at. But -- so Tony and Mii, up until
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Page 73

Page 75

1 2010, had a very history of purchasing almost 1 The other methods were the age of the inventory; that
2 identically to what they're selling, okay? | can't 2 turnover is occurring, what | could see from the data
3 conclude -- 3 provided, okay; and that sales of the -- sales have been
4 Q. That it's the same inventory? 4 trending down. If you go to the tax returns --
5 A. But -- 5 Q. Now, again, this data is through 2010, correct?
6 Q. That's what you've inferred? 6 A. Well, the tax returns are through '16, | think.
7 A. -- as a forensic accountant, it would indicate 7 The personal tax returns.
8 that they're on a order process basis, order, buy, sell, 8 Q. But you've indicated that those were not
9 you know, or sell, order, buy. 9 particularly relevant to your analysis.
10 Q. But you would admit that it is a further 10 A. No.
11 assumption to assume that the same sell item is the most 11 Q. | want to go back -- I'm not asking about other
12 recent that's been purchased; in other words, it appears 12 factors; I'm asking specifically here with respect to
13 you have simply essentially assumed a sort of FIFO 13 dress preservation. Now, | want to understand if your
14 approach here. 14 analysis and valuation -- it's a yes or no question --
15 A. Yeah. And that's typically the way -- people 15 if your analysis and valuation would change if you were
16 don't want the old stuff, okay? They want the new 16 given a new assumption, a new factual assumption, that
17 stuff. 17 the inventory was in good condition.
18 Q. Do you base -- 18 MR. SMITH: Same objection as to form.
19 A. This tells me -- 19 But you can answer.
20 Q. -- that conclusion -- 20 A. May or may not. | don't know what the relevant
21 A. This tells me that they are not building up 21 facts are or who is determining that.
22 inventory. Do you see this? It tells me that they -- 22 Q. But we can both agree you've taken significant
23 how are they building up inventory? How -- 23 reductions in the value under your methodology based
24 Q. Let me ask you, do you base your conclusion 24 upon your understanding that the inventory was not in
25 that people want the new stuff rather than the old stuff 25 good condition.
Page 74 Page 76
1 on your years of experiences in the bridal gown 1 A. That is only one of several factors, okay.
2 industry? 2 Q. But you have taken a reduction based upon that
3 A. No. 3 factor -- in part, based upon that factor?
4 Q. Allright. Let me -- let me just go back to 4 A. That was a consideration.
5 the dress preservation issue. To be clear, you have 5 Q. And so I'm asking if the --
6 already applied the discount that you've referenced in 6 A. But not the sole consideration.
7 paragraph 3.2. 7 Q. Now I'm asking if it would impact your
8 A. Yes. 8 analysis -- and | have to assume it would, if we're both
9 Q. Would your analysis or valuation change if you 9 being straightforward here. | have to assume that it
10 were informed that the dresses were in new condition? 10 would impact your analysis if you were to make a new
11 A. Depend on what category. 11 factual assumption that the inventory was in good
12 Q. I'm asking if your opinion would change if you 12 condition.
13 were given new facts to assume. 13 MR. SMITH: Objection as to form.
14 MR. SMITH: I'm just going to object to the 14 You can answer.
15 form of the question. 15 A. It may not.
16 A. ldon't know. I'd have to analyze those facts. 16 Q. It may not.
17 Q. Okay. So let's say that the new fact that 17 A. It may not.
18 you're given to assume is that the inventory was in new 18 Q. If you were --
19 condition. 19 A. And do you want me to tell you why?
20 A. Okay. 20 Q. | do, but I'm going to ask you a couple more
21 MR. SMITH: I'm going to object as to form 21 questions first.
22 again. 22 A. Okay.
23 But you can answer. 23 Q. If you were to be given a new factual
24 A. Allright. Let me tell you, this is only one 24 assumption that the inventory was in retail sell
25 of the metrics to which we -- | analyzed the inventory. 25 condition, would that change your analysis?
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1 MR. SMITH: Same objection as to form. 1 are obviously trying to get people to engage in
2 But you can answer. 2 purchasing their products or services, but that site
3 A. Depends on what the situation was. 3 states that proper preservation techniques could keep
4 Q. The situation presented in this case. 4 dresses intact for many years, does it not?
5 A. No, what the retail situation is. Yes, people 5 A. Yeah.
6 bought it to resell it. So | know it's in retail -- 6 Q. Allright. | want to talk about the valuation
7 they're not keeping it as collectors’ items, so . .. 7 approaches. You've listed three approaches in your
8 Q. Right. So let's ask, if you were given a new 8 report, three potential approaches: the income
9 factual assumption that the inventory was in new 9 approach, the market approach, and the cost approach.
10 condition, would that change your analysis? 10 Which is the preferred method? All things equal.
11 MR. SMITH: Same -- 11 A. Well, the income approach and the market
12 A. And you wanted -- 12 approach is -- are really for going concern analysis, so
13 MR. SMITH: Hold on. 13 | quickly eliminated that approach.
14 Same objection. 14 Q. The income and the market approach?
15 You can answer. 15 A. Yeah.
16 A. And my valuation methodology would move to in- |16 Q. All things equal, though --
17 use value? In-use? In-use? 17 A. So part -- so | concluded that the cost
18 Q. You're the expert. I'm asking -- 18 approachwas...
19 A. Okay. 19 Q. Well, | see that. But all things equal, is one
20 Q. -- what you'd do with that -- 20 of those three approaches generally a preferred
21 A. Okay. 21 approach?
22 Q. -- new factual information. 22 A. For going concern?
23 A. Remember we talked about in-use earlier? 23 Q. For valuing an asset.
24 Q. I do. 24 MR. SMITH: Objection --
25 A. Okay. So | think what you're talking about is 25 A. Not necessarily, no.
Page 78 Page 80
1 saying give you the assumption, Mr. Hastings, that these | 1 Q. Have you ever testified that one is a preferred
2 inventory is in use, okay -- 2 method or approach?
3 Q. Would that perhaps -- 3 A. No.
4 A. -- would that perhaps. But I'm changing 4 Q. Have you ever expressed an opinion, formal or
5 valuation approaches. It would be different if it's 5 informal, that one a is preferred method?
6 orderly liquidation. It'd be different if it's in-use. 6 A. No. I've testified many times that using
7 It would be different if it was fair market value 7 multiple approaches, income approach and market
8 method. So yes, | would change my valuation if | did an 8 approaches for a going concern, is better if you can
9 in-use valuation. 9 correlate them.
10 Q. So what you're telling me is: One, you're 10 Q. But you've not used more than one approach in
11 telling me, Hey, you're stupid, Jason; but two, you're 11 this case.
12 telling me you would -- 12 A. No. Because | found that the income and market
13 A. You're not -- 13 approach were not applicable because this was not a
14 Q. --those -- 14 going concern.
15 A. You're not stupid, Jason. I'm sorry if | 15 Q. So can you list all of the reasons -- or
16 inferred that. 16 perhaps you just have -- as to why the market approach
17 Q. No. I'mjust very self-conscious. 17 was not appropriate?
18 Now, you're telling me that those new facts 18 A. | just need to start out with one reason first:
19 would actually change the model under which you would 19 Is this a going concern, yes or no? Okay. No. Stop.
20 value it. 20 It's not a going concern. If it was yes, then | would
21 A. Yes. 21 go down to the next level, okay? What is -- what is the
22 Q. Okay. Now, you've cited in your dress 22 market out there and are there any comparable markets,
23 preservation section to a Web site called 23 are there any transactions in that market, can I find
24 affordablepreservation.com. That site -- and while | do 24 any trans- -- so there's a whole nother set of questions
25 agree with you these are very self-serving sites that 25 on whether the approach is -- but once you start with
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1 the first primary question of is this a going concern, 1 us?
2 the income approach and market approaches are gone. 2 Q. I don't know whether they were or not, but I'm
3 Q. If you were informed that a buyer sought to 3 asking you to make that factual assumption.
4 purchase the inventory several months before this 4 A. I'd have to -- I'd have to analyze the offer
5 seizure, would that have been relevant to your analysis? 5 and the relevancy and the willingness of the buyer and
6 A. I don't know. | don't know which -- what the 6 the seller, okay?
7 terms of the buyer was. And whether it would be 7 Q. Okay. But assume that --
8 relevant or not. | don't know. 8 A. Look at the terms --
9 Q. If you were to learn that it was a cash 9 Q. Assume you have --
10 purchase of inventory, would that? 10 A. -- of the offer.
11 A. Not yet. 11 Q. Assume you have a valid offer to purchase the
12 Q. If you were to learn that it was to purchase 12 inventory. And | threw out a number, $500,000. I'm
13 the inventory on a note and pay it out over time, would 13 asking whether, if you had an offer to purchase the
14 that be relevant? 14 inventory for $500,000 in the months leading up to the
15 A. Not yet. 15 seizure, would that impact your analysis? And |
16 Q. What do you mean by "not yet"? 16 understand your testimony to be no.
17 A. ldon't -- 1 don't know the particular facts. 17 A. No.
18 Q. Well, let's just make up a number for purposes 18 Q. You've listed here in paragraph 4.3 due to the
19 here. Let's assume that someone offered to purchase the 19 circumstances surrounding the company as of the
20 inventory for $500,000. Would that be relevant to your 20 valuation date that you "determined that the replacement
21 analysis? 21 cost method under the cost approach was the most
22 MR. SMITH: Objection, form. 22 appropriate for the valuation of the subject . . ."
23 But you can answer. 23 What do you mean by "due to the
24 A. No. 24 circumstances surrounding the company"?
25 Q. No. 25 A. That the company was not a going concern.
Page 82 Page 84
1 A. No. 1 Q. And that's what you mean by --
2 Q. Why not? 2 A. Yes.
3 A. Because that's not the facts that were 3 Q. Okay. Can you tell me all of the reasons why
4 presented to me. 4 the cost approach was appropriate?
5 Q. I'm asking you to make a new factual assumption 5 A. Because the income and market approaches were
6 in asking whether that would be relevant to your 6 not, and the only thing left were either reproduction
7 analysis. 7 cost method, which is for people who actually
8 A. Not under the forced liquidation method. 8 manufacture, or replacement cost. They did not fit
9 Q. So are you, in a roundabout way, telling me 9 reproduction cost method, but they did fit replacement
10 that that would indicate that the forced liquidation 10 cost method.
11 method would not be appropriate under those 11 Q. Okay. And going back to my question about
12 circumstances? 12 whether the new -- a new factual assumption would change
13 A. That is not what I'm saying. 13 your analysis, is there any amount of an offer that
14 Q. Are you telling me that you would not consider 14 would have changed your analysis? So the factual
15 using the market approach under those circumstances? 15 assumption that | gave you, to assume that there was an
16 A. | still would not use the market approach. 16 offer to purchase the inventory, is there any amount
17 Q. Even though you believe it's better to 17 that that offer could've been for that would have
18 correlate values or look at multiple different 18 impacted or changed your analysis here?
19 approaches? 19 A. It's not the amount of the offer; it's the
20 A. This was not a going concern. There was no 20 character of the transaction itself that would have to
21 market available. 21 be analyzed, okay?
22 Q. But I'm asking you to assume that there was a 22 Q. But your testimony is: Even if there was an
23 market available because there was an offer to purchase 23 offer like that, it would not impact your opinion on the
24 it. I'm asking you to make that factual assumption. 24 value.
25 A. What are -- were those documents presented to 25 A. Right.
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Q. Okay. Can you explain the cost approach to me?

A. The replacement cost approach?

Q. Yes, sir. Well, the cost approach and then --
| understand the replacement cost method to be a
potential approach to the cost approach; is that
correct?

A. Right.

Q. So cost approach first.

A. The two major categories of the cost approach
are reproduction cost, what it would cost me to
reproduce this cup here; and the other cost is, well,
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Page 87
11:02 a.m.)
MR. FREEMAN: We're back on the record.

Q. (BY MR. FREEMAN) In paragraph 5.1 of your
report, you've stated that, "We made adjustments to the
subject interest value based on obsolescence and the
limited buyer market available for forced liquidation
sales."

By "obsolescence," do you refer to the
physical condition of the dresses?

A. No. That's by the age of the dresses. And it
could -- and obsolescence does include age and

12 what can | go out and buy this ten-year-old paper cup 12 physical -- potential physical condition.
13 for or replace it for. 13 Q. So combination?
14 Q. And it's this latter methodology -- 14 A. Combination. As we talked earlier, the
15 A. Yes. 15 opinions of the percentages were based on several
16 Q. -- that you utilized. 16 factors.
17 A. Yes. 17 Q. Okay. And why was there a limited buyer
18 Q. The cost method, it assumes no intangible 18 market?
19 value, correct? 19 A. Well, just by the nature of a forced
20 A. Correct. 20 liquidation. There has to be people plugged in hunting
21 Q. And it assumes no value based upon reputation 21 forit.
22 or goodwill? 22 Q. That's an assumption of the --
23 A. There is no intrinsic value or no goodwill 23 A. Force --
24 value in the cost approach. 24 Q. -- model that you used?
25 Q. And the loss of a value as a going concern, it 25 A. Yeah, of the model.
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1 doesn't account for any value there. Or it assumes 1 Q. Okay. Now, are those sorts of adjustments for
2 there is no value there. 2 alimited buyer market, are those only appropriate when
3 A. Lack of -- a nongoing concern business has no 3 you assume a bulk sale, or are they appropriate across
4 intrinsic value and has no goodwill value. 4 the board under this model?
5 Q. Is there any more you want to explain to me 5 A. | think appropriate for both.
6 about the replacement cost method? 6 Q. Okay. How did the adjustments for obsolescence
7 A. Not at this time. 7 and the limited buyer market affect your valuation?
8 Q. Is -- can you tell me why or how you determined 8 A. It reduced it from the wholesale cost.
9 that that approach was the most appropriate to value 9 Q. So those are the percentage reductions --
10 this inventory? 10 A. Yes.
11 A. Well, first | started out looking at and 11 Q. -- that we'll talk about in a little bit.
12 eliminating the two other approaches, and then I was |12 Now, on page 12 and throughout your report,
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left with the cost approach. |looked at the two major
methods, and | determined that replacement cost. | am
looking at whether | -- what | would be able to replace
these for.

MR. FREEMAN: Do y'all want to take a
break?

MR. SMITH: Yeah, | could use one,
but. ..

THE WITNESS: | need to stretch a little
bit.

MR. FREEMAN: Why don't we go off the
record.

(A break was taken from 10:51 a.m. to
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you've indicated that you reviewed several relevant data
sets. One is handwritten notes regarding the inventory
with wholesale and retail values that was created by the
company; is that correct?

A. Yes.

Q. And you've titled those or referred to them as
the "Detailed Notes."

A. Yes.

Q. Second, handwritten notes regarding the
inventory with retail values as of February 20th, 2014,
that were created by the company; is that correct?

A. Yes.

Q. And you've titled those the "02.20.2014 Notes"
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Page 89 Page 91
1 or February 20, 2014, notes; is that correct? 1 A. So this is an exact replica of the Tone
2 A. Yes. 2 spreadsheet, and this is the document that ties the
3 Q. And an Excel spreadsheet with inventory data 3 handwritten notes to the Tone spreadsheet. And this is
4 that was created by Tone Thangsongcharoen based on a 4 what Mital Gupta is very good at putting together.
5 hand count of the inventory, and you've titled that the 5 Q. Itis impressive.
6 "Tone Spreadsheet"; is that correct? 6 A. Okay. So what happens is -- you know, part of
7 A. Yes. 7 itis you can look at --in1-2 -- I-2. You there?
8 Q. And also the certificates of sale of seized 8 Q. Page I-2?
9 property from the seizures and sale conducted on 9 A. Yeah.
10 March 4th, 2015. 10 Q. Okay.
11 A. Yes. 11 A. You got it?
12 Q. Now, the February 20th, 2014, notes, what 12 Q. ldo.
13 was -- did you ultimately use this data set in your 13 A. And if you look on the right-hand side, you'll
14 valuation? 14 see a number, says D-20 on the second from the bottom.
15 A. No, because there weren't any style numbers on 15 Q. Yes, sir.
16 the inventory items, and | couldn't compare them between |16 A. You see it?
17 databases, so | determined that that was not a relevant 17 Q. Il do.
18 data point. 18 A. And come back and look -- read what it says:
19 Q. So you didn't rely on it? 19 "Item has been marked out on the notes," okay? So --
20 A. No, becauseiit. .. 20 and you can go to the notes on page D-20 and see that
21 Q. Indeed, you stated in paragraph 5.2 that, "In 21 same exact item on the handwritten notes, same price,
22 analyzing the various inventory lists provided by the 22 same everything -- same retail price. Remember, Tone's
23 taxpayer, we noted discrepancies in several areas, 23 sheet did not have wholesale costs on it. So this is
24 including retail value provided on the handwritten notes 24 where we matched up the handwritten notes wholesale
25 in Tone's spreadsheets." 25 cost, but we didn't match up the item came -- the item
Page 90 Page 92
1 Were there other major discrepancies that 1 number, the description, the retail price, and then we
2 you recall? 2 were able to get the wholesale --
3 A. | think those are the major ones. 3 Q. Okay.
4 Q. Do you recall if the handwritten notes provided 4 A. -- cost on that, okay? But this handwritten
5 higher values or lower values? 5 sheet showed that as marked off, like, sold, given away,
6 A. I don't know. You want to go look at some? 6 or just not there anymore, okay? So that's what this
7 Q. Sure. 7 spreadsheet does.
8 A. Generally, they were just different. Some are 8 And then there's some that are
9 lower, and some are higher, okay? And then -- and I'll 9 discrepancies on price, okay?
10 tell you what, you can do this if you want on your own. 10 Q. Uh-huh.
11 It's easier. But section "I" that | gave you . .. 11 A. And so we note a few on those were price. None
12 Q. Okay. 12 of it was material --
13 A. So -- and if you see the notes on the side -- 13 Q. Okay.
14 Q. Yes, sir. 14 A. -- okay?
15 A. -- so these are notes of maybe some 15 Q. Appears they go both directions --
16 discrepancies between the handwritten notes and the Tone |16 A. Yes.
17 spreadsheet, okay? So remember, if you go -- go to the 17 Q. -- but not a big difference.
18 last page of -- go to page I-21. 18 A. Yes.
19 Q. Okay. 19 Q. Okay. Do you have a spreadsheet of this nature
20 A. So do you -- does that number at the bottom, 20 summarizing the February 20, 2014, notes?
21 597,752, ring a bell? 21 A. No. Because those -- those you couldn't
22 Q. Yes, sir. 22 correlate to anything.
23 A. That's the grand total of the retail price of 23 Q. Okay.
24 the Tone spreadsheets, right? 24 A. 1 mean, we did tell you the total value of
25 Q. Okay. 25 them, but without being able to correlate with other
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Page 93 Page 95

1 data points, particularly the Tone spreadsheet, which 1 the Tone spreadsheet.

2 we -- which we thought -- we started out as that is our 2 Q. Okay.

3 major document we're working with, okay? 3 A. Because I'd still be going back correlating to

4 Q. Okay. Did that inability to correlate those or 4 handwritten notes.

5 any discrepancies you saw there, did it decrease your 5 Q. How else did you use the initial handwritten

6 perception of the credibility of those February 20th, 6 notes? The detailed notes. Were they used in any other

7 2014, notes? 7 manner?

8 A. I'm not -- so if you go to page 2 of my report, 8 A. The detailed notes showed wholesale costs.

9 the 2014 notes -- handwritten notes total $255,000 were 9 Tone's spreadsheet did not show wholesale costs, okay?
10 the costs in there, but because | couldn’'t correlate 10 The only thing they looked is -- with the detailed notes
11 them with detailed notes or Tone's spreadsheets or any |11 is to find what's on the detailed notes to the Tone
12 other data set, | decided that they were not as useful, 12 spreadsheet; therefore, if | could correlate the model
13 okay? 13 number, the dress description, the designer, and the
14 Q. Did you have any concerns about their 14 sales price to the Tone notes, if all of those tied,

15 reliability? |s that what you mean by "useful" 15 voila, | had my wholesale value.

16 or...? 16 Q. Okay.

17 A. No. I'm not sure -- | didn't -- not the 17 A. So that's the purpose of the handwritten notes

18 reliability but the usefulness in analyzing -- 18 is to prove up the wholesale cost of the Tone

19 Q. Okay. 19 spreadsheet.

20 A. --the actual wholesale cost because | couldn't 20 Q. Okay. Well, speaking of Tone's spreadsheet,

21 match them -- remember, I'm starting off with -- I'm 21 did you cross-reference any of the style numbers with

22 trying to prove up Tone's spreadsheet because that's 22 any vendors?

23 what Tone and his valuation expert used, okay? So 23 A. No. Remember, | -- as we talked earlier, |

24 that's what | want to prove up, and that's what | want 24 tried to do that, and it just became fruitless. We even

25 to work off of. 25 called some of the designers, and they couldn't --
Page 94 Page 96

1 Q. Okay. 1 they -- their records didn't go back that far.

2 A. These 2020s didn't help me because | couldn't 2 Q. Okay. Did you ask about any current pieces of

3 tie any data from the 2020s to Tone's sheets, okay? 3 inventory when you called them? Are you saying their

4 Q. Okay. 4 records didn't go back to 20147

5 A. But | could from the detailed notes. | could 5 A. Twenty --right.

6 tie most of them to the Tone sheets. 6 Q. Okay.

7 Q. Gotit. Would it have helped if there was a 7 A. | mean, they don't -- yeah.

8 third-party inventory conducted? 8 Q. So they didn't cover any of the years.

9 A. You mean -- you mean other than Tone? 9 A. Yeah. | mean, it wasn't -- you know,

10 Q. Yeah, other than Tone. 10 interviewing the designers on these quickly became
11 A. |l don't know. 11 fruitless. You know, | had Erin Buck, she'd call and
12 Q. Would that have been helpful to your analysis? 12 talk and try to find out, give them SKU numbers and all
13 A. I don't know. Depend on how it was done, when |13 this, and they're just like, you know, leave me alone.
14 it was done. 14 Q. Did you ever physically view the inventory?

15 Q. If the IRS had conducted an inventory, would 15 A. Only pictures.

16 that have been helpful to your analysis? 16 Q. Was the inventory in poor condition?

17 MR. SMITH: Objection, form. 17 A. | couldn't tell from the pictures.

18 But you can answer. 18 Q. So | want to talk about this standard forced

19 A. | mean, they did. They -- 19 liquidation value. Forced liquidation value is defined

20 Q. As part of the sale? 20 by the American Society of Appraisers as "the price that
21 A. Yeah. | mean, they had batches written down 21 would be realized from a properly advertised and

22 and all of that. 22 conducted public auction with the seller being compelled
23 Q. If they had conducted a more detailed 23 to sell with a sense of immediacy on an as-is where-is
24 inventory, would that have been helpful to you? 24 basis as of a specific date."

25 A. | don't think it would be any more helpful than 25 | take that definition from paragraph 1.3
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Page 97 Page 99
1 of your report. | understand you applied this standard 1 interest.
2 because that was the scope of what you were asked to 2 We get involved in -- been involved in
3 do-- 3 auctioning of, back in the downturn, rig equipment, oil
4 A. Yes. 4 equipment, okay? Well, you don't go advertise in bride
5 Q. -- correct? 5 magazine to sell oil rig equipment, right? But you
6 Do you have any opinion on how this 6 might -- you might -- if it was an IRS foreclosure, you
7 standard, if at all, is related to Section 6336 of the 7 would advertise on the IRS Web site.
8 Internal Revenue Code? 8 Q. What authority is there to support your opinion
9 MR. SMITH: Objection, form. 9 about the meaning of the phrase "properly advertised"?
10 A. | have not analyzed that. That's a good 10 A. I don't -- | don't know of an authority.
11 question. 11 Q. Have you ever provided an opinion about whether
12 Q. | want to talk about this phrase "properly 12 an auction was properly advertised?
13 advertised and conducted public auction sale." What 13 A. No.
14 does that mean? 14 Q. What does "properly conducted public auction
15 A. That it was advertised, that there were 15 sale" mean?
16 attendees, and -- attendees from the public, and the 16 A. That there's an opportunity, place for the
17 seller was compelled to sell. So it was advertised; six |17 attendees to bid, to review the product, and to
18 people showed up, I think, six or seven, | don't recall 18 participate.
19 right now; and four purchasers. 19 Q. Okay.
20 Q. What is a public auction sale? 20 A. Product review, participation.
21 A. That means it's advertised to the public and 21 Q. Participation.
22 that the public is welcome. Anybody in the public who |22 So the right to participate to the
23 read the advertisement is welcome to come. 23 public --
24 Q. Now, is it just advertised, or is it properly 24 A. Right.
25 advertised? 25 Q. -- and the right to view the inventory.
Page 98 Page 100
1 A. Well, the definition says "properly." 1 A. Inventory.
2 Q. What does "properly advertised" mean? 2 Q. The key --
3 A. |l guess it's a subjective term depending on 3 A. And an orderly method for the bidding process.
4 what type of auction you're doing. 4 Q. Okay. And what authority supports your opinion
5 Q. So with the type of auction here, what does 5 about the meaning of the phrase "properly conducted
6 "properly advertised" mean? 6 public auction sale"?
7 A. Well, we have an IRS auction that posts 7 A. Just my experience.
8 potential seizures on their Web site, and we have a 8 Q. Okay. Have you ever provided an opinion -- an
9 buyer group that follows that, okay? And there are 9 expert opinion on the meaning of "properly conducted
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buyers out there that make their living following that,
so...

Q. Is that your -- is that an assumption that
you've made, or do you know that from personal

knowledge?

A. Oh, I've been -- I've had clients involved in
auctions.

Q. Okay.

A. So | have experience with it.

Q. And so what exactly does "properly advertised"
mean in the context of this case?

A. That description of the product, the posting;
that it would be auctioned at some future date and that
they could follow the notice here for a period of time,
and in this case, six months; and that those who wish to
purchase this follow it and show some indication of
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public auction sale"?

A. No.

Q. And I'm going to ask you to make an assumption
with me here. If you were to learn that one of the
government agents that participated in seizing the
property purchased items at the sale, would that be
consistent with a properly conducted public auction
sale?

MR. SMITH: Object as to form.

A. | wouldn't think it's inconsistent other than
what maybe -- any IRS rules or regulations that say it
isn't different, but | wouldn't think it would be . . .

Q. That wouldn't cause you any concern about the
integrity of the auction sale itself?

A. No.

Q. In the context of this case, if one of the
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Page 101

Page 103

1 government agents that participated in seizing the 1 you've technically not provided an opinion that the
2 assets bought those assets, that would give you no 2 auction was properly advertised. Is it your opinion
3 concern. 3 that the auction was properly advertised?
4 A. No. Because | think there was -- if that was 4 A. | think in this circumstance it was as proper
5 the only person there, that might be a concern. But 5 as it could ever be.
6 that wasn't the only persons there. There was enough 6 Q. On page 14, you have stated that, "The 28 lots"
7 independent parties there. 7 of inventory "sold for a total of $17,480 to six buyers.
8 Q. Were you, in fact, informed that a government 8 Of those buyers, five were considered third-party
9 agent who seized the inventory actually purchased 9 arm's-length transaction parties with four purchasing
10 inventory? 10 lots, including dresses, for a total of $15,055."
11 A. | am aware. 11 What do you mean by "third-party
12 Q. You've stated that -- again, on page 14 -- that 12 arm's-length transaction parties"?
13 it's your opinion -- "In my expert opinion, this 13 A. That they were not family members or IRS.
14 indicates a proper public auction as there were 14 Q. And what were you told about the buyers?
15 sufficient potential buyers to ensure a competitive 15 A. 1 don’t -- you mean all the buyers?
16 bidding process." 16 Q. Yes.
17 Why does this indicate a proper public 17 A. I don't recall.
18 auction? 18 Q. Were you told that a -- an IRS agent purchased
19 A. We had six months' notice, we had indication of 19 inventory?
20 interest, and we had six independent parties show up. |1 |20 A. | think | saw that in the motions, pleadings.
21 looked at that as -- auctions I've been in, that's not 21 Q. Were you -- did you ever discuss this with the
22 unreasonable. 22 Government?
23 Q. What does "competitive offer" -- what does 23 A. |l don't recall.
24 "competitive bidding process" mean? 24 Q. You don't recall that?
25 A. That all parties involved in the auction knew 25 A. No.
Page 102 Page 104
1 what other people were bidding. It's not a closed -- 1 Q. That's a very important piece of information, |
2 Q. That's what's necessary? 2 would think.
3 A. It's not a -- this was not a envelope auction, 3 A. I don't -- didn't look at -- my assignment was
4 okay? That | know what you offered, and | can come up | 4 to value the dresses, so I'm looking more at who's
5 on that, and you know what I've offered, and -- 5 buying the dresses and what's going on with the dress
6 Q. Okay. Have you ever testified that a public 6 auction.
7 auction ensured a competitive bidding process? 7 Q. Well, you've utilized the values realized at
8 A. No. 8 the auction sale as a data point in your report,
9 Q. Have you ever rendered an expert opinion that a 9 correct?
10 public auction ensured a competitive bidding process? 10 A. Yes.
11 A. No. 11 Q. And you have based those valuations on the
12 Q. Are there -- 12 assumption that there was a properly advertised and
13 A. | have valued assets that would be sold at a 13 properly conducted auction sale, have you not?
14 public auction to give the seller an idea of what to 14 A. Yes, | have.
15 expect out of a public auction. 15 Q. And you're telling me that it is not relevant
16 MR. FREEMAN: Objection, nonresponsive. 16 to those sets of assumptions whether an IRS agent
17 Q. Are there other factors that could affect 17 purchased assets at that public auction?
18 whether there was a competitive bidding process than 18 A. Not for my valuation assignment it is not.
19 those you have stated? 19 Q. What if people were not allowed to enter the
20 A. | don't know what they'd be at this time. I'd 20 auction? Would that impact your analysis?
21 have to research. 21 A. I don't know. Don't know the circumstance.
22 Q. Okay. How many buyers do you need to create a 22 Q. Well, let's assume that there was an individual
23 competitive bidding process? 23 there who has sworn in a deposition that he wanted to
24 A. ldon't think there's a set rule. 24 purchase all of the inventory and he was specifically
25 Q. | couldn't help but notice in your report 25 not allowed to enter the auction.
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Page 107

1 MR. SMITH: Object -- 1 process, you've identified distribution and sales
2 Q. Would that impact your analysis? 2 channels, you've hired people to implement that, you
3 MR. SMITH: Objection, form. 3 have developed a storage and pickup system, you have an
4 A. Do | have that deposition? 4 orderly process assigned to distributing the product.
5 Q. | don't know. 5 Q. Okay. Did you author your written opinion
6 A. Did you have it? | guess you do. 6 report?
7 THE WITNESS: Do we -- 7 A. Yeah.
8 Q. The Government took the deposition. | -- 8 Q. Did you review it multiple times?
9 A. Okay. 9 A. Yes.
10 Q. -- have not been charged -- 10 Q. Did you review it thoroughly?
11 A. I'm not aware. 11 A. | mean, there may be some -- yes.
12 Q. -- with providing you with any depositions or 12 Q. Did you review it thoroughly before signing it?
13 documents. | am asking you specifically, under that 13 A. Yes.
14 factual assumption, which apparently has not been 14 Q. So under the definition contained in your
15 conveyed to you, would that impact your analysis? 15 thoroughly reviewed, signed opinion, if a seller has 90
16 A. Again, | don't know, because | don't know the 16 days to liquidate, would it be more appropriate to use
17 circumstances. 17 the orderly liquidation methodology or the forced sale
18 Q. So you're telling me it would not impact your 18 liquidation methodology?
19 analysis to learn that an individual was specifically 19 A. If the seller were given 90 days, that might be
20 excluded from participating in the auction. 20 a case for an orderly liquidation.
21 MR. SMITH: Objection, form. 21 Q. How long did you say that the assets had been
22 A. | am telling you | cannot give you an opinion 22 advertised for?
23 based on the relevant facts that you have delivered me |23 A. Six months.
24 in this last 30 seconds. 24 Q. Okay. Is the IRS required to sell the assets
25 Q. Let's talk about on page 16 of your report, the 25 the same day that they're seized?
Page 106 Page 108
1 Liquidation Discounts. You've stated here that, "Under 1 MR. SMITH: Objection, form and foundation.
2 an orderly liquidation, the company can afford to sell 2 A. 1 do not know.
3 off its assets to the highest bidder. It assumes an 3 Q. Are you aware that the IRS, in fact, has the
4 orderly sale process in which the seller can take a 4 ability to seize property and sell it over a 90-day or
5 reasonable amount of time to sell each asset in its 5 longer period?
6 appropriate season and through channels of sale and 6 A. | am not aware.
7 distribution that fetch the highest reasonable price. 7 Q. But you are aware the IRS first issued a notice
8 This would be over a reasonable time period, i.e., 90 8 of sale for these assets more than seven months before
9 days." 9 the seizure.
10 A. Yeah, | think that 90 days -- | don't know 10 A. September 1, 20147
11 where | -- I'd like to change that to 6 to 12 months 11 Q. Yes, sir.
12 from -- | don't know why that got there. 12 A. Yeah.
13 Q. Well, if that's the definition contained in 13 Q. And that is slightly more than seven months
14 the -- 14 before the seizure at issue in this case, which was
15 A. | think | -- | don't know for what reason | 15 March 4th, 20157
16 added it. But it -- 16 A. Right.
17 Q. So you're telling me your report is not correct 17 Q. That indicates a period of more than 90 days,
18 in this respect? 18 correct?
19 A. No. I'm just saying that this is -- this is -- 19 A. Of what?
20 this is a contended -- contended area, okay, of what 20 Q. The seven-month period -- strike that.
21 time frame is reasonable to sell. 21 The notice of public auction that we're
22 Q. Can you tell me what this definition means? 22 referring to from September 1st, 2014, did it list the
23 A. What? Orderly liquidation? 23 date of the auction?
24 Q. Yes, sir. 24 A. No.
25 A. It means you have -- you've developed a 25 Q. Did it list the location of the auction?
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1 A. | don't recall. 1 of these percentages on?
2 Q. Butit's your position that a notice of 2 A. My professional experience.
3 auction -- this particular notice of auction was 3 Q. Have you ever professionally been involved in a
4 sufficient advertising to render the seizure and sale 4 forced liquidation sale auction of bridal gown
5 here a properly advertised public auction? 5 inventory?
6 A. For an IRS seizure, yes. 6 A. No.
7 Q. For an IRS seizure. 7 Q. Did you rely upon any specific authority to
8 A. Right. 8 derive these percentages?
9 Q. That's an important caveat, | think. 9 A. Just my professional experience.
10 A. | think so. 10 Q. Did you run this model that is reflected on
11 Q. If this were conducted outside of the context 11 page 16 and page 17 of your analysis, did you run this
12 of the IRS, | ask you, would this be a properly 12 model based on different draft percentages?
13 advertised public auction? 13 A. Different -- what do you mean "draft
14 A. It depends. It depends on whether there's 14 percentages"?
15 confidentiality that's being required in the sectors. A |15 Q. That is, did you run the model based upon
16 lot of -- lot of -- lot of banks may seize property and 16 percentages other than those reflected in figure 10 of
17 give an indication of what the property is but not tell 17 your report?
18 them -- just gives a description of the property but not |18 A. I don't recall.
19 tell where it is, who owned it before, and that's only 19 Q. You don't recall whether you utilized different
20 found out when you get to auction. 20 percentages --
21 Q. Well, I'm going to tell you, that sounds like a 21 A. Well, | mean, you can go into the Excel
22 very hedgy answer. And I'm asking you, with those 22 spreadsheet and change this stuff all day long.
23 facts -- we're not assuming we're in the IRS context. 23 Q. Did you do that?
24 I'm asking you, based on those facts and that 24 A. | can do it in my head right here.
25 September 1st, 2014, notice of public auction sale, is 25 Q. Did anyone else do that?
Page 110 Page 112
1 that a properly advertised public auction? 1 A. |l looked at it on -- you know, | reviewed all
2 MR. SMITH: Objection, form. 2 these models.
3 A. | think it could be. 3 Q. Did you change those percentages at any point?
4 Q. So I'd like to go to Figure 10 on page 16 of 4 A. I may have. | don't recall.
5 your report. You've referenced liquidation value 5 Q. You don't recall trying different percentages
6 percentages, which were, as | understand it, adjustments 6 in there?
7 to decrease your understanding of the wholesale value of 7 A. No. linstructed to my staff what | thought
8 the inventory -- 8 was the appropriate percentages to do.
9 A. Yes. 9 Q. Did you ever instruct them based on different
10 Q. --in order -- in order to arrive at your 10 percentages than those reflected in Figure 10 and figure
11 valuation; is that correct? 11 11 of your report?
12 Can you explain what these liquidation 12 A. No. It would be different if it was an orderly
13 value percentages are? 13 liquidation value or if it was an in-use value, okay?
14 A. In a forced liquidation, you rarely get more 14 Q. Right. But you never --
15 than 25 percent of the wholesale purchase cost. And 15 A. 1did not instruct them to do other percentages
16 it's experience. And as the product and the inventory 16 that would consider an orderly liquidation or an in-use.
17 ages, you get even less. And if a product gets over a 17 Q. And you never ran these models based on
18 certain age, there's almost no value at all. So I've 18 different percentages than those reflected here.
19 deemed those to be eight-plus years are zero value, 19 A. | mean, | didn't need to because | believe
20 greater than three years but less than eight was 20 these are the percentages that are appropriate.
21 15 percent value, and then 25 percent value of things 21 Q. So you never ran them on other percentages.
22 less than three years. People don't come to forced 22 A. | can't say that | never did. | don't recall
23 liquidations to pay wholesale price. They can sit in 23 what those would be.
24 their chair at their own business and buy that. 24 Q. You would admit that changing those percentages
25 Q. So what exactly did you base your determination 25 could significantly impact the value that this model
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1 produces. 1 properly stored the subject interest in a manner as to
2 A. Right. You double the percentages and you come 2 lessen physical deterioration. To account for this
3 up with 80,000 -- 3 obsolescence, we applied discounts to the wholesale
4 Q. Right. 4 values based on the years the items were originally
5 A. --okay? You know, so in an orderly 5 purchased."
6 liquidation, you may come up with -- depending on how!| | 6 So | understand by that, perhaps among
7 analyze, the orderly liquidation, you may come up with 7 other things, you took the physical condition into
8 80 to 120,000, but not more than that. 8 account in the liquidation discounts. In part.
9 Q. But you don't recall whether you ever ran this 9 A. Yes.
10 model based on different percentages than -- 10 Q. Can you tell me what portion of the liquidation
11 A. No. Because then -- 11 discounts was based upon this perceived physical
12 Q. -- what's reflected here? 12 condition?
13 A. --1would have been asked to use an orderly 13 A. We looked at what the preservation industry
14 liquidation method or some other method. 14 said, we looked at the age of the inventory, and we took
15 Q. Did you discuss the percentages reflected here 15 into account all of these factors. We looked at the
16 with DOJ counsel? 16 factors that this was not a going concern and that it
17 A. No. | told him what | thought they are. And 17 was going out of business and that the people showing up
18 why. 18 were going to want a good deal.
19 Q. Page 15 of your report, you've made a statement 19 Q. But you can't quantify for me how much of that
20 that, "As the inventory ages" -- 20 discount percentage was based upon the perceived
21 A. | see. 21 condition of the inventory?
22 Q. Okay. --"as is the case in the bridal 22 A. No. It was -- there was enough relevant facts
23 industry, the values decline as new styles are 23 there to say this is a low number.
24 introduced and consumers' tastes change. In a 24 Q. Kind of threw it all into the pile --
25 liquidation scenario, in fact, no inventory would sell 25 A. Yes.
Page 114 Page 116
1 at 100 percent of its wholesale cost due to the fact 1 Q. -- but you can't say which is accurate --
2 that the types of buyers in a liquidation could buy 2 A. No. That's typical in valuation.
3 directly from the original manufacturer of the product 3 Q. So you made some assumptions there about the
4 at the wholesale price." 4 physical condition of the inventory.
5 Can you explain this statement? 5 A. Yes. That the old --I mean ...
6 A. Well, it's -- it was an attempt to, you know, 6 Q. And | don't need to know specifically. | mean,
7 debunk the opposing expert's report, okay? Because why | 7 you can point them out to me if you want, but I'm asking
8 would | come to an auction -- why would | come to a -- 8 if you made some assumptions in your analysis about the
9 any type of auction and pay a price that | could go 9 physical condition of the inventory.
10 direct to the manufacturer and pay for it, okay? | 10 A. What do you have, 67 percent of the inventory
11 wouldn't. I'm going there, I'm looking at an orderly 11 is five years or older?
12 liquidation offer -- auction because | want a deal. | 12 Q. Is your assumption?
13 want it less than what | can by from wholesale. I'm 13 A. No. I'm just looking at the facts.
14 going to a forced liquidation to get a real deal because 14 Q. The facts contained in your --
15 1 know everything's going that day. And so I'm a buyer 15 A. The facts contained --
16 looking for a deal, and I'm not going to buy it at a 16 Q. -- spreadsheet contained in --
17 wholesale value. That's not why I'm there. I'm not 17 A. --in Tone's spreadsheet.
18 even buy it because of in-use, okay? 18 THE REPORTER: Okay. One at a time.
19 Q. So this statement is in the context of an 19 THE WITNESS: I'm sorry.
20 assumption that there is a liquidation scenario, 20 A. I'm sorry. Go ahead and ask the question.
21 correct? 21 Q. Well, then, my question is pretty simple, is:
22 A. Everything goes. 22 You made some assumptions about the condition of the
23 Q. Right. You've made a further statement in that 23 inventory as part of your valuation model.
24 same paragraph, "Also, the issues with dress 24 A. Based on observable facts.
25 preservation methods . . . and whether the company 25 Q. But you've indicated you did not actually
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1 observe the inventory. 1 condition. People didn't tell me. These are the facts.
2 A. Observable facts being the age of the 2 These are the facts, that it's stored in polyethylene
3 industry -- inventory, the method that the inventory was 3 bags, and the industry -- preservation industry says
4 stored in, and the financial condition of the company at 4 that's bad, that'll destroy dresses. The facts are that
5 the time of the sale. 5 this is old, okay? The fact is this is a forced
6 Q. You made no assumptions about the physical 6 liquidation and that -- so those facts, not opinions
7 condition of the inventory? because | understood your 7 from other people, of the condition of it tell me why
8 previous testimony to be that you did. 8 these percentages are the way they are.
9 A. Well, that it was -- that the age of it is 9 MR. FREEMAN: Objection, nonresponsive.

10 saying a ten-year-old piece of inventory that's been 10 Q. Were you shown the memoranda from the IRS

11 aged in polyethylene bags is probably not worth a 11 revenue officer who described all of the inventory as in

12 one-year-old inventory. 12 new and retail sell condition?

13 Q. Is that a roundabout or long way of telling me 13 A. | saw that.

14 you did indeed make some assumptions about the physical 14 Q. Did you see the memoranda describing the

15 condition of the inventory? 15 inventory as in good condition?

16 A. 1 made assumptions about the condition of the 16 A. | saw that.

17 inventory. 17 Q. And those had no impact on your analysis?

18 Q. If those assumptions were incorrect, the 18 A. | do not think that they were qualified to make

19 liquidation discounts reflected in your analysis might 19 that decision.

20 be incorrect as well. 20 Q. But you were.

21 A. Not necessarily. 21 A. Based on the facts that | see and based on the

22 Q. For example, if the inventory was in new 22 facts that | said.

23 condition, the liquidations reflected in your analysis 23 Q. You were, but they were not, even though

24 might not be correct. Yes or no? 24 neither of you have experience working in the bridal

25 A. If the -- if it was in new condition -- 25 gown store industry, and they had personally viewed the

Page 118 Page 120

1 Q. -- the liquidation discounts reflected in your 1 inventory in detail and you had not.
2 analysis might not be correct. 2 MR. SMITH: Obijection, form.
3 MR. SMITH: I'm going to object as to form. 3 A. Their opinion did not weigh into my opinion.
4 A. Not necessarily, no. And | don't see it that 4 Q. Your analysis rests on the assumption that the
5 way. How is a piece of -- a dress purchased in 2010 in 5 inventory older than three years would have a value of
6 the same condition in 2015 as it was in 2010? 6 15 percent of its wholesale and that inventory less than
7 Q. You're fighting the hypo there. I'm asking you 7 three years old would have a value of 25 percent of its
8 to make that assumption that runs counter to the 8 wholesale. If those percentages were not accurate,
9 assumptions you've based your model on, and I'm asking 9 would that affect your valuation?

10 you to make the assumption that the inventory is in new 10 A. Yes.

11 condition. Might your model then provide an incorrect 11 Q. Do you agree that wholesale value is not a

12 valuation? 12 valid starting place for a valuation of inventory?

13 A. | think | would have to have more facts to 13 A. I'm assuming that's the purchase price.

14 change that. Who is saying it's in new condition? How |14 Q. Soit's - is it your opinion that wholesale

15 are they using it? What are the facts that they have to 15 value is a valid starting place?

16 present that it's in new condition? 16 A. Yes.

17 Q. Let's assume that it's the very same people who 17 Q. If an IRS agent testified that wholesale value

18 told you to assume that it's not. 18 was not a valid starting place for a valuation of

19 A. The people that told me it was not in new 19 inventory, would that IRS agent be wrong?

20 condition? 20 A. 1 don't know the context of what she was

21 Q. Correct. 21 testifying.

22 A. There aren't any people that told me it was not 22 Q. In this case with respect to this inventory.

23 in new condition. It was the fact -- 23 A. I mean --

24 Q. So you made that assumption on your own? 24 Q. Is it your opinion they would be incorrect?

25 A. No. The facts tells me it's in -- not in new 25 A. | have to see the totality of the testimony. |
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1 mean, you're asking me to just take out a phrase, and 1 inventory of $10,000?
2 |--1can't do that. 2 MR. SMITH: Objection, form.
3 Q. So you cannot testify whether -- strike that. 3 A. It's a data point to consider but is not my
4 Would it change your opinion to learn that 4 opinion.
5 one of the purchasers of the inventory at the seizure 5 Q. So you disagree with that valuation number?
6 who purchased about 200 dresses subsequently retail- 6 A. | don't disagree.
7 valued those very dresses at more than $300,000? 7 Q. Is it consistent with your --
8 A. Not relevant. 8 A. No, it's not.
9 Q. Would it affect your opinion to learn that she 9 Q. --report?
10 priced those dresses and sold those dresses for more 10 But is it your testimony that your report
11 than $200,0007? 11 could be incorrect?
12 A. No. 12 A. No. | think my report is correct.
13 Q. So it's your testimony that if informed that an 13 Q. So you disagree with the IRS's valuation of
14 IRS -- that -- excuse me -- that a purchaser at the IRS 14 $10,000.
15 seizure who purchased approximately -- excuse me -- 305 15 A. |l do.
16 gowns -- 16 Q. Do you understand how the IRS arrived at that
17 A. Refresh Bridal. 17 valuation?
18 Q. Correct. -- that they subsequently retail- 18 A. No.
19 valued those gowns at $314,000 -- 19 Q. Do you understand that it was intended to
20 A. What did they sell them for. 20 reflect a fair market value of the inventory?
21 Q. $220,000. 21 MR. SMITH: Objection, form.
22 A. So -- 22 A. Has no -- that has no bearing in my analysis.
23 Q. Would that impact -- | take it from your 23 Q. The definition, to paraphrase, that has been
24 question that that's a relevant data point. Would that 24 put forward to me of fair market value that was utilized
25 impact your analysis? 25 by the IRS was the standard of what would that asset
Page 122 Page 124
1 A. That's an irrelevant data point. And let 1 sell for today at an IRS auction if the seller were
2 me... 2 compelled to sell. Is that a definition of fair market
3 Q. So your testimony is it would not impact your 3 value that you have ever seen?
4 analysis. 4 A. No.
5 A. It's apples and oranges. 5 Q. That's not an accepted definition of fair
6 Q. Okay. Talking about the value of the inventory 6 market value, correct? In the industry.
7 here still, correct? 7 A. I don't -- I mean, you need to look -- we need
8 A. He's talking about the retail value? 8 to look to IRS reg 5960. Are you familiar with that --
9 Q. Okay. 9 Q. I might be.
10 A. Is he talking about retail value and then 10 A. -- section of code, 59607
11 wholesale value, in-use value? 11 Q. I might be. But | am asking you whether the
12 Q. Who's "he"? 12 definition | just read is an accepted definition of fair
13 A. What's he -- 13 market value.
14 Q. She. 14 A. Within the American Society of Appraisers?
15 A. She. Maybe -- is it she? I'm sorry. | don't 15 Q. I'm going to ask more broadly. In any context
16 know. 16 that you are aware of. It's not for me.
17 Q. Is there an assumption in creating a report as 17 A. No, it's not.
18 an expert that the information provided by others is 18 Q. The IRS then applied a 40 percent reduction to
19 reliable and accurate? 19 obtain a figure known as a reduced forced sale value, an
20 A. Yes. 20 RFSV. Is that a calculation you are familiar with?
21 Q. And if the information that was furnished was 21 A. Yeah, I've heard of it.
22 not accurate, could that impact the opinions expressed 22 Q. Is that an accepted methodology to arrive at a
23 in your report? 23 reduced forced sale value?
24 A. Yes. 24 A. I don't know. | didn't analyze that.
25 Q. Do you agree with the IRS's valuation of the 25 Q. So I'll represent to you that the IRS reduced
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1 its estimated wholesale value -- at least it attempted 1 you have any opinion on the expert opinions that have
2 to -- by 40 percent to arrive at its calculation, which 2 been expressed by Ms. Bonfield or Tony Thangsongcharoen
3 was a $6,000 figure of the valuation. Under their 3 or Tone Thangsongcharoen?
4 analysis, wholesale value was an important figure. I'm 4 A. | think we -- Bonfield is not proper valuation
5 going to ask you just a couple of questions about their 5 opinion.
6 methodology for determining that wholesale figure that 6 Q. Okay. Do you believe that with respect to the
7 they worked from. 7 other --
8 A. Can we -- | just -- 8 A. Oh, Tone? He's a layman. He gathered data.
9 Q. Sir? 9 But as far as his valuation, | think he is -- he's not
10 A. -- pause a minute and -- | generally do not 10 qualified.
11 consider the IRS's opinion on any case. | particularly 11 Q. What about Tony?
12 carve it away from me. | want to be independent of it. 12 A. Tony?
13 1 don't want to see their reasoning. | don't want to 13 Q. Yes, sir, Tony.
14 see the revenue agent's report. | don't want to see 14 A. Not qualified.
15 the NOPA. | don't -- | don't care about that. | want 15 Q. What about them, Tony and Tone, makes them
16 to do my own analysis, and that's what | did here. | 16 unqualified to provide an expert opinion?
17 don't care what those guys say, okay, because I'm 17 A. I mean, they're just providing what they posted
18 independent, okay? So those -- whatever they did or 18 retail prices at. That's what Tone provided, okay,
19 whatever they said has no meaning to me in my 19 retail prices and inventory items and names, okay? And
20 assignment. 20 claims that the retail value is what I've been damaged,
21 MR. FREEMAN: Objection, nonresponsive. 21 which is incorrect.
22 Q. While | got you in the hot seat and under oath, 22 Q. Sois it your opinion that neither
23 |I'm going to ask the question that | was going to ask 23 Ms. Bonfield, Tone, or Tony, that none of them are
24 about the IRS's determination of the wholesale value. 24 qualified to serve as experts in this case?
25 If the IRS reduced the observed retail value by 25 A. Yes.
Page 126 Page 128
1 98 percent in order to obtain an estimate of the 1 Q. That's your -- that's your opinion?
2 wholesale value, would that be a proper analysis? 2 A. They are qualified to bring facts to the table,
3 A. I don't know. What was their reasoning that 3 but as to giving an opinion of value, no.
4 they gave? And what was their analytics? 4 Q. What about them makes them unqualified?
5 Q. If they gave no reasoning or analytics, is that 5 A. | just don't think they've been trained
6 an accepted approach to valuing assets in the industry 6 properly.
7 orin any context that you're aware of? 7 Q. What do you know about their training?
8 A. Not in the industry, no. 8 A. | don't, other than that | don't see
9 Q. So I'm going to state what I've stated there a 9 credentials.
10 slightly different way. Is there typically a 10 Q. So you know nothing about their training, but
11 5,700 percent markup of inventory in the bridal gown 11 you have based your conclusion that they are not
12 industry, to the best of your knowledge? 12 qualified as experts on your assumption that they are
13 A. No. 13 not properly trained?
14 Q. Assuming a 5,700 percent markup of inventory 14 A. Yes.
15 would be pretty clearly erroneous. 15 Q. Do you have any specific opinions with respect
16 A. Yes. 16 to the valuation figures reflected in Ms. Bonfield's
17 Q. Would that be reckless, in your opinion? 17 report?
18 MR. SMITH: Objection, form. 18 A. Her report estimated the wholesale value based
19 A. | have no opinion. 19 on a rule of thumb of 50 percent, okay?
20 MR. FREEMAN: Can we go off the record? 20 Q. And that's your primary concern --
21 (A break was taken from 12:00 p.m. to 21 A. And that the retail cost of those products is
22 12:06 p.m.) 22 not the forced liquidation value of the inventory.
23 MR. FREEMAN: Back on the record. 23 Q. Is that the sum of your opinions about her --
24 Q. (BY MR. FREEMAN) All right. We are back on 24 A. Yes.
25 the record. I've just got a couple more questions. Do 25 Q. -- expert opinion?
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1 What opinions do you have about the 1 valuation and appraisal? | know it's kind of a broad
2 valuation figures reflected in Tone's expert opinion? 2 question, but . . .
3 A. Well, | think Tone just came down to what are 3 A. lItis my life. It is my passion. Itis all |
4 the products and what are the retail -- what do we have 4 do. | have continued to expand my knowledge as far-
5 them posted for sale, and he said that's the value. 5 reaching as | can. My continuing education is very
6 Q. And that is your -- that is the sum of your 6 significant because | hold a CPA; | hold an
7 opinion about Tone's -- 7 accredited -- ABV, accredited business valuation; |
8 A. That's his opinion is the retail sales price is 8 hold -- I'm certified in financial forensics; | am a
9 the value of the property. And | don't -- | disagree. 9 Chartered Global Management Accountant; I'm an
10 Q. And what about with respect to Tony's expert 10 accredited senior appraiser; and | am certified
11 opinion? 11 valuation analyst.
12 A. I don't see any relevancy there with that 12 All of these designations sort of have
13 opinion. 13 their specialties in what you focus on in the training.
14 Q. Are there other objections that you're aware of 14 A significant amount of my asset training on valuing
15 to their opinions? 15 inventory and other assets are what | get from the
16 A. Not that | know of. 16 American Society of Appraisers and from the CPA society
17 Q. Any other objections to the methodologies 17 business valuation of tangible and intangible assets,
18 they've utilized? 18 primarily for determining purchase price allocations.
19 A. No. 19 Q. Okay. Let me ask you, you mentioned you were
20 MR. FREEMAN: I've got no further 20 accredited in business valuations; is that correct?
21 questions. 21 A. Yes.
22 THE WITNESS: We're always willing to give 22 Q. Do you know how many businesses you had to
23 pro bono time up front on a case to research data, okay, 23 value over the course of your experience as a -- as an
24 or to consult on strategy. | will get Mital or Erin to 24 appraiser?
25 pull stuff for you, okay? 25 A. | oversee about a hundred to 120 valuation
Page 130 Page 132
1 MR. FREEMAN: Fair enough. We'll 1 projects a year. So you put ten years on that, |
2 probably -- 2 probably have experience with thousands --
3 THE WITNESS: And we know our way around 3 Q. Okay.
4 the IRS. We have a -- we have a -- something called the 4 A. -- of valuations. That's all our firm does.
5 thud factor. And that's when we take our report, and 5 Q. Are those all business valuations -- or what
6 when you hold it 6 inches above the table and drop it, 6 percentage of that would you say are business
7 it goes thud. These guys hate reports that are thud 7 valuations?
8 factors, okay? You bury them. 8 A. Oh, 75 percent, in there. | mean, they include
9 MR. SMITH: [ think everyone hates reports 9 asset valuations, a lot of medical equipment, a lot of
10 like that. 10 other type of asset valuations, inventory property.
11 THE WITNESS: But we bury them. 11 Q. Okay. So as part of valuing a business, is it
12 MR. SMITH: 1 just have a couple questions 12 relevant to have to value the inventory of that
13 to ask you if you have a -- 13 business?
14 THE WITNESS: Oh, that wasn't all on the 14 A. Quite often. Especially if it's a public
15 record, was it? 15 company.
16 MR. SMITH: That was on the record. 16 Q. Why is that?
17 THE REPORTER: Yes, sir. 17 A. Because of the PCAOB, public company oversight
18 THE WITNESS: Jeez. Can you ask that to be 18 review board that reviews audits and valuations.
19 stricken? 19 Q. Okay. Do you have a ballpark estimate on how
20 MR. FREEMAN: We can. 20 many times you've had to value the inventory of a
21 THE WITNESS: Okay. 21 business over the course of your career?
22 EXAMINATION 22 A. Hundreds of times.
23 BY MR. SMITH: 23 Q. Now, is it necessary from the standpoint of
24 Q. Mr. Hastings, | just have a couple questions 24 the -- for example, to be an accredited appraiser, do
25 for you. Can you talk about what experience you have in 25 you have to have specific industry knowledge or
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1 background in the item that you're appraising? 1 you been asked to find the liquidation value -- forced

2 A. No. 2 sale liquidation value of inventory?

3 Q. Okay. Sois it -- how common is it to have to 3 A. Maybe half a dozen or more times. That's

4 get up to speed, so to speak, on the -- on the details 4 cyclical business, forced -- it's -- you hit a

5 of a specific industry? 5 recession, you get more of it.

6 A. We at ValueScope have a significant amount of 6 Q. Mr. Freeman has brought up an orderly

7 tools to get us up on the industry. 7 liquidation several times we talked about during the

8 Q. Okay. 8 course of this deposition; is that right?

9 A. We have IBISWorld, we have Bloomberg Research, 9 A. Yes.
10 we have RMA data, we have the Standard & Poor's Capital 10 Q. Now, | didn't ask you to prepare an opinion on
11 1Q, we have -- we spend hundreds of thousands a year in 11 orderly liquidation value; is that right?
12 just databases. That's all we are is a database 12 A. That's correct.
13 company, research company, and we have the tools and the |13 Q. What did | ask you to prepare an opinion on?
14 technology to get up to speed on any industry very 14 A. Just the valuation | did.
15 quickly. 15 Q. Okay. And we --
16 Q. Okay. Does your business depend on that? 16 A. Yeah.
17  A. ltdoes. 17 Q. A forced sale --
18 Q. Okay. Does your livelihood depend on your 18 A. Forced sale.
19 ability to -- 19 Q. -- as opposed to an orderly liquidation.
20 A. It does. 20 A. Yeah.
21 Q. -- get up to speed? 21 Q. After having talked to Mr. Freeman sitting
22 For something like a bridal industry or 22 here, do you have an idea what an orderly liquidation
23 wedding gowns, is it relevant in a forced liquidation 23 value for the assets at issue in this report would be?
24 value to know specifics, such as how orders are placed 24 A. | could walk --
25 for bridal gowns? 25 MR. FREEMAN: Objection, form.

Page 134 Page 136

1 A. No. 1 A. | can walk him through the methodology and --

2 Q. Is it relevant to know the various contracts 2 Q. If you don't know, that's fine.

3 between the vendors and the distributors for purposes of 3 A. Well, let's just -- | would -- | would look at

4 obtaining a forced sale value of bridal gown inventory? 4 an orderly liquidation, bring up the facts of -- | would

5 A. No. 5 come somewhere to 2X to 3X times my forced liquidation,

6 Q. Have you had specific training on how to value 6 okay, as far as the top line goes.

7 personal property as opposed to real estate or different 7 But then in an orderly liquidation, you

8 kinds of assets? 8 have to look at probabilities of time frame of selling

9 A. Yes. 9 the product because -- selling the inventory, and so
10 Q. What kind of training have you had? 10 that -- in there you have costs. So you have management
11 A. Continuing education. | mean, whenever the 11 costs of handling the orderly liquidation, and that
12 American Society of Appraisers come up with new 12 would be on a monthly basis. You have rent costs of
13 guidelines of valuing inventory or personal property, | 13 storage of liquidation. In this case, Tony and Mii's,
14 am either taking the online training course on it or 14 you might -- that case you'd have -- sometimes you have
15 webinar or am there, so | am very up-to-date on all the 15 fixed costs that you have to take care of right up front
16 valuation recommendations. 16 in order to do the orderly liquidation, and in that
17 Q. Do you have a ballpark of how many times you've 17 case, it might be | have to pay the back rent, | have to
18 had to provide an appraisal of personal property during 18 get -- so | don't get this building shut down because |
19 the course of your career? 19 don't have anyplace else to store it. So that'd be --
20 A. Hundreds. 20 and then -- so then you take a look at those costs and
21 Q. Do you know how many times you've had to 21 then you look at the probabilities, can | -- what is the
22 establish -- or had to -- you've been asked to look at 22 probability | can get this done in 3 months? 6 months?
23 the forced sale liquidation value of personal property? 23 12 months? And you would do a PWERM, probability-
24 A. Couple dozen -- a dozen times, maybe. 24 weighted average return analysis on that. And that's
25 Q. How about for inventories? How many times have 25 what -- how | would look at an a orderly liquidation.

Lexitas





Steven C. Hastings

35 (137 - 140)

Page 137 Page 139
1 MR. FREEMAN: I'm going to object. | need 1 might look at 3-month, 6-month, 12-month time frame,
2 to get a sidebar | think | need on the record. 2 okay? And you would look -- and therefore, if it takes
3 MR. SMITH: Okay. 3 you 3 months -- and so you might look at 2X and 3X. So
4 MR. FREEMAN: Is it your position that the 4 you've got your model where you're not only looking at
5 testimony just given would be a substitute for a written 5 selling it at 2X, but you're looking at selling it at
6 opinion in this case? 6 3X, okay?

7 MR. SMITH: No. | mean, it's because you 7 And you -- then you say, Okay, if | can
8 asked so many questions about an orderly liquidation. 8 sell it in 3 months, | only have 3 months of management
9 I'm asking him if he would have an opinion on that. But 9 fees, and | only have 3 months of rental expense, and so

10 |wasn't-- | wasn't attempting to supplement his 10 therefore I will make more -- | will have to subtract

11 opinion. 11 that from the purchase price. Also, any fixed costs

12 MR. FREEMAN: Would you intend to solicit 12 that you're required to pay in order to facilitate the

13 such an opinion at trial? 13 orderly liquidation. In Tony and Mii's case, it might

14 MR. SMITH: Actually, what -- you okay if 14 mean | have to pay the rent, the 20,000, right up front

15 we go off the record, talk about it? 15 to get -- to utilize the space for the inventory.

16 MR. FREEMAN: Sure. 16 So -- and then you -- so you'd model that

17 (A break was taken from 12:22 p.m. to 17 maybe at 2X, 3X for 3 months, you'd model that at 2X

18 12:24 p.m.) 18 then 3X for 6 months, you'd model that at 2X and 3X for

19 MR. SMITH: Jason and | -- Freeman -- had a 19 12 months. And obviously, if it went 12 months, you're

20 conversation, and I'm going to ask Mr. Hastings 20 going to have more management fees and more rental

21 questions about an orderly liquidation value, whether he 21 costs, right?

22 has an opinion on what that value would be. And of 22 So in oftentimes -- and then you'd take a

23 course, Jason may have some subsequent questions, and 23 look and you'd probability weight those. Now, that's

24 we're going to reserve for a subsequent time whether or 24 where the -- some of the subjective nature comes in is

25 not this would qualify as self-limited to his expert 25 what's the probability I'm going to get this sold in 3

Page 138 Page 140
1 report. 1 months, what -- in an orderly -- what's the probability
2 Is that -- is that correct, Jason? 2 in 6 months, and what's the probability in 12 months --
3 MR. FREEMAN: Correct. 3 in 12 months.
4 MR. SMITH: Okay. 4 So after all of that is taken in
5 Q. (BY MR. SMITH) Did I hear you correctly 5 consideration, you can come up with a range of -- based
6 that -- when you said order -- generally, these orderly 6 on the probabilities and based on 2X or 3X. Experience
7 liquidation values are somewhere in the neighborhood of 7 has sometimes shown that often that range is negative
8 two to three times the forced sale value as far as the 8 because of the costs involved and that your range in
9 amount realized from the sale? 9 this case may -- okay, orderly liquidation could be from

10 A. Correct. But the orderly -- but then | 10 a negative $10,000 to a positive hundred thousand

11 continued on to say that there are costs involved in the 11 dollars, okay, and that the probability is somewhere in

12 orderly liquidation that really reduces the value. 12 between there, okay?

13 Q. Okay. And you talked about some of those 13 So that's sort of how | consult with

14 costs. Can you walk me through a little bit what an 14 clients when they're sort of looking into | just put

15 orderly liquidation would look like? Is that -- because 15 this in auction and walk away from it, or do we do an

16 we talked a little about the conditions of the forced 16 orderly liquidation. And so often you have to say to a

17 sale. Let's start there. I'm sorry. A forced 17 client, Let's model it and give -- let's give me your

18 liquidation sale. The conditions of that would be all 18 best input --

19 of the stuff gets sold on one day; is that -- is that 19 Q. Okay.

20 correct? 20 A. --on this. And so, you know, you don't know.

21 A. Correct. 21 Sometimes forced auction is a higher price.

22 Q. Okay. What would an orderly liquidation look 22 Q. Okay. And just the characteristics of the

23 like? 23 sale, in an orderly liquidation, you would be able to

24 A. Well, generally, in orderly liquidation models, 24 sell that item or that asset at any point during that

25 you come up with your estimated time frames, and you 25 period; is that correct?
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1 A. That's correct. 1 A. No.
2 Q. You would just maybe have a time frame in which 2 Q. And again, you don't believe that an orderly
3 you could sell the item, but you could sell it on any 3 liquidation valuation would be appropriate under the
4 day within that time period; is that correct? 4 circumstances of this case that you have been given?
5 A. Right. And you would have a manager that would 5 A. Under the circumstances of this case, | do not;
6 be reaching out to the other bridal shops and who would | 6 given other circumstances, | may.
7 create a presentation or something to send them. 7 Q. Given other circumstances in another case?
8 MR. SMITH: Okay. With that, I'll pass the 8 A. In a --in a hypothetical case, an orderly
9 witness. 9 liquidation --
10 FURTHER EXAMINATION 10 Q. Right.
11 BY MR. FREEMAN: 11 A. -- might be appropriate.
12 Q. Mr. Hastings, it was your testimony earlier 12 Q. In some other case, that -- and set of facts,
13 that an orderly liquidation would not be a proper 13 that may be --
14 valuation model under the circumstances of this case; is 14 A. Right.
15 that correct? 15 Q. -- appropriate.
16 A. It's -- doesn't fit the facts of this case. 16 A. If you want to change --
17 Q. So an orderly liquidation model would not be 17 Q. | understand that.
18 the proper method -- 18 A. --the facts of this --
19 A. If asked to assume different facts, then it 19 THE REPORTER: Wait.
20 might. 20 A. Yes. If you want to change the facts of this
21 Q. | asked you to assume some different facts, and 21 case, then an orderly -- I'd assume those facts, an
22 during that colloquy, your position was that an orderly 22 orderly liquidation may be the proper method.
23 liquidation would not be the proper methodology in this 23 Q. But under the facts that have been presented to
24 case; is that correct? 24 you by the Government, your belief is that an orderly
25 A. Pardon me. | didn't -- 25 liquidation would not be the proper valuation model.
Page 142 Page 144
1 Q. Isn't-- 1 A. Yes.
2 A. What were the facts that you asked me to 2 MR. FREEMAN: No other questions.
3 assume? 3 MR. SMITH: | don't have any further
4 Q. Let me just ask you another way. Is an orderly 4 questions.
5 liquidation a proper valuation method under the facts 5 THE REPORTER: Any stipulations for the
6 that you have been provided about this case? 6 record?
7 A. No. 7 MR. SMITH: (Moving head side to side.)
8 Q. Have you, in fact, performed an orderly 8 MR. FREEMAN: No.
9 liquidation valuation in this case? 9 THE REPORTER: Thank you. All original
10 A. ljust outlined it in my testimony here, the 10 exhibits will be retained by the court reporter and
11 methodology. | can take that methodology and put it on |11 attached to the original transcript. This deposition is
12 paper for you. 12 now complete.
13 Q. Is that all that's required in order to create 13 (Proceedings concluded at 12:32 p.m.)
14 an expert report? 14
15 A. No. There's -- 15
16 MR. SMITH: Objection, form. 16
17 A. No. 17
18 MR. SMITH: You can answer. 18
19 A. No. There's -- there's other research that has 19
20 to gointoit. 20
21 Q. But that is your final valuation and the exact 21
22 approach you would utilize? 22
23 A. I was giving you the CliffNotes, okay? 23
24 Q. Have you written an opinion or report providing 24
25 an orderly liquidation value in this case? 25
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FICATION
DEPQSITION OF %'(I)'EVEN C. HASTINGS

I, Jennifer L. Campbell, Certified Shorthand
Reporter in and for the State of Texas, hereby certify
to the following:

That the witness, STEVEN C. HASTINGS, was duly
sworn by the officer and that the transcript of the oral
deposition is a true record of the testimony given by
the witness;

| further certify that pursuant to FRCP Rule
30(e)(1) that the signature of the deponent:

__ was requested by the deponent or a party
before the completion of the deposition and is to be
returned within 30 days from the date of receipt of the
transcript. If returned, the attached Changes and
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Signature page contains any changes and the reasons
therefor;

__X__was not requested by the deponent or a
party before the completion of the deposition.

| further certify that | am neither counsel
for, related to, nor employed by any of the parties or
attorneys to the action in which this proceeding was
taken. Further, | am not a relative or employee of any
attorney of record in this cause, nor am | financially
or otherwise interested in the outcome of the action.

Subscribed and sworn to on this the 26th day
of December, 2018.

Jennifer L. Campbell
Texas CSR No. 8674
Expiration Date: 05/31/21
Lexitas - Dallas
irm Registration No. 459 |
6500 Greenville Avenue, Suite 445
Dallas, Texas 75206
(214) 373-4977
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            1                UNITED STATES DISTRICT COURT

                          FOR THE NORTHERN DISTRICT OF TEXAS

            2                       DALLAS DIVISION



            3    TONY AND MII'S, INC.,      §

                 TONY THANGSONGCHAROEN,     §

            4    AND SOMNUEK                §

                 THANGSONGCHAROEN,          §

            5                               §

                         Plaintiffs         §
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           17       ORAL DEPOSITION OF STEVEN C. HASTINGS, produced as



           18  a witness at the instance of the Plaintiffs, and duly



           19  sworn, was taken in the above-styled and -numbered cause



           20  on the 5th day of December, 2018, from 8:55 a.m. to



           21  12:32 p.m., before Jennifer L. Campbell, CSR in and for



           22  the State of Texas, reported by machine shorthand, at



           23  the offices of Freeman Law, PLLC, 2595 Dallas Parkway,



           24  Suite 420, Frisco, Texas, pursuant to the Federal Rules



           25  of Civil Procedure.
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            1                THE REPORTER:  Today is December 5th, 2018.



            2  The time is approximately 8:54 a.m.  We are located at



            3  Freeman Law, PLLC, 2595 Dallas Parkway, Suite 420,



            4  Frisco, Texas 75034.



            5                This is the deposition of Steven Hastings



            6  in the matter of Tony and Mii's, Inc., Tony



            7  Thangsongcharoen, and Somnuek Thangsongcharoen versus



            8  The United States of America, in the United States



            9  District Court for the Northern District of Texas,



           10  Dallas Division, Civil Cause No. 3:17-CV-0609-B.



           11                 My name is Jennifer Campbell, certified



           12  shorthand reporter, representing Lexitas, 6500



           13  Greenville Avenue, Suite 445, Dallas, Texas 75206.



           14            Will all persons present please state their



           15  appearances and whom they represent.



           16                MR. FREEMAN:  Jason Freeman.  I represent



           17  the Plaintiffs.



           18                MR. SMITH:  Curtis Smith for the United



           19  States.



           20                THE WITNESS:  Steven Hastings, expert



           21  witness for the United States.



           22                     STEVEN C. HASTINGS,



           23  having been first duly sworn, testified as follows:



           24



           25
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            1                         EXAMINATION



            2  BY MR. FREEMAN:



            3       Q.  Could you please state your name for the



            4  record, sir?



            5       A.  Steven C. Hastings.



            6       Q.  And where are you employed, Mr. Hastings?



            7       A.  A company called ValueScope, Inc.



            8       Q.  And what is your title?



            9       A.  Principal.



           10       Q.  And what does that -- what does that mean?



           11       A.  I'm a equity partner principal.  We have other



           12  principals that aren't equity partners, but we all like



           13  to keep it -- hierarchy the same.



           14       Q.  Understood.



           15                Were you engaged by the United States as



           16  part of this lawsuit?



           17       A.  Yes, I was.



           18       Q.  And can you explain the nature of that



           19  engagement?



           20       A.  It was provide a opinion on the value of



           21  certain inventory with -- on a forced liquidation basis.



           22       Q.  And you were engaged as an expert in that



           23  capacity?



           24       A.  Yes.



           25       Q.  So the opinions that you've offered in your
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            1  report in this matter are expert opinions?



            2       A.  Yes, they are.



            3       Q.  What is your experience working in the bridal



            4  gown industry?



            5       A.  Specifically, I have not worked in the bridal



            6  gown industry.  I have researched the industry, I



            7  understand the industry.  I have worked in other



            8  clothing -- valuing other clothing types industries,



            9  retail industries.



           10       Q.  What other clothing industries have you worked



           11  in valuing?



           12       A.  We did -- valued a tuxedo distributor, and they



           13  also did formal wear.  That was years ago.  I valued



           14  other retail industry distribute clothes, but I don't



           15  remember the names right now.



           16       Q.  Do you remember the name of the tuxedo



           17  distributor?



           18       A.  No, I don't.  I have to go look in my files.



           19       Q.  How long ago was that?



           20       A.  Probably about six years.



           21       Q.  Did you value the business or the inventory?



           22       A.  The business, but you know, inventory is always



           23  part of a business.



           24       Q.  But was there a valuation specifically with



           25  respect to the inventory?
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            1       A.  I don't recall.



            2       Q.  Do you have any experience working in the



            3  bridal gown industry?



            4       A.  As far as?



            5       Q.  Working in any other -- any other capacity as



            6  an expert.



            7       A.  Not working in the industry, no.



            8       Q.  Have you ever testified regarding the valuation



            9  of bridal gowns?



           10       A.  No.



           11       Q.  Have you ever held yourself out as an expert



           12  other than this case with respect to bridal gowns?



           13       A.  No.



           14       Q.  Have you ever done an appraisal of bridal gowns



           15  other than with respect to this case?



           16       A.  No.



           17       Q.  I'm going to ask you about the following



           18  specific bridal gown manufacturers.  I would ask you to



           19  just please tell me everything that you know about each



           20  of these manufacturers.  The first one is Anjolique.



           21  That's A-n-j-o-l-i-q-u-e.  Are you familiar with that



           22  vendor?



           23       A.  I don't recall if I've reviewed that or not.



           24       Q.  And wouldn't be familiar with their specific



           25  line as we sit here today?
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            1       A.  The Anjolique line?



            2       Q.  Yes, sir.



            3       A.  I may -- is it one of the lines sold by Tony



            4  and Mii?



            5       Q.  This one is, yes, sir.



            6       A.  Yeah.  The name sounds familiar from one of the



            7  listings.



            8       Q.  Are you -- do you have personal knowledge about



            9  this vendor or its lines?



           10       A.  No.



           11       Q.  Ask you about another vendor, Allure Bridal,



           12  A-l-l-u-r-e.  Are you familiar with this vendor?



           13       A.  Yes.  I saw their -- reviewed their listings



           14  and their pricings.



           15       Q.  Can you tell me what you know about this



           16  vendor?



           17       A.  That they sell everything from quinces to



           18  bridal dresses.



           19       Q.  Do you know any of the specific lines that they



           20  carry?



           21       A.  Some of the lines are written down in the book



           22  here.



           23       Q.  And "the book here" is your report?



           24       A.  Yes.



           25       Q.  And do you know where those are written?  Are
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            1  they in the inventories that were provided by the



            2  company?



            3       A.  Yes.



            4       Q.  Okay.  But you haven't produced any additional



            5  information --



            6       A.  No.  They were on the handwritten notes in



            7  the -- Tone's Excel spreadsheets.



            8                MR. FREEMAN:  And I'll go ahead and mark as



            9  Exhibit 35 the expert report of Mr. Hastings.



           10                (Exhibit 35 marked.)



           11       Q.  And so when I refer to Exhibit 35, we'll be



           12  referring to your expert report.



           13                So the references to Allure Bridal in your



           14  report are from the spreadsheets and inventories



           15  provided by the -- by the company, Mii's Bridal?



           16       A.  Yes, they are.



           17       Q.  Do you have any other -- do you know anything



           18  else about Allure Bridal?



           19       A.  No.  It's -- just from what -- the style lines



           20  and the costs and the recommended retail prices that I



           21  saw on the sheets.



           22       Q.  From the company?  Is that what you're --



           23       A.  Yes.



           24       Q.  What about another vendor, Jasmine?



           25       A.  I didn't memorize all of their lines.  I'm
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            1  sorry.  I do have them --



            2       Q.  Just curious --



            3       A.  -- written down.



            4       Q.  -- if you -- if you know -- if you can tell me



            5  anything specifically about that vendor or your



            6  understanding of that vendor.



            7       A.  No.  But if they're on the list, I could look



            8  up and see what -- tell you what are the product lines



            9  for Jasmine.



           10       Q.  But based on your experience, you wouldn't --



           11  you wouldn't be familiar with those --



           12       A.  No, other than --



           13       Q.  -- lines?



           14       A.  -- other than what we reviewed on the -- on the



           15  list of inventory.



           16       Q.  The company's inventory?



           17       A.  Yeah.



           18       Q.  How about Maggie Sottero Designs?



           19       A.  No.  Same answer.



           20       Q.  How about Morilee, M-o-r-i-l-e-e?



           21       A.  Same answer.



           22       Q.  How about Angelina?



           23       A.  Same answer.



           24       Q.  How about Mon Cheri Bridal, M-o-n C-h-e-r-i



           25  Bridal?
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            1       A.  Same answer.



            2       Q.  How about Alfred Sung?



            3       A.  Same answer.



            4       Q.  How about After Six?



            5       A.  Same answer.



            6       Q.  Alexia Designs?



            7       A.  Yes, same answer.



            8       Q.  Bill Levkoff?



            9       A.  Same answer.



           10       Q.  Dessy Creations, D-e-s-s-y?



           11       A.  I don't recall seeing that one, but I have to



           12  have my -- same answer.  I don't recall unless they're



           13  on the list here.



           14       Q.  Okay.  Impression Bridal?



           15       A.  Same answer.



           16       Q.  Is it fair to say that outside of -- outside of



           17  this case or prior to this case you did not have any



           18  familiarity with those particular vendors?



           19       A.  Well, we did go into the vendors' Web sites and



           20  try to look up style numbers and styles there and were



           21  having extreme problems with that because of the age of



           22  the inventory here.  A lot of it weren't listed.



           23                MR. FREEMAN:  Object, nonresponsive.



           24       Q.  Were you able to cross-reference the codes in



           25  any of the inventory listings to those Web sites?
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            1       A.  Maybe a few, but I didn't -- I've got it



            2  documented in some other work papers.  But it turned out



            3  to be a nonproductive exercise.



            4       Q.  The question again is:  Outside of this case or



            5  prior to this case, did you have any familiarity with



            6  any of the vendors that I just listed?



            7                MR. SMITH:  Objection, form.



            8       A.  No.



            9       Q.  Now, I want to ask you just a little bit about



           10  the industry, the bridal gown industry.  Are you



           11  familiar with the types of contracts that are in place



           12  in the industry?



           13       A.  As far as inventory contracts?



           14       Q.  Inventory with vendors, yes, sir.



           15       A.  It varies.



           16       Q.  How does it vary?



           17       A.  Some are purchase as is, ordered special, some



           18  are inventory that can be returned.  A lot of -- a lot



           19  of it is done online now.



           20       Q.  Is there -- with respect to the contracts



           21  between retail stores like Mii's or other retail stores



           22  and vendors, is there a standardized contractual



           23  relationship?



           24       A.  Not that I'm aware of.



           25       Q.  Is there typically a contract between retail
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            1  companies and vendors?



            2       A.  Depends on the size and volume of a retail



            3  company and what the vendors are.



            4       Q.  So with a company like Mii's, would there



            5  typically be contracts with vendors?



            6       A.  I don't know.  I didn't see any evidence of



            7  contracts of vendors.



            8       Q.  Would you expect to see contracts with vendors?



            9       A.  Not for that -- necessarily that small of a



           10  shop.



           11       Q.  And in a larger shop you would?



           12       A.  I would.



           13       Q.  But you don't know whether it's industry



           14  standard to have a contract with a vendor?



           15       A.  I do not know whether it's industry standard.



           16       Q.  Do you know what time of the year bridal gown



           17  stores typically place orders?



           18       A.  No.



           19       Q.  Do you know how long it typically takes for a



           20  bridal gown vendor to ship orders?



           21       A.  How long from the date they receive the order



           22  to shipping?



           23       Q.  Yes, sir.



           24       A.  Other than what Internet research says how long



           25  it takes.
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            1       Q.  Do you know how long that is?



            2       A.  I think I read it could be as little as one



            3  week and as high as four weeks.



            4       Q.  Okay.  So that's your testimony of your



            5  understanding?



            6       A.  That's my recall from looking at one of the



            7  sites where you can order a dress -- custom dress from.



            8       Q.  Mr. Hastings, have you ever acted as an expert



            9  witness by providing a valuation of stock inventory?



           10       A.  Not with respect to just the inventory itself.



           11       Q.  As an expert witness, have you provided a



           12  valuation specifically with respect to inventory?



           13       A.  Not specifically, but as the inventory relates



           14  to the total value of a company.



           15       Q.  Have you ever as an expert witness provided a



           16  valuation with respect to bridal dresses?



           17       A.  No.



           18       Q.  Have you ever been qualified in court to



           19  testify as an expert in a case requiring you to provide



           20  a valuation specifically of inventory?



           21       A.  Not that I recall.



           22       Q.  Have you ever been qualified in court to



           23  testify as an expert in a case requiring you to provide



           24  a valuation specifically of bridal dresses?



           25       A.  No.
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            1       Q.  Have you ever given a deposition in a case



            2  involving you as an expert providing a valuation of



            3  inventory?



            4       A.  Not that I recall.



            5       Q.  Have you ever given a deposition in a case



            6  involving you as an expert providing a valuation of



            7  bridal dresses?



            8       A.  No.



            9       Q.  Do you consider yourself an expert in the field



           10  of valuation of bridal dresses?



           11       A.  My research, my studies of the industry, and an



           12  understanding of the perishable-type inventory, yes, I



           13  do.



           14       Q.  Has that research and study been performed



           15  since you were engaged in this matter?



           16       A.  Yes.



           17       Q.  And not before, correct?



           18       A.  Well, we're always performing continuing



           19  education relief -- related to the valuation of



           20  inventory, so -- and specifically the American Society



           21  of Appraisers just issued, I think this last year --



           22  within the last year --



           23                MR. FREEMAN:  Objection, nonresponsive.



           24       Q.  And my question was specifically with respect



           25  to the field of the valuation of bridal dresses.
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            1       A.  Oh, no.  Just inventory in general training.



            2       Q.  Have you ever testified in a deposition or at



            3  trial as a valuation expert with respect to specifically



            4  the value of inventory?



            5       A.  I don't recall.



            6       Q.  With respect to the value of bridal dresses?



            7       A.  No.



            8       Q.  Have you ever served as an expert in a



            9  Section 3 -- 6 -- excuse me.  Strike that.



           10                Have you ever served as an expert in a case



           11  involving Internal Revenue Code Section 6336?



           12       A.  Which is --



           13       Q.  Which is the statute at issue in this case.



           14       A.  I'd have to go back and review my cases.



           15       Q.  But not that you're aware of as we sit here



           16  today?



           17       A.  I don't know.  I've had so many -- I've had so



           18  many IRS cases that --



           19       Q.  Let me ask it --



           20       A.  -- I can't remember them.



           21       Q.  Let me ask it another way.  Have you ever



           22  served as an expert in a valuation case that resulted



           23  from an IRS seizure?



           24       A.  Where the Department of Justice would have been



           25  the respondent, I do not believe I have.
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            1       Q.  Have you ever served as an expert in a case



            2  providing a valuation where there was an allegation of a



            3  wrongful --



            4       A.  Can I correct --



            5       Q.  -- IRS seizure --



            6       A.  Can I go back and correct?



            7       Q.  Yes, sir.  Which question?



            8       A.  The seizure.



            9       Q.  Yes, sir.



           10       A.  Okay.  I don't recall, I have to go back and



           11  look at the file, but the Longaberger versus United



           12  States may have been a seizure.  It was a State issue



           13  related, but the Longaberger building may have served as



           14  collateral or something for the --



           15       Q.  Do you know when that case was, roughly?



           16       A.  Couple years ago.



           17       Q.  And the asset at issue was a building?



           18       A.  Issue was a tax issue related to the state --



           19  the estate, but the estate still held ownership.



           20       Q.  And what was the specific asset?



           21       A.  The Longaberger building and properties.



           22       Q.  Real estate?



           23       A.  Yeah.



           24       Q.  Have you ever served as a valuation expert in a



           25  wrongful seizure case, specifically, a wrongful seizure
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            1  by the IRS?



            2       A.  No.



            3       Q.  Have you ever served as a valuation expert in a



            4  case involving an IRS perishable goods seizure?



            5       A.  No.



            6       Q.  Have you ever provided a valuation with respect



            7  to property that was seized by the IRS?



            8       A.  No.



            9       Q.  Have you ever used the forced liquidation sale



           10  methodology in an IRS seizure case?



           11       A.  No.



           12       Q.  This would be the first time?



           13       A.  For an IRS, seizure.  It's not the first time



           14  we used the forced liquidation.



           15       Q.  Have you ever used the forced liquidation sale



           16  methodology in a seizure case?



           17                MR. SMITH:  Objection, form.



           18       A.  In an IRS seizure case or any seizure case?



           19       Q.  Any seizure case.  And if so, which case?



           20       A.  I don't recall, but I -- there may have been a



           21  case involving a corporate foreclosure where we looked



           22  at alternatives.



           23       Q.  Do you know what kind of assets would've been



           24  involved in that case?



           25       A.  I think intellectual properties, Web site,
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            1  software, other things like that.  And we looked at



            2  forced liquidation, orderly liquidation, other issues.



            3       Q.  Okay.  Mr. Hastings, I want to take you to



            4  page 30 of your report, which is marked as Exhibit 35.



            5  And specifically on your CV, you have listed a number of



            6  speaking engagements.  Does this encompass your speaking



            7  engagements over a certain period of time?



            8       A.  Yeah, maybe 20 years.



            9       Q.  Over 20 years?



           10                So I want to go through these with you.



           11  The first one is entitled "How to Finance Your Company."



           12  Did this presentation involve the valuation of inventory



           13  or bridal dresses?



           14       A.  No.



           15       Q.  The next one, "Employee Stock Ownership Plans,"



           16  did this presentation involve the valuation of inventory



           17  or bridal dresses?



           18       A.  No.



           19       Q.  The next one is "Documentation Linking



           20  Systems."  Did this one involve the valuation of



           21  inventory or bridal dresses?



           22       A.  No.



           23       Q.  The next one is entitled "CORF -- What You Need



           24  to Know to Run a Successful Business."  Did this one



           25  involve the valuation of inventory or bridal dresses?
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            1       A.  No.  And none of them did.



            2       Q.  Okay.  And in fact, there are a number of other



            3  items listed here as speaking engagements, and none of



            4  these involved the valuation of inventory or bridal



            5  dresses, did they?



            6       A.  None.



            7       Q.  Mr. Hastings, I'd like to take you to page 24



            8  of your report.  Again, this is part of your CV, and



            9  there are a number of cases listed here.  I'd like to go



           10  through some of these with you.  The first case you've



           11  listed is Chrem, C-h-r-e-m, v. Commissioner of Internal



           12  Revenue.



           13       A.  Uh-huh.



           14       Q.  Did this case involve the valuation of



           15  inventory or bridal dresses?



           16       A.  No.



           17       Q.  The next one is Hawk v. Commissioner.  Did this



           18  case involve the valuation of inventory or bridal



           19  dresses?



           20       A.  No.



           21       Q.  The next case is Red River Ventures v.



           22  Commissioner.  Did this case involve the valuation of



           23  inventory or bridal dresses?



           24       A.  No.



           25       Q.  The next case is Bowey v. Commissioner.  Did
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            1  this case involve the valuation of inventory or bridal



            2  dresses?



            3       A.  No.



            4       Q.  The next case is Redstone v. Commissioner.  Did



            5  this case involve the valuation of inventory or bridal



            6  dresses?



            7       A.  No.



            8       Q.  And Mr. Hastings, there are several pages of



            9  cases, most of which involve you testifying for the IRS



           10  or Department of Justice.  But with respect to all of



           11  these cases listed, did any of these cases involve the



           12  valuation of inventory or bridal dresses?



           13       A.  Let me review my civil --



           14       Q.  Sure.



           15       A.  -- court cases, okay?



           16                In particular, are you talking about retail



           17  inventory?  Or are you --



           18       Q.  I am --



           19       A.  -- talking about assets held?



           20       Q.  I am specifically talking about retail



           21  inventory, but if you believe there's something



           22  relevant, please feel free to point it out.



           23       A.  On page 28 --



           24       Q.  Yes.



           25       A.  -- in the middle, Kehrer versus Kehrer -- do
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            1  you see that?



            2       Q.  Yes, sir.



            3       A.  It's -- that involved a father-son buyout



            4  dispute of the business, and involved in that was the



            5  value of the inventory held, which was pipes that are



            6  being cut and formed for sale.



            7       Q.  In that case, did you provide a valuation



            8  specifically with respect to the value of the pipes at



            9  issue?



           10       A.  It was only a part of the valuation, not a



           11  specific opinion on them separately.



           12       Q.  As a component of the valuation, did you assign



           13  a specific valuation to those pipes?



           14       A.  I believe we did.



           15       Q.  Do you recall the basis upon which you provided



           16  that value?



           17       A.  It was cost basis.



           18       Q.  Cost basis?



           19       A.  Yeah.



           20       Q.  Did you reduce that cost figure?



           21       A.  No, because it wasn't obsolete inventory or



           22  old.



           23       Q.  So if inventory is not obsolete, it would be



           24  improper to reduce the value?



           25       A.  Depends on the age of the inventory if -- the
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            1  age has a lot to do with it.



            2       Q.  So --



            3       A.  Turnover has a lot to do with it, but --



            4       Q.  If the -- if the inventory has age, at what age



            5  is it appropriate to apply a discount to the cost basis?



            6       A.  Anything -- it depends on the industry.



            7       Q.  Okay.



            8       A.  Some industries, you know, have to hold



            9  five-year inventories, okay, just because of the volume



           10  they serve, and some industries, you know, only hold



           11  three-month inventories.



           12       Q.  But you believe you provided an analysis based



           13  upon the cost of the inventory at issue in that case --



           14       A.  Yes, I did.



           15       Q.  -- and you -- and you did not reduce it?



           16       A.  No, because it was all current.



           17       Q.  Is there another case listed here that involved



           18  the specific valuation of inventory or bridal dresses?



           19       A.  You know, I'd have to go back, but on page 29,



           20  Golf-Chic Boutique, which is a ladies' pro shop that



           21  sold ladies' garments and --



           22       Q.  Was that their primary asset?



           23       A.  Yeah.  It was all golf stuff for ladies, so it



           24  included, you know, skirts and dresses and shoes and



           25  gloves and clubs and stuff.
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            1       Q.  And you provided a valuation specifically with



            2  respect to those garments?



            3       A.  I have to go back and review this file and see,



            4  but that's one where that was some of the major assets



            5  in it.



            6       Q.  Do you know on what basis you would've provided



            7  that valuation?



            8       A.  I do not recall.



            9       Q.  You don't recall if it was based on cost



           10  method?



           11       A.  I'm sorry.  That's -- you know, that's seven



           12  years ago.  I don't recall.  I'm just -- I'm just saying



           13  that that might have had.



           14       Q.  Might have.



           15                But as we sit here today, you can't say



           16  definitively that in any of these cases listed here in



           17  your CV that you provided a specific valuation with



           18  respect to bridal dresses.



           19       A.  No.



           20       Q.  Or garments.



           21       A.  I may have garments with the ladies' boutique.



           22       Q.  Possibly.



           23       A.  Possibly.  But I --



           24       Q.  But that's the only one?



           25       A.  Yeah.  And being seven years old, I don't
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            1  recall really.  All I know is I remember my wife saying



            2  she had a lot of cool stuff.



            3       Q.  Mr. Hastings, I'd like to go to page 22 of



            4  Exhibit 35, your report, and this is the beginning of



            5  your CV.  And you've listed your employment history



            6  here.  I believe we've established that during your time



            7  at ValueScope, which was from 2006 to present, that you



            8  have not been involved in the sale of bridal dresses in



            9  any capacity.



           10       A.  No, I have not.



           11       Q.  And that you have not rendered an opinion about



           12  the value of bridal dresses.



           13       A.  No, I did not.



           14       Q.  In your employment prior to that at Value



           15  Capital, did you do either of those things?



           16       A.  I did business plans -- some of my work was as



           17  contract CFO, and one of my clients at that time was a



           18  company called Designing Texas and Bride TV, so I acted



           19  as the CFO for --



           20       Q.  Did they -- did they sell bridal gowns?



           21       A.  No.  But bridal gown --



           22       Q.  Did they manufacture bridal --



           23       A.  -- retailers would present -- no.  All they



           24  did, they do a TV show about brides.



           25       Q.  Did you come across -- strike that.
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            1                Did you deal in your capacity working with



            2  that company with the valuation of bridal gowns?



            3       A.  No.



            4       Q.  And in your prior position as public service



            5  director for the Finance Commission of Texas from 1994



            6  to 2000, did you deal in any capacity with selling



            7  bridal dresses?



            8       A.  Savings and loans, but not bridal dresses.



            9                MR. FREEMAN:  Let the record reflect a



           10  moment of levity.



           11       Q.  Did you render any opinions about the value of



           12  bridal dresses in your capacity there?



           13       A.  No.



           14       Q.  In your positions prior to that, is it fair to



           15  say, sir, that you did not -- you were not involved in



           16  the sale or purchase of bridal dresses nor rendering a



           17  valuation opinion on bridal dresses?



           18       A.  Correct.



           19       Q.  Mr. Hastings, how many times have you testified



           20  for the Government?



           21       A.  Twenty-nine, 30 times.



           22       Q.  Are those all tax cases?



           23       A.  Yeah, they would all be tax-related cases, yes.



           24       Q.  And is that in the last four years, or is



           25  that -- is that longer?
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            1       A.  No, that's longer.  Seven years.



            2       Q.  How many times have you testified for a



            3  taxpayer against the Government?



            4       A.  I have represented taxpayers.



            5       Q.  Have you ever testified for a taxpayer against



            6  the Government?



            7       A.  I have worked with them against the Government,



            8  but none of my cases went to court.



            9       Q.  Okay.



           10       A.  They all settled.  I take tax cases that I know



           11  I can win.



           12       Q.  But you've never testified against the



           13  Government in a tax case.



           14       A.  I testified against the Department of Defense.



           15       Q.  In a tax case?



           16       A.  In -- no.



           17       Q.  Have you ever testified against the Department



           18  of Justice?



           19       A.  Department of Justice was the attorneys for the



           20  Department of Defense.



           21       Q.  Okay.



           22       A.  So yes, I have testified against the Department



           23  of Justice.



           24       Q.  Ever against the Department of Justice Tax



           25  Division?
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            1       A.  No.



            2       Q.  Do you -- do you charge the same rate to the



            3  Government to serve as an expert that you serve -- that



            4  you charge to civil parties?



            5       A.  We charge the Government a flat $290, all level



            6  of staff.



            7       Q.  What do you charge to private parties?



            8       A.  Insurance defense, there's -- we charge a scale



            9  that goes from -- sometimes, depending on the nature of



           10  the project, $420 for a principal down to 105 for lower



           11  staff, so it's a graduated scale.



           12       Q.  But your rate in a case testifying for the



           13  Government is $290?



           14       A.  For all --



           15       Q.  Your rates specifically, your time.



           16       A.  My rate, my --



           17       Q.  Is that correct?



           18       A.  -- manager's rate, my associates' rates that's



           19  worked on this project.



           20                MR. FREEMAN:  Strike as nonresponsive.



           21       Q.  Is your --



           22       A.  Yes.



           23       Q.  -- rate $290 --



           24       A.  Yes.



           25       Q.  -- when you work for the Government?
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            1                And your rate when you work for a private



            2  party is generally $420?



            3       A.  Well, I mean, it could range from 390 to 420.



            4       Q.  Okay.



            5       A.  Depending on the nature of the project.



            6       Q.  Okay.  Have you ever failed to qualify or been



            7  disqualified by a judge in any case?



            8       A.  No.



            9       Q.  How much time do you spend serving as an expert



           10  witness?



           11       A.  About 25.



           12       Q.  What do you do besides that?



           13       A.  I do valuations for financial reporting.  A lot



           14  of my clients are hedge funds.  I do valuations for



           15  mergers and acquisitions.  A lot of my clients are



           16  referred to me by attorneys that need a fairness opinion



           17  on a transaction.  I do a lot of valuations for estate



           18  and gift and shareholder buyouts, shareholder stock



           19  options for private companies.  We do a lot of purchase



           20  price allocations, which are becoming very interesting



           21  nowadays because you are focusing more on the tangible



           22  inventory because of the accelerated write-off rules.



           23  Are you following me?



           24       Q.  Uh-huh.



           25       A.  So trying to get it out of goodwill and into
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            1  the tangible, so that's when you're specifically looking



            2  more at property plant equipment; inventory, if that



            3  needs to be written up; and those kind of items, because



            4  once we can write that tangibles up, then you get better



            5  tax benefits now.  So --



            6       Q.  That was --



            7       A.  -- business consulting, we do -- we have a lot



            8  of businesses that we'll go in and analyze performance



            9  metrics, inventory turn, inventory sale.  I mean, we --



           10  we take a look, we know -- we research and we know what



           11  their industry should be, what their inventory should be



           12  turning at, and we assist them in identifying these



           13  metrics and then working with them operationally to



           14  figure out how to move the metrics to a more positive



           15  financial position for them.



           16                MR. FREEMAN:  Objection, nonresponsive.



           17       Q.  I want to talk about your preparation for this



           18  deposition, specifically, any oral information that



           19  you've received related to this case.  Did you obtain



           20  any information about this case orally?



           21       A.  I'm sure I did.



           22       Q.  From who did you obtain that information and



           23  when?



           24       A.  It would've been from US counsel.



           25       Q.  Do you know who that was specifically?
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            1       A.  Mr. Curtis Smith.



            2       Q.  The one and only?



            3       A.  The one and only.



            4                MR. FREEMAN:  Let the record reflect



            5  another moment of levity.



            6       Q.  What information was obtained?



            7       A.  Status of the depos, what was covered in a depo



            8  briefly.  Didn't give me the depos to read because I did



            9  not look at those.  I don't know, where he thought the



           10  case was going.  I mean, you know.



           11       Q.  Did you discuss where he thought the case was



           12  going?



           13       A.  No.  I mean, what the -- what the timing of



           14  things were, what -- you know.



           15       Q.  Where did he believe the case was going?



           16       A.  To court.  It wasn't going to be settled.  I



           17  wasn't sure I --



           18       Q.  What other information did he give you?



           19       A.  Oh, I don't recall.



           20       Q.  Did he give you any information relating to the



           21  inventory?



           22       A.  Me information related to the inventory?



           23       Q.  Yes, sir.



           24       A.  No.  Just the documents.



           25       Q.  What were you told about those documents?  Or
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            1  was it all in writing?



            2       A.  It was all in writing.



            3       Q.  There's no --



            4       A.  I read the same thing.  He didn't have any more



            5  information than what the documents said than I did.



            6       Q.  There's no oral information given?



            7       A.  No.  He told me about the IRS seizure, but



            8  that's all written down also.



            9       Q.  Did you make any notes or records of this



           10  information?



           11       A.  No.



           12       Q.  So nothing written?



           13       A.  No.



           14       Q.  You've done this before.



           15       A.  Yes.



           16       Q.  What did you do to prepare for this deposition?



           17       A.  I met with Mr. Curtis, and he -- on Monday, and



           18  he asked me some questions about my report and how to



           19  tie out some things, and I realized that I needed to



           20  create a section "I" so we could tie it out.  We just



           21  talked about my report.  We talked about it.



           22       Q.  Did you talk about any weak points in the



           23  report?



           24       A.  There are no weak points in the report.



           25       Q.  Were there any concerns about any positions
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            1  stated in the report?



            2       A.  Mr. Smith had no concerns.



            3       Q.  Did anyone else?



            4       A.  The only people that read my report were my



            5  staff, my partner.



            6       Q.  And --



            7       A.  He's the only one external other than you



            8  that have read the report.



            9       Q.  Not another attorney that -- from DOJ?



           10       A.  No.  Not that I know of.  Nobody -- no other



           11  attorney discussed it --



           12       Q.  Not that -- I guess I'm asking that you've



           13  discussed it with --



           14       A.  No.



           15       Q.  -- in any way.



           16                Was that the only preparation session that



           17  you had?



           18       A.  Yeah.



           19       Q.  How long did that last?



           20       A.  Less than two hours.



           21       Q.  Were you shown any other documents?



           22       A.  Not that I recall.



           23       Q.  Did you ask any questions during that session?



           24       A.  Well, I asked questions about Jason B. Freeman.



           25  I wanted to know your profile, I wanted to know --
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            1       Q.  Expect you got glaring answers.



            2       A.  I wanted to know how you did your other



            3  depositions, what were your -- what was your demeanor,



            4  what was . . .



            5       Q.  While I've got your under oath, what bad things



            6  did Counsel say about me?



            7                MR. SMITH:  Objection.  I instruct you not



            8  to answer.  No.  Just kidding.  We'll let the record



            9  reflect --



           10                MR. FREEMAN:  Won't hurt Counsel's



           11  feelings.



           12                MR. SMITH:  Let the record reflect another



           13  moment of levity.



           14                MR. FREEMAN:  Strike that one.



           15       Q.  Did you discuss what questions you could expect



           16  during this deposition?



           17       A.  Yeah.  But I was more like, Is he going to ask



           18  me about this?  He going to be asking me about that?



           19  What -- you know.



           20       Q.  What were those --



           21       A.  Oh, I don't know.



           22       Q.  -- general topics?



           23       A.  I don't recall specifically, but generally, you



           24  know, why forced liquidation?  (Inaudible.)



           25                THE REPORTER:  I'm sorry.  I couldn't --
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            1                THE WITNESS:  Forced liquidation value, why



            2  did you use forced liquidation value.



            3       A.  We talked about polyethylene bags and



            4  preservation of dresses and how it's -- I think we had



            5  some levity on some of the research done with clothing



            6  stored in polyethylene bags as being very detrimental to



            7  the clothing.



            8       Q.  Did you discuss how to answer any questions



            9  about your qualifications as an expert?



           10       A.  Not at all.



           11       Q.  Any other questions about your methodology or



           12  your conclusions?



           13       A.  No.  Because he'd already read the report and



           14  we have already talked about the report before that over



           15  the phone.



           16       Q.  Did Counsel provide you any theory of their



           17  case?



           18       A.  (Moving head side to side.)



           19       Q.  No?



           20       A.  Keep me in my little box, okay?  That's what



           21  they do.  Just want this, okay?



           22       Q.  But your answer was a -- was a no?



           23       A.  No.



           24       Q.  Okay.



           25       A.  My theory is --
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            1       Q.  Laid out here?



            2       A.  -- give my opinion on what I think the value of



            3  the inventory is on a forced liquidation basis based on



            4  my experience in valuation.



            5       Q.  Were you -- were there any specific discussions



            6  about the scope of your assignment?



            7       A.  No.  The scope of the assignment is worked up



            8  during the contract phase.



            9       Q.  Okay.  Let me ask you some questions about



           10  that.  What do you perceive as your purpose and function



           11  in this case?



           12       A.  To give my opinion of the value of the



           13  inventory on a forced liquidation basis.



           14       Q.  And that's it?



           15       A.  (Moving head up and down.)



           16       Q.  Is that a yes?



           17       A.  Yes, it was.



           18       Q.  So I'm going to ask you kind of again sort of



           19  the same question, but define precisely what you were



           20  engaged to provide an opinion on.



           21       A.  The value of the inventory.  Of the dress



           22  inventory.



           23       Q.  Based upon anything in particular?  Any



           24  particular standard?



           25       A.  Forced liquidation.
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            1       Q.  So the value of the inventory based upon a



            2  forced liquidation value?



            3       A.  Yes.



            4       Q.  And that's what your opinion specifically



            5  provides, an opinion on the forced liquidation value of



            6  the inventory?



            7       A.  Yes.



            8       Q.  You do not provide an opinion with respect to



            9  the value of the inventory under a different standard.



           10  Is that correct?



           11       A.  No, I do not.



           12       Q.  So if a different standard were applicable,



           13  your opinion would not speak to it.



           14       A.  Not this opinion, no.



           15       Q.  If, for example, fair market value were the



           16  applicable standard, your opinion does not address that



           17  standard.



           18       A.  Fair market value defined as?  Under what



           19  methodology?



           20       Q.  Well, let's just assume for sake of this



           21  question fair market value as defined by the American



           22  Society of Appraisers.



           23       A.  Fair market value for a going concern?



           24       Q.  Fair market value of the inventory.



           25       A.  On a going concern basis?  On an orderly
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            1  liquidation basis?  On a -- there's very --



            2       Q.  Would it be fair for me to venture that the



            3  answer to all of those is no, those were not the scope



            4  of your opinion?



            5       A.  No, those are not the scope of my opinion.



            6       Q.  So you weren't --



            7       A.  I'm prepared to give an opinion on -- I'm not



            8  prepared at this time to give an opinion on it, but I



            9  could.



           10       Q.  Your opinions that you've provided and been



           11  engaged to provide in this case do not provide an



           12  opinion about the fair market value on any of those



           13  other bases.



           14       A.  On an orderly liquidation basis?



           15       Q.  Correct.



           16       A.  No.  On a in -- continued use?



           17       Q.  Correct.



           18       A.  On a going concern business?



           19       Q.  Yes, sir, correct.



           20       A.  No.



           21       Q.  In fact, then, you provide no opinion about the



           22  fair market value of the assets, only about the forced



           23  liquidation sale value; is that correct?



           24       A.  That's what this report does.



           25       Q.  So your opinion does not provide a fair market
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            1  value of the inventory.  Correct?



            2       A.  My opinion does provide a fair market value of



            3  the inventory based on forced liquidation.



            4       Q.  So it provides a forced liquidation value; is



            5  that right?



            6       A.  Fair market value.



            7       Q.  Now, is that how the American Society of



            8  Appraisers defines fair market value?



            9       A.  Fair market value, it depends on -- yeah,



           10  you --



           11       Q.  That is?



           12       A.  Depending on -- they don't define --



           13       Q.  Or does it --



           14       A.  They don't fine -- define fair market value as



           15  a particular circumstance, okay?  Fair market value can



           16  be defined in many -- in different circumstances.



           17       Q.  Let me ask you if this definition is correct as



           18  you understand the American Society of Appraisers to



           19  define the phrase "fair market value."  "A professional



           20  opinion of the estimated most probable price expressed



           21  in terms of currency to be realized for property in an



           22  exchange between a willing buyer and a willing seller



           23  with equity to both, neither being under any compulsion



           24  to buy or sell, and both parties fully aware of all



           25  relevant facts as of the effective date of the appraisal
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            1  report."



            2       A.  I'm very familiar with that.



            3       Q.  Now, that is the definition of fair market



            4  value.



            5       A.  Right.



            6       Q.  Correct?



            7       A.  For that, under no compulsion --



            8       Q.  And you have not --



            9       A.  -- to sell.



           10       Q.  -- provided a definition under that standard of



           11  the inventory, correct?



           12       A.  I have not.  So that --



           13       Q.  So the questions I asked before -- without



           14  hedging, the questions that I asked before, your answer



           15  to those is you have not provided a valuation of the



           16  fair market value as defined by the American Society of



           17  Appraisers with respect to the inventory.



           18       A.  On a going concern basis.



           19       Q.  You have not --



           20       A.  I have not.



           21       Q.  -- correct?



           22                In fact, you have not provide -- you have



           23  not provided an opinion of the fair market value as



           24  defined by the American Society of Appraisers with



           25  respect to the assets on a going basis or nongoing
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            1  basis, correct?



            2       A.  I have not on a -- on a going basis I have not.



            3       Q.  What about a nongoing basis?



            4       A.  This was a nongoing basis forced liquidation.



            5       Q.  So you have provided an opinion of the forced



            6  liquidation value, correct?



            7       A.  Yes.



            8       Q.  But not the fair market value as defined by the



            9  American Society of Appraisers.



           10       A.  On a going concern basis, no.



           11       Q.  I'm going to ask the question, but I'm going to



           12  ask that you answer it as a yes or no.  Have you



           13  provided a fair market value valuation of the inventory?



           14                MR. SMITH:  Objection, form.



           15                You can answer.



           16       A.  Just yes or no?



           17       Q.  Yes, sir.



           18       A.  Not under those strict definition terms.



           19       Q.  And you've not been engaged to determine the



           20  fair market value of the inventory as defined by the



           21  American Society of Appraisers; is that correct?



           22       A.  You need to dig a little bit deeper into the



           23  American Society of Appraisers and look at other



           24  definitions, particularly orderly liquidation or . . .



           25       Q.  I want to get to those.  Why don't you tell me
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            1  what the other valuation standards are.



            2       A.  Well, there are guidelines set out by various



            3  appraisal associations, okay?



            4       Q.  What are these?



            5                MR. FREEMAN:  Let the record reflect the



            6  deponent is reviewing his report.



            7       A.  Turn to H-56.  Okay.  I'm sorry.  H-53 where it



            8  starts.



            9       Q.  Okay.



           10       A.  Okay.  This is the Key Auctioneer appraisal



           11  guidelines, okay?  So it -- if you turn to H-55, you see



           12  it talks about fair market value -- are you at H-55?



           13       Q.  Yes, sir.



           14       A.  -- fair market value, in-place use, orderly



           15  liquidation.  Turn the page, and you get forced



           16  liquidation.



           17       Q.  So Key Auctioneers, is this a recognized --



           18       A.  Yes.



           19       Q.  -- authority in the industry?



           20       A.  Yes.



           21       Q.  And they have a specific definition with



           22  respect to fair market value; is that correct?



           23       A.  Yeah.  If you notice that the definition of



           24  fair market value on -- is almost identical to the



           25  American institute of appraisers, okay?
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            1       Q.  And that, in fact, is industry standard



            2  across --



            3       A.  Correct.  And then so --



            4       Q.  -- most of the authorities?



            5       A.  -- you see in-place use and then you see



            6  orderly liquidation and you see forced liquidation.



            7       Q.  So each of these are basically different



            8  potential perspectives or models of what value might



            9  mean.



           10       A.  Correct.



           11       Q.  But each is their own standalone, basically,



           12  methodology or approach, correct?



           13       A.  Right.



           14       Q.  So fair market value is one, in-place use,



           15  orderly liquidation value, and forced liquidation value,



           16  and there may perhaps be other types of methodology.



           17       A.  Yes.



           18       Q.  According to the definitions listed here on



           19  page H-55, you have not rendered an opinion specifically



           20  with respect to that definition reflected of fair market



           21  value, correct?



           22       A.  I have not.



           23       Q.  Do you understand how your opinion will be used



           24  in this litigation?



           25       A.  For determining damages.
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            1       Q.  Not whether a standard was breached?  Do you



            2  understand whether it will be used to determine whether



            3  a particular standard was breached?



            4       A.  What kind of standard are you talking about?



            5       Q.  Do you -- ask it more broadly.  Do you



            6  understand if it will be used to determine whether there



            7  was a violation by IRS employees?



            8                MR. SMITH:  Objection, form.



            9       A.  No.



           10       Q.  It's okay if you don't.



           11       A.  I don't know.



           12       Q.  Okay.  But nothing's been told to you about



           13  that, only that it will be used to determine damages, as



           14  far as you know?



           15       A.  Well, I've read the motions, the pleadings, so



           16  I know that there's allegations against the IRS.



           17       Q.  Did you personally do all of the work on your



           18  opinions?



           19       A.  No.  I had a staff person -- had a staff person



           20  enter in -- if you look at the sheets, these are all



           21  Tone's sheets.



           22       Q.  You didn't enter those yourself?



           23       A.  No, I didn't enter those myself.  And if you



           24  look on the Schedule Cs in Section B -- let's turn to --



           25  so those would be pages B, dash -- nope, nope -- B,
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            1  dash, 9 through --



            2       Q.  You had staff enter these schedules in based



            3  on --



            4       A.  Yeah.  These were -- this is -- this is



            5  interesting because this section, which in the report it



            6  refers as the "C" section, okay?  But it's -- you'll see



            7  it up here at B-9 at the bottom.  See that?



            8       Q.  Yes, sir.



            9       A.  You at that, B-9?



           10                Okay.  What's interesting is these were the



           11  ones on the handwritten notes that matched Tone's Excel



           12  spreadsheet, okay?



           13       Q.  Okay.



           14       A.  So the name, the number.  And what the value of



           15  this was is the handwritten notes indicated the



           16  recommended retail price but also the wholesale price



           17  they paid for it.



           18       Q.  Yes, sir.



           19       A.  Okay.  So what my staff did is she went in and



           20  looked at this list, took it to Tone's -- more



           21  importantly took Tone's to find this list, okay?  And so



           22  all of these were on Tone's list, okay?  But what was



           23  valuable about this is it told me what the difference



           24  between the -- what the markup was.



           25       Q.  You could see the markup.
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            1       A.  I could see the markups.  So I knew the other



            2  expert report was wrong because it wasn't a flat



            3  50 percent markup across the board; in fact, the markups



            4  were more like 40 percent or -- so it wasn't . . .



            5       Q.  Your statement that it was wrong assumes that



            6  this accounts -- this spreadsheet that you're referring



            7  to accounts for all of the inventory in the store,



            8  correct?  As a logical matter to be correct.



            9       A.  If Tone's -- if Tone's inventory in the store



           10  is correct -- because remember, we took this back to



           11  Tone's inventory, okay?  And we were able to find the



           12  majority of that on here.  But the value of it's just it



           13  told us what the cost was.  The wholesale cost.



           14       Q.  But your statement that it was wrong assumes



           15  that the spreadsheets you're looking at account for all



           16  of the inventory that was in the store.



           17       A.  Does -- I assume that Tone's listing accounted



           18  for all the inventory in the store --



           19       Q.  And --



           20       A.  -- so that what we did --



           21       Q.  Correct.



           22       A.  Is -- and that's my assumption, that Tone's



           23  inventory listing accounted for all the inventory in the



           24  store.



           25       Q.  And if, in fact, there was a significant amount
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            1  of additional dresses that are not reflected on that



            2  inventory, your opinion does not account for those.



            3       A.  No.



            4       Q.  And your opinion about Ms. Bonfield's expert



            5  report does not account for that assumption, that there



            6  may be additional dresses not reflected on the



            7  spreadsheet she referenced.



            8       A.  I don't -- I don't think I'd go that far.  All



            9  I know is Ms. Bonfield just took Tone's number of retail



           10  value and applied 50 percent to it, did no research, no



           11  analytics.



           12       Q.  Based her opinion upon her years of experience



           13  in the industry; is that correct?



           14       A.  Yeah, I --



           15       Q.  That your understanding?



           16       A.  I have no opinion on what that is.  This -- I



           17  took as analytical approach as I could.



           18       Q.  Understood.  Your approach also assumes that



           19  the wholesale values reflected in the handwritten notes



           20  did not change over time as dresses were reordered.



           21       A.  They're very product-specific.  I would -- as a



           22  forensic accountant, I would say --



           23       Q.  But I'm asking --



           24       A.  -- these --



           25       Q.  -- if that's your assumption.
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            1       A.  My assumption is that these are probably



            2  accurate or probably very accurate, okay?  This -- this



            3  is painstaking work done right here.  People don't do



            4  painstaking work like this if it's not accurate, okay?



            5  It's just -- it's just too -- and I've seen a lot of



            6  documents.  And I know when to call BS on certain



            7  documents and when to not call BS.  I don't think this



            8  is a BS document.



            9       Q.  Okay.  So who else helped in preparing your



           10  report?



           11       A.  A staff person, data guy, intern, Mital Gupta;



           12  an associate, junior associate, Erin Buck; and then a



           13  manager, Brandon James.



           14       Q.  How many drafts were there of your report?



           15       A.  We don't keep drafts; we just keep overriding.



           16       Q.  Did you receive any written comments from



           17  anyone about your draft reports?



           18       A.  No.



           19       Q.  Did you reach any conclusions that did not make



           20  it into your final report?



           21       A.  My report -- such as?



           22       Q.  Did you render any conclusions during this



           23  process that are not reflected in this final report?



           24       A.  I mean, I have my opinions of the taxpayer from



           25  what I've analyzed here.  Do you mean opinions --
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            1       Q.  No.



            2       A.  -- related to the taxpayer?



            3       Q.  Not of the taxpayer, but with respect to the



            4  inventory.



            5       A.  Oh, other conclusions outside this?



            6       Q.  Correct.



            7       A.  No.



            8       Q.  Were you asked to give your opinion on any



            9  topics that are not addressed in the final report?



           10       A.  No.



           11       Q.  Are you willing and able to state all of your



           12  opinions during this deposition that you will express at



           13  trial?



           14       A.  Yes.



           15       Q.  What are the opinions that you have formed in



           16  this case?



           17       A.  It is my opinion that the concluded range of



           18  value based on a forced liquidation methodology is



           19  between 15,000 to $41,000.



           20       Q.  Is that the opinion -- the only opinion you



           21  will express at trial?



           22       A.  Unless asked to issue another separate opinion



           23  I will.



           24       Q.  Okay.  Ask you about my expert in this case, or



           25  experts.  Would you agree that my expert is qualified to
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            1  ask -- to offer the opinion that she has offered,



            2  Ms. Bonfield?



            3                MR. SMITH:  Objection, form.



            4       A.  I have no opinion on that.  That's a legal --



            5  that's a legal issue.



            6       Q.  Talk a little bit about the valuation method.



            7  You've not been asked to give an opinion as to whether



            8  the IRS was justified in conducting a seizure in this



            9  case?  Is that correct?



           10       A.  I did -- I have -- well, I did review the



           11  process.  And that's -- I did not say whether it was



           12  justified or not, but just that the process.



           13       Q.  Do you have an expert opinion as to whether or



           14  not the IRS was justified in conducting a seizure?



           15       A.  I do not understand the -- I have not -- I do



           16  not understand the legal issues involved of what their



           17  authority was, so I do not have any opinion on



           18  justification.



           19       Q.  You're not opining on whether they satisfied



           20  the standards necessary to conduct a seizure, correct?



           21                MR. SMITH:  Going to object to form and



           22  foundation.



           23                But you can answer.



           24       A.  No.



           25       Q.  And you are not opining on whether they
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            1  satisfied the standards necessary to conduct a



            2  perishable goods seizure or sale, correct?



            3                MR. SMITH:  Same objections.



            4                You can answer.



            5       A.  Well, I did recognize that they had six months'



            6  notice on the board.



            7       Q.  Let me ask this another way.  There are



            8  specific requirements necessary in order to conduct a



            9  perishable goods seizure or sale.



           10       A.  I am not aware of those.



           11       Q.  And you're not providing an opinion on whether



           12  those were specifically complied with.



           13       A.  No, I am not.



           14       Q.  Was your valuation solely focused on the



           15  inventory items of Tony and Mii's?



           16       A.  Yes.



           17       Q.  And is the forced liquidation value standard



           18  the only method by which to value inventory?



           19       A.  No.  I think we reviewed several methods in the



           20  back earlier.



           21       Q.  And you opined on the forced liquidation value



           22  of that inventory because that was the assignment given



           23  to you, correct?



           24       A.  Correct.



           25       Q.  You don't opine on which standard is
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            1  applicable.



            2       A.  No.



            3       Q.  Or which is appropriate.



            4       A.  No.



            5       Q.  Only that based on the assumptions and



            6  methodology set forth in your opinion, the forced



            7  liquidation value is between 15,000 and $41,000?



            8       A.  Yes.



            9       Q.  How does forced liquidation value compare to



           10  orderly liquidation value or fair market value?



           11       A.  Okay.  Let's go back to the premise of the



           12  definition of orderly liquidation --



           13       Q.  Okay.



           14       A.  -- and just read that and then we can talk



           15  about the components of it.  So that would be on H-56.



           16  No, H-55.  (As read) "Orderly liquidation value:  A



           17  professional opinion of the estimated most probable



           18  price expressed in terms of currency and the subject of



           19  the equipment could typically realize at a privately



           20  negotiated sale, properly advertised, professionally



           21  managed, by a seller to obtain over an extended period



           22  of time, usually time is 6 to 12 months, as of the



           23  effective date of the appraisal.  Further, the ability



           24  of the assets or groups to draw sufficient prospective



           25  buyers to ensure competitive offers is considered.  All
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            1  assets are to be sold piecemeal as-is basis, purchaser



            2  responsibility -- purchaser responsibility of removal.



            3  Any deletions or additions of assets could . . . and



            4  monetary appeal are necessary to gain the price



            5  indicated."



            6       Q.  Which page is that definition contained on?



            7       A.  H-55.



            8       Q.  And is that the definition provided by the



            9  American --



           10       A.  Well, that's the appraisal --



           11       Q.  -- Society of Appraisers?



           12       A.  -- Key Auctioneers, which is another



           13  authoritative source.



           14       Q.  So let me ask you if the definition I'm about



           15  to read is your understanding of the definition of



           16  orderly liquidation value provided by the American



           17  Society of Appraisers, and that is:  "An opinion of the



           18  gross amount expressed in terms of money that typically



           19  could be realized from a liquidation sale given a



           20  reasonable period of time to find a purchaser or



           21  purchasers with the seller being compelled to sell on an



           22  as-is where-is as of specific date."



           23       A.  Yes.  I think the only difference between that



           24  and this might be that this one says that it usually



           25  takes 6 to 12 months; that says reasonable period of
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            1  time.  I think the other is --



            2       Q.  So I recognize that both may be relevant and



            3  helpful, but I do want to make sure we're comparing



            4  apples to apples, because you have provided a definition



            5  of forced liquidation value, and you have rendered your



            6  opinion based on a definition of forced liquidation



            7  value that is taken from the American Society of



            8  Appraisers; is that correct?



            9       A.  I used the forced liquidation value of the



           10  appraisal Key Auctioneers society.



           11       Q.  I want to ask you why you have provided a



           12  definition of the term of "forced liquidation value" on



           13  page 1 -- strike that.



           14                On page 1 of your report, you have stated:



           15  "For purposes of this analysis, forced liquidation value



           16  is defined by the American Society of Appraisers as the



           17  price that would be realized from a properly advertised



           18  and conducted public auction with the seller being



           19  compelled to sell with a sense of immediacy on an as-is



           20  where-is basis as of a specific date."



           21                Is that the standard that you are opining



           22  upon today?



           23       A.  Yes.  And I also went to the definition of the



           24  auctioneers of that, so you --



           25       Q.  Which definition have you used in rendering
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            1  your opinion?



            2       A.  The definition I list here.  They're



            3  essentially the same definition.



            4       Q.  So let's kind of put the technicalities of the



            5  definitions aside for purposes of this question.  I just



            6  want to know, how does forced liquidation value compare



            7  to orderly liquidation value or fair market value?



            8       A.  Forced liquidation, everything goes on an



            9  auction basis; and orderly liquidation, you're given



           10  time.  My experience with -- sometimes with orderly



           11  liquidation, you have costs involved in orderly



           12  liquidation, so you have the management cost of



           13  liquidating the inventory; you have the holding costs,



           14  the rent, the space of the inventory; you have maybe



           15  other expenditures in there.  So even though you might



           16  be able to get two or three times the price under an



           17  orderly liquidation, you have costs involved in the



           18  orderly liquidation.  And oftentimes by the time you



           19  take out all those costs, you end up less than you would



           20  get in a forced liquidation.  That's why companies ask



           21  us to analyze certain things based on forced or orderly,



           22  based on time and holding costs, so --



           23       Q.  Do the definitions of forced liquidation or



           24  orderly liquidation value or fair market value as



           25  expressed by the American Society of Appraisers or those
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            1  definitions --



            2       A.  Okay.



            3       Q.  -- contained at page H-55 through H-57 of your



            4  report take the costs into account in terms of the



            5  defined values?



            6       A.  The forced liquidation I do not take in account



            7  any costs.



            8       Q.  What about with respect to orderly liquidation



            9  value?



           10       A.  What would those costs be, are you asking me?



           11       Q.  Are those factored into the definition of



           12  orderly liquidation value?  And please feel free to --



           13       A.  Well -- yeah.  Those aren't factored into that



           14  definition.  I just know that there's costs involved in



           15  orderly liquidations because I've valued them.



           16       Q.  Given the circumstances of this sale -- strike



           17  that.



           18                MR. FREEMAN:  Object, nonresponsive.



           19       Q.  Given the circumstances of this sale, would an



           20  orderly liquidation value be appropriate?



           21                MR. SMITH:  Objection, form and foundation.



           22                You can answer.



           23       A.  I have no opinion on that.



           24       Q.  Why is that?



           25       A.  I think that's a legal question, isn't it?  Do
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            1  the facts and circumstances indicate that an orderly



            2  liquidation should've been used?  I don't know.  I don't



            3  have an opinion on that.



            4       Q.  So you render no opinion on the appropriate



            5  standard that should be applied, valuation standard.



            6       A.  For this circumstances?



            7       Q.  Correct.  For the circumstances of this case.



            8       A.  Of this case.



            9       Q.  Yes, sir.



           10       A.  No, I have no opinion.



           11       Q.  Why is it that you cannot say that an orderly



           12  liquidation value might be appropriate?



           13                MR. SMITH:  Objection to form and



           14  foundation.



           15                But you can answer.



           16       A.  I don't know.  I mean, it's -- do the facts and



           17  circumstances say that an orderly liquidation should've



           18  occurred?



           19       Q.  Correct.  That's the question.



           20       A.  You know, it was given to me that the facts --



           21  I was told to assume that the facts and -- did not give



           22  opinion that an orderly liquidation could occur.



           23       Q.  So the Department of Justice only wanted an



           24  opinion based upon the forced liquidation value of the



           25  inventory.
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            1       A.  That's correct.



            2       Q.  In your report, you state that, "Due to the



            3  nature of the company and the events occurring as of the



            4  valuation date, we relied on the forced liquidation sale



            5  for the subject interest."



            6                What did you mean by "the nature of the



            7  company and the events occurring as of the valuation



            8  date"?



            9                MR. SMITH:  I'm sorry.  Which page was



           10  that?



           11                MR. FREEMAN:  Strike that question.  We'll



           12  come back to that.



           13       Q.  You performed a valuation of the inventory as



           14  of a date in 2015; is that correct?



           15       A.  Yes.



           16       Q.  You based your analysis on tax returns from



           17  2005 through 2010?



           18                MR. SMITH:  Objection, form.



           19       Q.  In part?



           20       A.  Based my other analysis based on tax returns



           21  that were available or even -- that were available.



           22       Q.  Would you agree that you did not have the most



           23  relevant financial data to perform a valuation?



           24       A.  What do you mean "a valuation"?



           25       Q.  The valuation that you performed in this case.
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            1                MR. SMITH:  Objection, form.



            2       Q.  Would you agree that you did not have the most



            3  relevant financial data in order to perform the



            4  valuation you performed in this case?



            5       A.  Define "most relevant."



            6       Q.  Well, I ask this in the context of --



            7       A.  I mean, I'm looking at the inventory, right?



            8  So the context of the inventory.



            9       Q.  Let me ask you, then, please explain to me



           10  every way in which the taxpayers' Form 1120 tax return



           11  was relevant to your analysis.



           12       A.  Well, the inventory in the Tone spreadsheets,



           13  you know, would indicate higher in those years than what



           14  they reported on their federal tax returns.



           15       Q.  So how were these tax returns relevant, or were



           16  they not helpful at all?



           17       A.  No.  They're a data point.  They're information



           18  what they're testifying, particularly the property tax



           19  forms, which are more relevant.  They go up through



           20  2014.



           21                MR. FREEMAN:  Strike as nonresponsive.



           22  Object as nonresponsive.



           23       Q.  I'm asking specifically about the federal



           24  income tax returns Form 1120.



           25       A.  They are less important, okay, but they are a
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            1  relevant data point.



            2       Q.  Did they play a significant role in your



            3  analysis?



            4       A.  They played a role as a relevant data point.



            5       Q.  If you removed them from your analysis, would



            6  your valuation or opinion change?



            7       A.  No.



            8       Q.  Same question with respect to Tony and Mii, the



            9  individuals' federal tax return Form 1040s that you



           10  reviewed.  If you removed those from your analysis,



           11  would it change your opinion or valuation?



           12       A.  No.  I mean, the personal tax returns --



           13       Q.  Yes, sir.



           14       A.  -- for the -- whatever years --



           15       Q.  The individuals.



           16       A.  -- they filed them?



           17                Those only indicated that the business was



           18  not a going concern.



           19       Q.  So that was really the only way those were



           20  relevant to your analysis.



           21       A.  Just indicate that the business was not a going



           22  concern.



           23       Q.  Okay.  What about state franchise tax returns?



           24  Did you review those or -- do you recall?



           25       A.  Yeah.  They -- but the problem with those is
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            1  they didn't match the federal tax returns because you



            2  only have to report the revenue in the state, so they



            3  could've -- Tony and Mii, I didn't see -- they may have



            4  had revenues from Arkansas or Oklahoma, and they didn't



            5  report those on their franchise tax returns.



            6       Q.  Okay.  So those franchise tax returns weren't



            7  particularly relevant to your analysis; is that right?



            8       A.  Huh-uh.



            9       Q.  What about state sales tax returns?



           10       A.  No.



           11       Q.  Not particularly --



           12       A.  No.



           13       Q.  -- relevant to your analysis?



           14                The county property reports that you



           15  referenced, were those -- if you removed those from your



           16  analysis, would they change your opinions or valuations?



           17       A.  I like the property tax returns.  I think



           18  they're a relevant data point.  More than the federal



           19  tax returns.



           20       Q.  If you removed those from your analysis, would



           21  it change your opinion or valuation?



           22       A.  No, because my opinion that its range is



           23  between 15 and 41, which would encompass those.



           24       Q.  And as far as their usefulness as a data point,



           25  you have worked under the assumption that those
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            1  accurately reflect the inventory?



            2       A.  I'm working under the effect that they



            3  testified when they filed those returns and signed them



            4  that they accurately reflect it, but that doesn't



            5  necessarily -- my opinion.



            6       Q.  And you have not reviewed a property tax report



            7  from the year 2015, have you?



            8       A.  No, I have not.



            9       Q.  How exactly is the tax compliance of the



           10  Plaintiff relevant to the value of the inventory?  Or is



           11  it?



           12       A.  It's their statement of what they believe the



           13  value to be.



           14       Q.  So is it relevant to your analysis of the



           15  valuation of that inventory?



           16       A.  It is a data point, but it did not -- it did



           17  not -- did not --



           18       Q.  Ultimately --



           19       A.  -- encompass -- or ultimately result in my



           20  answer based on my individual analysis.



           21       Q.  And how are the rent payments or other



           22  obligations of the Plaintiff relevant to the valuation



           23  of the inventory?



           24       A.  It tells me it's not a going concern.



           25       Q.  And how does that impact your analysis?
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            1       A.  Well, it just -- it supports the fact that, you



            2  know, if these assets were -- there's nothing else to



            3  seize but the assets.



            4       Q.  Okay.



            5       A.  There's no intrinsic value.  You can -- there's



            6  no intangible value there.



            7       Q.  So I want to go to page 5 of your report in



            8  Exhibit 35.  And here under your Industry Outlook and



            9  Performance, you've stated that, "Bridal gown" -- or



           10  "Bridal store" -- let's see.  "The bridal stores



           11  industry grew 2.5 percent per year on average during the



           12  five years to 2015."



           13                How did this impact your analysis?



           14       A.  It just -- it just gives me an understanding of



           15  where the industry was going, what was happening in the



           16  industry, what had happened.



           17       Q.  Okay.



           18       A.  So this is sort of what has happened, and now



           19  they look at, you know, what they see out in the future.



           20       Q.  Okay.  In that same paragraph you state that,



           21  "According to the latest data available from the Knot's



           22  annual wedding survey, the average amount spent on



           23  welding gowns expanded from a low of $1,099 in 2010 to



           24  $1,357 in 2014.  This trend is expected to continue



           25  through 2015 with revenue rising 2.3 percent to

�

                                                                      64







            1  $4.3 billion during the year amid rising disposable



            2  income."



            3                How does this background information affect



            4  your analysis or opinion?



            5       A.  It's my understanding -- it helps me understand



            6  what's happening, but more importantly, other paragraphs



            7  also, I see the industry has some growth to it; however,



            8  there's a --



            9                MR. FREEMAN:  Object, nonresponsive.



           10       Q.  I'm asking specifically about these sentences I



           11  read here.



           12       A.  Yeah.  This is -- the industry's growing.



           13       Q.  You reflect that there's an average price for



           14  wedding gowns in 2014 of $1,357.  How did that impact



           15  your analysis?



           16       A.  It didn't.



           17       Q.  You did not take that into account?



           18       A.  No.



           19       Q.  Do you generally include information in a



           20  report that is not taken into account in your analysis?



           21       A.  It's background information.



           22       Q.  You also referenced rising revenues,



           23  2.3 percent projected increases in revenues.  How did



           24  that impact your analysis?



           25       A.  It didn't.
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            1       Q.  And on page 6, you stated that, "According to



            2  The Dessy Group, a manufacturer of bridesmaid,



            3  social" --



            4       A.  Can you point me to the paragraph?



            5       Q.  Yes, sir.



            6       A.  Page 6?  Okay.  Got it.



            7       Q.  "According to The Dessy Group, a manufacturer



            8  of bridesmaid, social occasion, flower girl, and social



            9  designation wedding gowns, bridesmaid dresses generally



           10  cost between $75 and $375, averaging at about $200 per



           11  dress."



           12                How did this information impact your



           13  analysis?



           14       A.  Oh, I could see that -- you know, we saw those



           15  costs, but those are -- I mean, it did not impact.



           16       Q.  And how did the average dress price of $200 in



           17  that category impact your analysis or opinion?



           18       A.  It's relevant data when you look at what some



           19  of these wholesale prices are for dresses, 148 to 395,



           20  so . . .



           21       Q.  They were in line with --



           22       A.  They were in line.  We haven't had too much



           23  inflation during, you know, 2010 to 2015.  There hasn't



           24  been much inflation.  So you don't -- you haven't seen



           25  an acceleration in pricing of the wholesale value of

�

                                                                      66







            1  these dresses, so this is sort of relevant.



            2       Q.  Okay.  On pages 5 and 6, you've referred to



            3  marriage trends, particularly among millennials.



            4       A.  Uh-huh.



            5       Q.  How did these trends affect the value of the



            6  inventory in 2015?



            7       A.  Again, this section is to get you an



            8  understanding of what's happening in the industry.  What



            9  it's telling me is these trends may have affected Tony



           10  and Mii as more and more millennials are not getting



           11  married, as more and more of the markets are going to



           12  online.  So I'm not seeing the standalone



           13  bricks-and-mortar -- it's not telling me that the



           14  standalone bricks-and-mortar have a huge future.  I



           15  mean, even David's Bridal went bankrupt last month



           16  because it has too heavy costs in bricks and mortar.



           17       Q.  We're talking about the value as of 2015,



           18  correct?



           19       A.  Correct.



           20       Q.  The data reflected in this Section 3 is



           21  national data, is it not?



           22       A.  Yeah.



           23       Q.  Have you made any adjustments whatsoever for



           24  regional differences?



           25       A.  No.  I don't think that'd be necessary.
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            1       Q.  Have you made any adjustments whatsoever to



            2  account for a particular socioeconomic group that may



            3  frequent Mii's Bridal?



            4       A.  No.



            5       Q.  But you don't believe those changes would have



            6  any impact?



            7       A.  No.



            8       Q.  Why is that?



            9       A.  Because Mii's Bridal was not a going concern.



           10       Q.  If you were to change that assumption and



           11  assume that Mii's Bridal was a going concern as it had



           12  been for the last 35 years, might those changes in



           13  information impact your valuation?



           14       A.  No.



           15       Q.  And do you know -- do you have an opinion on



           16  how regional differences in the North Dallas area or



           17  North Texas area or Dallas-Fort Worth area, how those



           18  might change the figures that are set forth in this



           19  national data you've provided?



           20       A.  No.



           21       Q.  And do you have any idea how focusing on a



           22  particular socioeconomic group might impact the data



           23  that you've set forth in this Section 3?



           24       A.  I did not analyze that.  But I could see Tony



           25  and Mii's was struggling.
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            1                MR. FREEMAN:  Objection, nonresponsive.



            2       Q.  You've spoken about -- or you've opined about



            3  dress preservation.  I believe your analysis starts on



            4  page 7 of your report or is contained on page 7.  What



            5  do you know about dress preservation?



            6       A.  Only what I've learned in this case and only



            7  what my wife has done with her wedding dress, okay?



            8       Q.  So you have a statement in this Section 3.2



            9  that --



           10       A.  There is no --



           11       Q.  -- "There has been no evidence" --



           12       A.  -- "no evidence" --



           13       Q.  -- "to show that the inventory at Tony and



           14  Mii's had been cleaned or stored in such a way as to



           15  minimize that amount of damage over time.  If the



           16  subject interest were not stored properly to lessen



           17  physical deterioration, a large discount to value would



           18  be warranted."



           19                First of all, what do you mean by "a large



           20  discount to value would be warranted"?



           21       A.  Well, according to the preservation industry,



           22  storing in polyethylene bags is really bad for a dress.



           23  And the longer and longer it's stored in there, the more



           24  and more the fibers of the dress are broken down, the



           25  elasticy [sic] is broken down, discoloration occurs, and
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            1  all of that.  So that's what -- that's what they're



            2  saying here.  And so I'm looking at what the



            3  preservation industry is saying.



            4                And let me -- we'll agree they're



            5  self-serving, aren't they?  That's what they're in the



            6  business of.



            7       Q.  Sure.



            8       A.  Okay.  So however, these dresses have been



            9  stored for a very long time in polyethylene bags as was



           10  evidenced by the pictures.



           11       Q.  So it's your understanding that these dresses



           12  in Mii's Bridal were stored in polyethylene bags?



           13       A.  The plastic bags, yes.  They were not cloth



           14  bags.



           15       Q.  Okay.  And so therefore you've come to the



           16  conclusion that the dresses were not in good condition?



           17       A.  I'm coming -- I'm coming to the conclusion that



           18  the preservation industry says that most likely you're



           19  going to have problems with those dresses.



           20       Q.  Did you, in fact, apply the large discount that



           21  you have referenced here in your analysis?



           22       A.  I applied the discounts based on the age of the



           23  product, how long it's been sitting on the shelf.



           24       Q.  Not its physical condition?



           25       A.  I am looking at the age on the shelf and
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            1  indicative of what the physical condition and



            2  obsolescence would be of that product.



            3       Q.  So the age is a proxy for the condition in your



            4  analysis, the physical condition.



            5       A.  Yes.



            6       Q.  So --



            7       A.  One of the proxies.



            8       Q.  And obsolescence.



            9       A.  And that the turnover ratio was very, very low



           10  on these products.



           11       Q.  Okay.  So the large discount that you have



           12  referenced here in paragraph 3.2, you did, in fact,



           13  apply that large discount to render your opinion.



           14                MR. SMITH:  Objection, form.



           15       A.  I applied -- this was only one of the factors



           16  to take into account, okay, not the factor.



           17       Q.  But did you, in fact, take this --



           18       A.  I took --



           19       Q.  -- into account?



           20       A.  -- that into account.



           21       Q.  So you have accounted for the large discount,



           22  and perhaps more.



           23       A.  No.  No.  I think I accounted for a reasonable



           24  discount.



           25       Q.  Well, you referred to a large discount here.
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            1       A.  Seventy-five percent's a large discount.



            2       Q.  I think it is.



            3       A.  Okay.



            4       Q.  Yeah.



            5       A.  Right.



            6       Q.  Yeah.  Eighty-five percent is as well.  I'm



            7  asking, have -- the large discount that you -- I'm using



            8  your words, but the large discount you refer to, you



            9  have, in fact, already applied that, correct?



           10       A.  Yes.



           11       Q.  Okay.  And that is -- the application of that



           12  discount was based upon the assumption that there was



           13  obsolescence and that the inventory was not in good



           14  physical condition, and those, perhaps, were inferred



           15  from the age of the inventory.  Have I stated that



           16  correctly?



           17       A.  You have.  Can we turn to reference B-5,



           18  Section B-5, Schedule A-3?  So what I'm looking at here



           19  is -- you got it?



           20       Q.  I do.



           21       A.  And you're right.  I don't have data here,



           22  okay?



           23       Q.  By "here," you're referring to 2011, '12, '13,



           24  and '14?



           25       A.  '14, yeah.
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            1       Q.  Okay.



            2       A.  No tax returns -- no tax returns were prepared



            3  for those periods.  So I guess they were totally blacked



            4  out as financial data, right?



            5       Q.  Okay.



            6       A.  Do you have data for those periods?



            7       Q.  I have some data for those periods.



            8                THE WITNESS:  Were we provided data for



            9  those periods?



           10                MR. SMITH:  (Inaudible.)



           11                THE REPORTER:  I can't hear you.



           12                MR. SMITH:  I've given you everything we



           13  have relative to those periods.



           14       A.  Do you have data that we don't have?



           15       Q.  I don't believe so.



           16       A.  Okay.  What data do you have that relates to



           17  those periods for the corporate data?



           18       Q.  I don't recall all of it, but I'm going to ask,



           19  under the Rules of Evidence, I've got to ask the



           20  questions rather than you.  So let's just go to your



           21  Schedule A-3.



           22       A.  Okay.  What's interesting about the historical



           23  trend is they tend to purchase what they sell.  See



           24  how -- and that -- I don't -- I wish I had the other



           25  periods to look at.  But -- so Tony and Mii, up until
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            1  2010, had a very history of purchasing almost



            2  identically to what they're selling, okay?  I can't



            3  conclude --



            4       Q.  That it's the same inventory?



            5       A.  But --



            6       Q.  That's what you've inferred?



            7       A.  -- as a forensic accountant, it would indicate



            8  that they're on a order process basis, order, buy, sell,



            9  you know, or sell, order, buy.



           10       Q.  But you would admit that it is a further



           11  assumption to assume that the same sell item is the most



           12  recent that's been purchased; in other words, it appears



           13  you have simply essentially assumed a sort of FIFO



           14  approach here.



           15       A.  Yeah.  And that's typically the way -- people



           16  don't want the old stuff, okay?  They want the new



           17  stuff.



           18       Q.  Do you base --



           19       A.  This tells me --



           20       Q.  -- that conclusion --



           21       A.  This tells me that they are not building up



           22  inventory.  Do you see this?  It tells me that they --



           23  how are they building up inventory?  How --



           24       Q.  Let me ask you, do you base your conclusion



           25  that people want the new stuff rather than the old stuff
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            1  on your years of experiences in the bridal gown



            2  industry?



            3       A.  No.



            4       Q.  All right.  Let me -- let me just go back to



            5  the dress preservation issue.  To be clear, you have



            6  already applied the discount that you've referenced in



            7  paragraph 3.2.



            8       A.  Yes.



            9       Q.  Would your analysis or valuation change if you



           10  were informed that the dresses were in new condition?



           11       A.  Depend on what category.



           12       Q.  I'm asking if your opinion would change if you



           13  were given new facts to assume.



           14                MR. SMITH:  I'm just going to object to the



           15  form of the question.



           16       A.  I don't know.  I'd have to analyze those facts.



           17       Q.  Okay.  So let's say that the new fact that



           18  you're given to assume is that the inventory was in new



           19  condition.



           20       A.  Okay.



           21                MR. SMITH:  I'm going to object as to form



           22  again.



           23                But you can answer.



           24       A.  All right.  Let me tell you, this is only one



           25  of the metrics to which we -- I analyzed the inventory.
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            1  The other methods were the age of the inventory; that



            2  turnover is occurring, what I could see from the data



            3  provided, okay; and that sales of the -- sales have been



            4  trending down.  If you go to the tax returns --



            5       Q.  Now, again, this data is through 2010, correct?



            6       A.  Well, the tax returns are through '16, I think.



            7  The personal tax returns.



            8       Q.  But you've indicated that those were not



            9  particularly relevant to your analysis.



           10       A.  No.



           11       Q.  I want to go back -- I'm not asking about other



           12  factors; I'm asking specifically here with respect to



           13  dress preservation.  Now, I want to understand if your



           14  analysis and valuation -- it's a yes or no question --



           15  if your analysis and valuation would change if you were



           16  given a new assumption, a new factual assumption, that



           17  the inventory was in good condition.



           18                MR. SMITH:  Same objection as to form.



           19                But you can answer.



           20       A.  May or may not.  I don't know what the relevant



           21  facts are or who is determining that.



           22       Q.  But we can both agree you've taken significant



           23  reductions in the value under your methodology based



           24  upon your understanding that the inventory was not in



           25  good condition.
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            1       A.  That is only one of several factors, okay.



            2       Q.  But you have taken a reduction based upon that



            3  factor -- in part, based upon that factor?



            4       A.  That was a consideration.



            5       Q.  And so I'm asking if the --



            6       A.  But not the sole consideration.



            7       Q.  Now I'm asking if it would impact your



            8  analysis -- and I have to assume it would, if we're both



            9  being straightforward here.  I have to assume that it



           10  would impact your analysis if you were to make a new



           11  factual assumption that the inventory was in good



           12  condition.



           13                MR. SMITH:  Objection as to form.



           14                You can answer.



           15       A.  It may not.



           16       Q.  It may not.



           17       A.  It may not.



           18       Q.  If you were --



           19       A.  And do you want me to tell you why?



           20       Q.  I do, but I'm going to ask you a couple more



           21  questions first.



           22       A.  Okay.



           23       Q.  If you were to be given a new factual



           24  assumption that the inventory was in retail sell



           25  condition, would that change your analysis?
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            1                MR. SMITH:  Same objection as to form.



            2                But you can answer.



            3       A.  Depends on what the situation was.



            4       Q.  The situation presented in this case.



            5       A.  No, what the retail situation is.  Yes, people



            6  bought it to resell it.  So I know it's in retail --



            7  they're not keeping it as collectors' items, so . . .



            8       Q.  Right.  So let's ask, if you were given a new



            9  factual assumption that the inventory was in new



           10  condition, would that change your analysis?



           11                MR. SMITH:  Same --



           12       A.  And you wanted --



           13                MR. SMITH:  Hold on.



           14                Same objection.



           15                You can answer.



           16       A.  And my valuation methodology would move to in-



           17  use value?  In-use?  In-use?



           18       Q.  You're the expert.  I'm asking --



           19       A.  Okay.



           20       Q.  -- what you'd do with that --



           21       A.  Okay.



           22       Q.  -- new factual information.



           23       A.  Remember we talked about in-use earlier?



           24       Q.  I do.



           25       A.  Okay.  So I think what you're talking about is

�

                                                                      78







            1  saying give you the assumption, Mr. Hastings, that these



            2  inventory is in use, okay --



            3       Q.  Would that perhaps --



            4       A.  -- would that perhaps.  But I'm changing



            5  valuation approaches.  It would be different if it's



            6  orderly liquidation.  It'd be different if it's in-use.



            7  It would be different if it was fair market value



            8  method.  So yes, I would change my valuation if I did an



            9  in-use valuation.



           10       Q.  So what you're telling me is:  One, you're



           11  telling me, Hey, you're stupid, Jason; but two, you're



           12  telling me you would --



           13       A.  You're not --



           14       Q.  -- those --



           15       A.  You're not stupid, Jason.  I'm sorry if I



           16  inferred that.



           17       Q.  No.  I'm just very self-conscious.



           18                Now, you're telling me that those new facts



           19  would actually change the model under which you would



           20  value it.



           21       A.  Yes.



           22       Q.  Okay.  Now, you've cited in your dress



           23  preservation section to a Web site called



           24  affordablepreservation.com.  That site -- and while I do



           25  agree with you these are very self-serving sites that

�

                                                                      79







            1  are obviously trying to get people to engage in



            2  purchasing their products or services, but that site



            3  states that proper preservation techniques could keep



            4  dresses intact for many years, does it not?



            5       A.  Yeah.



            6       Q.  All right.  I want to talk about the valuation



            7  approaches.  You've listed three approaches in your



            8  report, three potential approaches:  the income



            9  approach, the market approach, and the cost approach.



           10  Which is the preferred method?  All things equal.



           11       A.  Well, the income approach and the market



           12  approach is -- are really for going concern analysis, so



           13  I quickly eliminated that approach.



           14       Q.  The income and the market approach?



           15       A.  Yeah.



           16       Q.  All things equal, though --



           17       A.  So part -- so I concluded that the cost



           18  approach was . . .



           19       Q.  Well, I see that.  But all things equal, is one



           20  of those three approaches generally a preferred



           21  approach?



           22       A.  For going concern?



           23       Q.  For valuing an asset.



           24                MR. SMITH:  Objection --



           25       A.  Not necessarily, no.
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            1       Q.  Have you ever testified that one is a preferred



            2  method or approach?



            3       A.  No.



            4       Q.  Have you ever expressed an opinion, formal or



            5  informal, that one a is preferred method?



            6       A.  No.  I've testified many times that using



            7  multiple approaches, income approach and market



            8  approaches for a going concern, is better if you can



            9  correlate them.



           10       Q.  But you've not used more than one approach in



           11  this case.



           12       A.  No.  Because I found that the income and market



           13  approach were not applicable because this was not a



           14  going concern.



           15       Q.  So can you list all of the reasons -- or



           16  perhaps you just have -- as to why the market approach



           17  was not appropriate?



           18       A.  I just need to start out with one reason first:



           19  Is this a going concern, yes or no?  Okay.  No.  Stop.



           20  It's not a going concern.  If it was yes, then I would



           21  go down to the next level, okay?  What is -- what is the



           22  market out there and are there any comparable markets,



           23  are there any transactions in that market, can I find



           24  any trans- -- so there's a whole nother set of questions



           25  on whether the approach is -- but once you start with
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            1  the first primary question of is this a going concern,



            2  the income approach and market approaches are gone.



            3       Q.  If you were informed that a buyer sought to



            4  purchase the inventory several months before this



            5  seizure, would that have been relevant to your analysis?



            6       A.  I don't know.  I don't know which -- what the



            7  terms of the buyer was.  And whether it would be



            8  relevant or not.  I don't know.



            9       Q.  If you were to learn that it was a cash



           10  purchase of inventory, would that?



           11       A.  Not yet.



           12       Q.  If you were to learn that it was to purchase



           13  the inventory on a note and pay it out over time, would



           14  that be relevant?



           15       A.  Not yet.



           16       Q.  What do you mean by "not yet"?



           17       A.  I don't -- I don't know the particular facts.



           18       Q.  Well, let's just make up a number for purposes



           19  here.  Let's assume that someone offered to purchase the



           20  inventory for $500,000.  Would that be relevant to your



           21  analysis?



           22                MR. SMITH:  Objection, form.



           23                But you can answer.



           24       A.  No.



           25       Q.  No.
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            1       A.  No.



            2       Q.  Why not?



            3       A.  Because that's not the facts that were



            4  presented to me.



            5       Q.  I'm asking you to make a new factual assumption



            6  in asking whether that would be relevant to your



            7  analysis.



            8       A.  Not under the forced liquidation method.



            9       Q.  So are you, in a roundabout way, telling me



           10  that that would indicate that the forced liquidation



           11  method would not be appropriate under those



           12  circumstances?



           13       A.  That is not what I'm saying.



           14       Q.  Are you telling me that you would not consider



           15  using the market approach under those circumstances?



           16       A.  I still would not use the market approach.



           17       Q.  Even though you believe it's better to



           18  correlate values or look at multiple different



           19  approaches?



           20       A.  This was not a going concern.  There was no



           21  market available.



           22       Q.  But I'm asking you to assume that there was a



           23  market available because there was an offer to purchase



           24  it.  I'm asking you to make that factual assumption.



           25       A.  What are -- were those documents presented to
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            1  us?



            2       Q.  I don't know whether they were or not, but I'm



            3  asking you to make that factual assumption.



            4       A.  I'd have to -- I'd have to analyze the offer



            5  and the relevancy and the willingness of the buyer and



            6  the seller, okay?



            7       Q.  Okay.  But assume that --



            8       A.  Look at the terms --



            9       Q.  Assume you have --



           10       A.  -- of the offer.



           11       Q.  Assume you have a valid offer to purchase the



           12  inventory.  And I threw out a number, $500,000.  I'm



           13  asking whether, if you had an offer to purchase the



           14  inventory for $500,000 in the months leading up to the



           15  seizure, would that impact your analysis?  And I



           16  understand your testimony to be no.



           17       A.  No.



           18       Q.  You've listed here in paragraph 4.3 due to the



           19  circumstances surrounding the company as of the



           20  valuation date that you "determined that the replacement



           21  cost method under the cost approach was the most



           22  appropriate for the valuation of the subject . . ."



           23                What do you mean by "due to the



           24  circumstances surrounding the company"?



           25       A.  That the company was not a going concern.
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            1       Q.  And that's what you mean by --



            2       A.  Yes.



            3       Q.  Okay.  Can you tell me all of the reasons why



            4  the cost approach was appropriate?



            5       A.  Because the income and market approaches were



            6  not, and the only thing left were either reproduction



            7  cost method, which is for people who actually



            8  manufacture, or replacement cost.  They did not fit



            9  reproduction cost method, but they did fit replacement



           10  cost method.



           11       Q.  Okay.  And going back to my question about



           12  whether the new -- a new factual assumption would change



           13  your analysis, is there any amount of an offer that



           14  would have changed your analysis?  So the factual



           15  assumption that I gave you, to assume that there was an



           16  offer to purchase the inventory, is there any amount



           17  that that offer could've been for that would have



           18  impacted or changed your analysis here?



           19       A.  It's not the amount of the offer; it's the



           20  character of the transaction itself that would have to



           21  be analyzed, okay?



           22       Q.  But your testimony is:  Even if there was an



           23  offer like that, it would not impact your opinion on the



           24  value.



           25       A.  Right.
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            1       Q.  Okay.  Can you explain the cost approach to me?



            2       A.  The replacement cost approach?



            3       Q.  Yes, sir.  Well, the cost approach and then --



            4  I understand the replacement cost method to be a



            5  potential approach to the cost approach; is that



            6  correct?



            7       A.  Right.



            8       Q.  So cost approach first.



            9       A.  The two major categories of the cost approach



           10  are reproduction cost, what it would cost me to



           11  reproduce this cup here; and the other cost is, well,



           12  what can I go out and buy this ten-year-old paper cup



           13  for or replace it for.



           14       Q.  And it's this latter methodology --



           15       A.  Yes.



           16       Q.  -- that you utilized.



           17       A.  Yes.



           18       Q.  The cost method, it assumes no intangible



           19  value, correct?



           20       A.  Correct.



           21       Q.  And it assumes no value based upon reputation



           22  or goodwill?



           23       A.  There is no intrinsic value or no goodwill



           24  value in the cost approach.



           25       Q.  And the loss of a value as a going concern, it
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            1  doesn't account for any value there.  Or it assumes



            2  there is no value there.



            3       A.  Lack of -- a nongoing concern business has no



            4  intrinsic value and has no goodwill value.



            5       Q.  Is there any more you want to explain to me



            6  about the replacement cost method?



            7       A.  Not at this time.



            8       Q.  Is -- can you tell me why or how you determined



            9  that that approach was the most appropriate to value



           10  this inventory?



           11       A.  Well, first I started out looking at and



           12  eliminating the two other approaches, and then I was



           13  left with the cost approach.  I looked at the two major



           14  methods, and I determined that replacement cost.  I am



           15  looking at whether I -- what I would be able to replace



           16  these for.



           17                MR. FREEMAN:  Do y'all want to take a



           18  break?



           19                MR. SMITH:  Yeah, I could use one,



           20  but . . .



           21                THE WITNESS:  I need to stretch a little



           22  bit.



           23                MR. FREEMAN:  Why don't we go off the



           24  record.



           25                (A break was taken from 10:51 a.m. to
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            1                 11:02 a.m.)



            2                MR. FREEMAN:  We're back on the record.



            3       Q.  (BY MR. FREEMAN)  In paragraph 5.1 of your



            4  report, you've stated that, "We made adjustments to the



            5  subject interest value based on obsolescence and the



            6  limited buyer market available for forced liquidation



            7  sales."



            8                By "obsolescence," do you refer to the



            9  physical condition of the dresses?



           10       A.  No.  That's by the age of the dresses.  And it



           11  could -- and obsolescence does include age and



           12  physical -- potential physical condition.



           13       Q.  So combination?



           14       A.  Combination.  As we talked earlier, the



           15  opinions of the percentages were based on several



           16  factors.



           17       Q.  Okay.  And why was there a limited buyer



           18  market?



           19       A.  Well, just by the nature of a forced



           20  liquidation.  There has to be people plugged in hunting



           21  for it.



           22       Q.  That's an assumption of the --



           23       A.  Force --



           24       Q.  -- model that you used?



           25       A.  Yeah, of the model.
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            1       Q.  Okay.  Now, are those sorts of adjustments for



            2  a limited buyer market, are those only appropriate when



            3  you assume a bulk sale, or are they appropriate across



            4  the board under this model?



            5       A.  I think appropriate for both.



            6       Q.  Okay.  How did the adjustments for obsolescence



            7  and the limited buyer market affect your valuation?



            8       A.  It reduced it from the wholesale cost.



            9       Q.  So those are the percentage reductions --



           10       A.  Yes.



           11       Q.  -- that we'll talk about in a little bit.



           12                Now, on page 12 and throughout your report,



           13  you've indicated that you reviewed several relevant data



           14  sets.  One is handwritten notes regarding the inventory



           15  with wholesale and retail values that was created by the



           16  company; is that correct?



           17       A.  Yes.



           18       Q.  And you've titled those or referred to them as



           19  the "Detailed Notes."



           20       A.  Yes.



           21       Q.  Second, handwritten notes regarding the



           22  inventory with retail values as of February 20th, 2014,



           23  that were created by the company; is that correct?



           24       A.  Yes.



           25       Q.  And you've titled those the "02.20.2014 Notes"
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            1  or February 20, 2014, notes; is that correct?



            2       A.  Yes.



            3       Q.  And an Excel spreadsheet with inventory data



            4  that was created by Tone Thangsongcharoen based on a



            5  hand count of the inventory, and you've titled that the



            6  "Tone Spreadsheet"; is that correct?



            7       A.  Yes.



            8       Q.  And also the certificates of sale of seized



            9  property from the seizures and sale conducted on



           10  March 4th, 2015.



           11       A.  Yes.



           12       Q.  Now, the February 20th, 2014, notes, what



           13  was -- did you ultimately use this data set in your



           14  valuation?



           15       A.  No, because there weren't any style numbers on



           16  the inventory items, and I couldn't compare them between



           17  databases, so I determined that that was not a relevant



           18  data point.



           19       Q.  So you didn't rely on it?



           20       A.  No, because it . . .



           21       Q.  Indeed, you stated in paragraph 5.2 that, "In



           22  analyzing the various inventory lists provided by the



           23  taxpayer, we noted discrepancies in several areas,



           24  including retail value provided on the handwritten notes



           25  in Tone's spreadsheets."

�

                                                                      90







            1                Were there other major discrepancies that



            2  you recall?



            3       A.  I think those are the major ones.



            4       Q.  Do you recall if the handwritten notes provided



            5  higher values or lower values?



            6       A.  I don't know.  You want to go look at some?



            7       Q.  Sure.



            8       A.  Generally, they were just different.  Some are



            9  lower, and some are higher, okay?  And then -- and I'll



           10  tell you what, you can do this if you want on your own.



           11  It's easier.  But section "I" that I gave you . . .



           12       Q.  Okay.



           13       A.  So -- and if you see the notes on the side --



           14       Q.  Yes, sir.



           15       A.  -- so these are notes of maybe some



           16  discrepancies between the handwritten notes and the Tone



           17  spreadsheet, okay?  So remember, if you go -- go to the



           18  last page of -- go to page I-21.



           19       Q.  Okay.



           20       A.  So do you -- does that number at the bottom,



           21  597,752, ring a bell?



           22       Q.  Yes, sir.



           23       A.  That's the grand total of the retail price of



           24  the Tone spreadsheets, right?



           25       Q.  Okay.
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            1       A.  So this is an exact replica of the Tone



            2  spreadsheet, and this is the document that ties the



            3  handwritten notes to the Tone spreadsheet.  And this is



            4  what Mital Gupta is very good at putting together.



            5       Q.  It is impressive.



            6       A.  Okay.  So what happens is -- you know, part of



            7  it is you can look at -- in I-2 -- I-2.  You there?



            8       Q.  Page I-2?



            9       A.  Yeah.



           10       Q.  Okay.



           11       A.  You got it?



           12       Q.  I do.



           13       A.  And if you look on the right-hand side, you'll



           14  see a number, says D-20 on the second from the bottom.



           15       Q.  Yes, sir.



           16       A.  You see it?



           17       Q.  I do.



           18       A.  And come back and look -- read what it says:



           19  "Item has been marked out on the notes," okay?  So --



           20  and you can go to the notes on page D-20 and see that



           21  same exact item on the handwritten notes, same price,



           22  same everything -- same retail price.  Remember, Tone's



           23  sheet did not have wholesale costs on it.  So this is



           24  where we matched up the handwritten notes wholesale



           25  cost, but we didn't match up the item came -- the item
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            1  number, the description, the retail price, and then we



            2  were able to get the wholesale --



            3       Q.  Okay.



            4       A.  -- cost on that, okay?  But this handwritten



            5  sheet showed that as marked off, like, sold, given away,



            6  or just not there anymore, okay?  So that's what this



            7  spreadsheet does.



            8                And then there's some that are



            9  discrepancies on price, okay?



           10       Q.  Uh-huh.



           11       A.  And so we note a few on those were price.  None



           12  of it was material --



           13       Q.  Okay.



           14       A.  -- okay?



           15       Q.  Appears they go both directions --



           16       A.  Yes.



           17       Q.  -- but not a big difference.



           18       A.  Yes.



           19       Q.  Okay.  Do you have a spreadsheet of this nature



           20  summarizing the February 20, 2014, notes?



           21       A.  No.  Because those -- those you couldn't



           22  correlate to anything.



           23       Q.  Okay.



           24       A.  I mean, we did tell you the total value of



           25  them, but without being able to correlate with other
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            1  data points, particularly the Tone spreadsheet, which



            2  we -- which we thought -- we started out as that is our



            3  major document we're working with, okay?



            4       Q.  Okay.  Did that inability to correlate those or



            5  any discrepancies you saw there, did it decrease your



            6  perception of the credibility of those February 20th,



            7  2014, notes?



            8       A.  I'm not -- so if you go to page 2 of my report,



            9  the 2014 notes -- handwritten notes total $255,000 were



           10  the costs in there, but because I couldn't correlate



           11  them with detailed notes or Tone's spreadsheets or any



           12  other data set, I decided that they were not as useful,



           13  okay?



           14       Q.  Did you have any concerns about their



           15  reliability?  Is that what you mean by "useful"



           16  or . . . ?



           17       A.  No.  I'm not sure -- I didn't -- not the



           18  reliability but the usefulness in analyzing --



           19       Q.  Okay.



           20       A.  -- the actual wholesale cost because I couldn't



           21  match them -- remember, I'm starting off with -- I'm



           22  trying to prove up Tone's spreadsheet because that's



           23  what Tone and his valuation expert used, okay?  So



           24  that's what I want to prove up, and that's what I want



           25  to work off of.
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            1       Q.  Okay.



            2       A.  These 2020s didn't help me because I couldn't



            3  tie any data from the 2020s to Tone's sheets, okay?



            4       Q.  Okay.



            5       A.  But I could from the detailed notes.  I could



            6  tie most of them to the Tone sheets.



            7       Q.  Got it.  Would it have helped if there was a



            8  third-party inventory conducted?



            9       A.  You mean -- you mean other than Tone?



           10       Q.  Yeah, other than Tone.



           11       A.  I don't know.



           12       Q.  Would that have been helpful to your analysis?



           13       A.  I don't know.  Depend on how it was done, when



           14  it was done.



           15       Q.  If the IRS had conducted an inventory, would



           16  that have been helpful to your analysis?



           17                MR. SMITH:  Objection, form.



           18                But you can answer.



           19       A.  I mean, they did.  They --



           20       Q.  As part of the sale?



           21       A.  Yeah.  I mean, they had batches written down



           22  and all of that.



           23       Q.  If they had conducted a more detailed



           24  inventory, would that have been helpful to you?



           25       A.  I don't think it would be any more helpful than
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            1  the Tone spreadsheet.



            2       Q.  Okay.



            3       A.  Because I'd still be going back correlating to



            4  handwritten notes.



            5       Q.  How else did you use the initial handwritten



            6  notes?  The detailed notes.  Were they used in any other



            7  manner?



            8       A.  The detailed notes showed wholesale costs.



            9  Tone's spreadsheet did not show wholesale costs, okay?



           10  The only thing they looked is -- with the detailed notes



           11  is to find what's on the detailed notes to the Tone



           12  spreadsheet; therefore, if I could correlate the model



           13  number, the dress description, the designer, and the



           14  sales price to the Tone notes, if all of those tied,



           15  voilà, I had my wholesale value.



           16       Q.  Okay.



           17       A.  So that's the purpose of the handwritten notes



           18  is to prove up the wholesale cost of the Tone



           19  spreadsheet.



           20       Q.  Okay.  Well, speaking of Tone's spreadsheet,



           21  did you cross-reference any of the style numbers with



           22  any vendors?



           23       A.  No.  Remember, I -- as we talked earlier, I



           24  tried to do that, and it just became fruitless.  We even



           25  called some of the designers, and they couldn't --
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            1  they -- their records didn't go back that far.



            2       Q.  Okay.  Did you ask about any current pieces of



            3  inventory when you called them?  Are you saying their



            4  records didn't go back to 2014?



            5       A.  Twenty -- right.



            6       Q.  Okay.



            7       A.  I mean, they don't -- yeah.



            8       Q.  So they didn't cover any of the years.



            9       A.  Yeah.  I mean, it wasn't -- you know,



           10  interviewing the designers on these quickly became



           11  fruitless.  You know, I had Erin Buck, she'd call and



           12  talk and try to find out, give them SKU numbers and all



           13  this, and they're just like, you know, leave me alone.



           14       Q.  Did you ever physically view the inventory?



           15       A.  Only pictures.



           16       Q.  Was the inventory in poor condition?



           17       A.  I couldn't tell from the pictures.



           18       Q.  So I want to talk about this standard forced



           19  liquidation value.  Forced liquidation value is defined



           20  by the American Society of Appraisers as "the price that



           21  would be realized from a properly advertised and



           22  conducted public auction with the seller being compelled



           23  to sell with a sense of immediacy on an as-is where-is



           24  basis as of a specific date."



           25                I take that definition from paragraph 1.3

�

                                                                      97







            1  of your report.  I understand you applied this standard



            2  because that was the scope of what you were asked to



            3  do --



            4       A.  Yes.



            5       Q.  -- correct?



            6                Do you have any opinion on how this



            7  standard, if at all, is related to Section 6336 of the



            8  Internal Revenue Code?



            9                MR. SMITH:  Objection, form.



           10       A.  I have not analyzed that.  That's a good



           11  question.



           12       Q.  I want to talk about this phrase "properly



           13  advertised and conducted public auction sale."  What



           14  does that mean?



           15       A.  That it was advertised, that there were



           16  attendees, and -- attendees from the public, and the



           17  seller was compelled to sell.  So it was advertised; six



           18  people showed up, I think, six or seven, I don't recall



           19  right now; and four purchasers.



           20       Q.  What is a public auction sale?



           21       A.  That means it's advertised to the public and



           22  that the public is welcome.  Anybody in the public who



           23  read the advertisement is welcome to come.



           24       Q.  Now, is it just advertised, or is it properly



           25  advertised?
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            1       A.  Well, the definition says "properly."



            2       Q.  What does "properly advertised" mean?



            3       A.  I guess it's a subjective term depending on



            4  what type of auction you're doing.



            5       Q.  So with the type of auction here, what does



            6  "properly advertised" mean?



            7       A.  Well, we have an IRS auction that posts



            8  potential seizures on their Web site, and we have a



            9  buyer group that follows that, okay?  And there are



           10  buyers out there that make their living following that,



           11  so . . .



           12       Q.  Is that your -- is that an assumption that



           13  you've made, or do you know that from personal



           14  knowledge?



           15       A.  Oh, I've been -- I've had clients involved in



           16  auctions.



           17       Q.  Okay.



           18       A.  So I have experience with it.



           19       Q.  And so what exactly does "properly advertised"



           20  mean in the context of this case?



           21       A.  That description of the product, the posting;



           22  that it would be auctioned at some future date and that



           23  they could follow the notice here for a period of time,



           24  and in this case, six months; and that those who wish to



           25  purchase this follow it and show some indication of
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            1  interest.



            2                We get involved in -- been involved in



            3  auctioning of, back in the downturn, rig equipment, oil



            4  equipment, okay?  Well, you don't go advertise in bride



            5  magazine to sell oil rig equipment, right?  But you



            6  might -- you might -- if it was an IRS foreclosure, you



            7  would advertise on the IRS Web site.



            8       Q.  What authority is there to support your opinion



            9  about the meaning of the phrase "properly advertised"?



           10       A.  I don't -- I don't know of an authority.



           11       Q.  Have you ever provided an opinion about whether



           12  an auction was properly advertised?



           13       A.  No.



           14       Q.  What does "properly conducted public auction



           15  sale" mean?



           16       A.  That there's an opportunity, place for the



           17  attendees to bid, to review the product, and to



           18  participate.



           19       Q.  Okay.



           20       A.  Product review, participation.



           21       Q.  Participation.



           22                So the right to participate to the



           23  public --



           24       A.  Right.



           25       Q.  -- and the right to view the inventory.
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            1       A.  Inventory.



            2       Q.  The key --



            3       A.  And an orderly method for the bidding process.



            4       Q.  Okay.  And what authority supports your opinion



            5  about the meaning of the phrase "properly conducted



            6  public auction sale"?



            7       A.  Just my experience.



            8       Q.  Okay.  Have you ever provided an opinion -- an



            9  expert opinion on the meaning of "properly conducted



           10  public auction sale"?



           11       A.  No.



           12       Q.  And I'm going to ask you to make an assumption



           13  with me here.  If you were to learn that one of the



           14  government agents that participated in seizing the



           15  property purchased items at the sale, would that be



           16  consistent with a properly conducted public auction



           17  sale?



           18                MR. SMITH:  Object as to form.



           19       A.  I wouldn't think it's inconsistent other than



           20  what maybe -- any IRS rules or regulations that say it



           21  isn't different, but I wouldn't think it would be . . .



           22       Q.  That wouldn't cause you any concern about the



           23  integrity of the auction sale itself?



           24       A.  No.



           25       Q.  In the context of this case, if one of the
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            1  government agents that participated in seizing the



            2  assets bought those assets, that would give you no



            3  concern.



            4       A.  No.  Because I think there was -- if that was



            5  the only person there, that might be a concern.  But



            6  that wasn't the only persons there.  There was enough



            7  independent parties there.



            8       Q.  Were you, in fact, informed that a government



            9  agent who seized the inventory actually purchased



           10  inventory?



           11       A.  I am aware.



           12       Q.  You've stated that -- again, on page 14 -- that



           13  it's your opinion -- "In my expert opinion, this



           14  indicates a proper public auction as there were



           15  sufficient potential buyers to ensure a competitive



           16  bidding process."



           17                Why does this indicate a proper public



           18  auction?



           19       A.  We had six months' notice, we had indication of



           20  interest, and we had six independent parties show up.  I



           21  looked at that as -- auctions I've been in, that's not



           22  unreasonable.



           23       Q.  What does "competitive offer" -- what does



           24  "competitive bidding process" mean?



           25       A.  That all parties involved in the auction knew
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            1  what other people were bidding.  It's not a closed --



            2       Q.  That's what's necessary?



            3       A.  It's not a -- this was not a envelope auction,



            4  okay?  That I know what you offered, and I can come up



            5  on that, and you know what I've offered, and --



            6       Q.  Okay.  Have you ever testified that a public



            7  auction ensured a competitive bidding process?



            8       A.  No.



            9       Q.  Have you ever rendered an expert opinion that a



           10  public auction ensured a competitive bidding process?



           11       A.  No.



           12       Q.  Are there --



           13       A.  I have valued assets that would be sold at a



           14  public auction to give the seller an idea of what to



           15  expect out of a public auction.



           16                MR. FREEMAN:  Objection, nonresponsive.



           17       Q.  Are there other factors that could affect



           18  whether there was a competitive bidding process than



           19  those you have stated?



           20       A.  I don't know what they'd be at this time.  I'd



           21  have to research.



           22       Q.  Okay.  How many buyers do you need to create a



           23  competitive bidding process?



           24       A.  I don't think there's a set rule.



           25       Q.  I couldn't help but notice in your report
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            1  you've technically not provided an opinion that the



            2  auction was properly advertised.  Is it your opinion



            3  that the auction was properly advertised?



            4       A.  I think in this circumstance it was as proper



            5  as it could ever be.



            6       Q.  On page 14, you have stated that, "The 28 lots"



            7  of inventory "sold for a total of $17,480 to six buyers.



            8  Of those buyers, five were considered third-party



            9  arm's-length transaction parties with four purchasing



           10  lots, including dresses, for a total of $15,055."



           11                What do you mean by "third-party



           12  arm's-length transaction parties"?



           13       A.  That they were not family members or IRS.



           14       Q.  And what were you told about the buyers?



           15       A.  I don't -- you mean all the buyers?



           16       Q.  Yes.



           17       A.  I don't recall.



           18       Q.  Were you told that a -- an IRS agent purchased



           19  inventory?



           20       A.  I think I saw that in the motions, pleadings.



           21       Q.  Were you -- did you ever discuss this with the



           22  Government?



           23       A.  I don't recall.



           24       Q.  You don't recall that?



           25       A.  No.
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            1       Q.  That's a very important piece of information, I



            2  would think.



            3       A.  I don't -- didn't look at -- my assignment was



            4  to value the dresses, so I'm looking more at who's



            5  buying the dresses and what's going on with the dress



            6  auction.



            7       Q.  Well, you've utilized the values realized at



            8  the auction sale as a data point in your report,



            9  correct?



           10       A.  Yes.



           11       Q.  And you have based those valuations on the



           12  assumption that there was a properly advertised and



           13  properly conducted auction sale, have you not?



           14       A.  Yes, I have.



           15       Q.  And you're telling me that it is not relevant



           16  to those sets of assumptions whether an IRS agent



           17  purchased assets at that public auction?



           18       A.  Not for my valuation assignment it is not.



           19       Q.  What if people were not allowed to enter the



           20  auction?  Would that impact your analysis?



           21       A.  I don't know.  Don't know the circumstance.



           22       Q.  Well, let's assume that there was an individual



           23  there who has sworn in a deposition that he wanted to



           24  purchase all of the inventory and he was specifically



           25  not allowed to enter the auction.
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            1                MR. SMITH:  Object --



            2       Q.  Would that impact your analysis?



            3                MR. SMITH:  Objection, form.



            4       A.  Do I have that deposition?



            5       Q.  I don't know.



            6       A.  Did you have it?  I guess you do.



            7                THE WITNESS:  Do we --



            8       Q.  The Government took the deposition.  I --



            9       A.  Okay.



           10       Q.  -- have not been charged --



           11       A.  I'm not aware.



           12       Q.  -- with providing you with any depositions or



           13  documents.  I am asking you specifically, under that



           14  factual assumption, which apparently has not been



           15  conveyed to you, would that impact your analysis?



           16       A.  Again, I don't know, because I don't know the



           17  circumstances.



           18       Q.  So you're telling me it would not impact your



           19  analysis to learn that an individual was specifically



           20  excluded from participating in the auction.



           21                MR. SMITH:  Objection, form.



           22       A.  I am telling you I cannot give you an opinion



           23  based on the relevant facts that you have delivered me



           24  in this last 30 seconds.



           25       Q.  Let's talk about on page 16 of your report, the
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            1  Liquidation Discounts.  You've stated here that, "Under



            2  an orderly liquidation, the company can afford to sell



            3  off its assets to the highest bidder.  It assumes an



            4  orderly sale process in which the seller can take a



            5  reasonable amount of time to sell each asset in its



            6  appropriate season and through channels of sale and



            7  distribution that fetch the highest reasonable price.



            8  This would be over a reasonable time period, i.e., 90



            9  days."



           10       A.  Yeah, I think that 90 days -- I don't know



           11  where I -- I'd like to change that to 6 to 12 months



           12  from -- I don't know why that got there.



           13       Q.  Well, if that's the definition contained in



           14  the --



           15       A.  I think I -- I don't know for what reason I



           16  added it.  But it --



           17       Q.  So you're telling me your report is not correct



           18  in this respect?



           19       A.  No.  I'm just saying that this is -- this is --



           20  this is a contended -- contended area, okay, of what



           21  time frame is reasonable to sell.



           22       Q.  Can you tell me what this definition means?



           23       A.  What?  Orderly liquidation?



           24       Q.  Yes, sir.



           25       A.  It means you have -- you've developed a
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            1  process, you've identified distribution and sales



            2  channels, you've hired people to implement that, you



            3  have developed a storage and pickup system, you have an



            4  orderly process assigned to distributing the product.



            5       Q.  Okay.  Did you author your written opinion



            6  report?



            7       A.  Yeah.



            8       Q.  Did you review it multiple times?



            9       A.  Yes.



           10       Q.  Did you review it thoroughly?



           11       A.  I mean, there may be some -- yes.



           12       Q.  Did you review it thoroughly before signing it?



           13       A.  Yes.



           14       Q.  So under the definition contained in your



           15  thoroughly reviewed, signed opinion, if a seller has 90



           16  days to liquidate, would it be more appropriate to use



           17  the orderly liquidation methodology or the forced sale



           18  liquidation methodology?



           19       A.  If the seller were given 90 days, that might be



           20  a case for an orderly liquidation.



           21       Q.  How long did you say that the assets had been



           22  advertised for?



           23       A.  Six months.



           24       Q.  Okay.  Is the IRS required to sell the assets



           25  the same day that they're seized?
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            1                MR. SMITH:  Objection, form and foundation.



            2       A.  I do not know.



            3       Q.  Are you aware that the IRS, in fact, has the



            4  ability to seize property and sell it over a 90-day or



            5  longer period?



            6       A.  I am not aware.



            7       Q.  But you are aware the IRS first issued a notice



            8  of sale for these assets more than seven months before



            9  the seizure.



           10       A.  September 1, 2014?



           11       Q.  Yes, sir.



           12       A.  Yeah.



           13       Q.  And that is slightly more than seven months



           14  before the seizure at issue in this case, which was



           15  March 4th, 2015?



           16       A.  Right.



           17       Q.  That indicates a period of more than 90 days,



           18  correct?



           19       A.  Of what?



           20       Q.  The seven-month period -- strike that.



           21                The notice of public auction that we're



           22  referring to from September 1st, 2014, did it list the



           23  date of the auction?



           24       A.  No.



           25       Q.  Did it list the location of the auction?
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            1       A.  I don't recall.



            2       Q.  But it's your position that a notice of



            3  auction -- this particular notice of auction was



            4  sufficient advertising to render the seizure and sale



            5  here a properly advertised public auction?



            6       A.  For an IRS seizure, yes.



            7       Q.  For an IRS seizure.



            8       A.  Right.



            9       Q.  That's an important caveat, I think.



           10       A.  I think so.



           11       Q.  If this were conducted outside of the context



           12  of the IRS, I ask you, would this be a properly



           13  advertised public auction?



           14       A.  It depends.  It depends on whether there's



           15  confidentiality that's being required in the sectors.  A



           16  lot of -- lot of -- lot of banks may seize property and



           17  give an indication of what the property is but not tell



           18  them -- just gives a description of the property but not



           19  tell where it is, who owned it before, and that's only



           20  found out when you get to auction.



           21       Q.  Well, I'm going to tell you, that sounds like a



           22  very hedgy answer.  And I'm asking you, with those



           23  facts -- we're not assuming we're in the IRS context.



           24  I'm asking you, based on those facts and that



           25  September 1st, 2014, notice of public auction sale, is
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            1  that a properly advertised public auction?



            2                MR. SMITH:  Objection, form.



            3       A.  I think it could be.



            4       Q.  So I'd like to go to Figure 10 on page 16 of



            5  your report.  You've referenced liquidation value



            6  percentages, which were, as I understand it, adjustments



            7  to decrease your understanding of the wholesale value of



            8  the inventory --



            9       A.  Yes.



           10       Q.  -- in order -- in order to arrive at your



           11  valuation; is that correct?



           12                Can you explain what these liquidation



           13  value percentages are?



           14       A.  In a forced liquidation, you rarely get more



           15  than 25 percent of the wholesale purchase cost.  And



           16  it's experience.  And as the product and the inventory



           17  ages, you get even less.  And if a product gets over a



           18  certain age, there's almost no value at all.  So I've



           19  deemed those to be eight-plus years are zero value,



           20  greater than three years but less than eight was



           21  15 percent value, and then 25 percent value of things



           22  less than three years.  People don't come to forced



           23  liquidations to pay wholesale price.  They can sit in



           24  their chair at their own business and buy that.



           25       Q.  So what exactly did you base your determination
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            1  of these percentages on?



            2       A.  My professional experience.



            3       Q.  Have you ever professionally been involved in a



            4  forced liquidation sale auction of bridal gown



            5  inventory?



            6       A.  No.



            7       Q.  Did you rely upon any specific authority to



            8  derive these percentages?



            9       A.  Just my professional experience.



           10       Q.  Did you run this model that is reflected on



           11  page 16 and page 17 of your analysis, did you run this



           12  model based on different draft percentages?



           13       A.  Different -- what do you mean "draft



           14  percentages"?



           15       Q.  That is, did you run the model based upon



           16  percentages other than those reflected in figure 10 of



           17  your report?



           18       A.  I don't recall.



           19       Q.  You don't recall whether you utilized different



           20  percentages --



           21       A.  Well, I mean, you can go into the Excel



           22  spreadsheet and change this stuff all day long.



           23       Q.  Did you do that?



           24       A.  I can do it in my head right here.



           25       Q.  Did anyone else do that?
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            1       A.  I looked at it on -- you know, I reviewed all



            2  these models.



            3       Q.  Did you change those percentages at any point?



            4       A.  I may have.  I don't recall.



            5       Q.  You don't recall trying different percentages



            6  in there?



            7       A.  No.  I instructed to my staff what I thought



            8  was the appropriate percentages to do.



            9       Q.  Did you ever instruct them based on different



           10  percentages than those reflected in Figure 10 and figure



           11  11 of your report?



           12       A.  No.  It would be different if it was an orderly



           13  liquidation value or if it was an in-use value, okay?



           14       Q.  Right.  But you never --



           15       A.  I did not instruct them to do other percentages



           16  that would consider an orderly liquidation or an in-use.



           17       Q.  And you never ran these models based on



           18  different percentages than those reflected here.



           19       A.  I mean, I didn't need to because I believe



           20  these are the percentages that are appropriate.



           21       Q.  So you never ran them on other percentages.



           22       A.  I can't say that I never did.  I don't recall



           23  what those would be.



           24       Q.  You would admit that changing those percentages



           25  could significantly impact the value that this model
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            1  produces.



            2       A.  Right.  You double the percentages and you come



            3  up with 80,000 --



            4       Q.  Right.



            5       A.  -- okay?  You know, so in an orderly



            6  liquidation, you may come up with -- depending on how I



            7  analyze, the orderly liquidation, you may come up with



            8  80 to 120,000, but not more than that.



            9       Q.  But you don't recall whether you ever ran this



           10  model based on different percentages than --



           11       A.  No.  Because then --



           12       Q.  -- what's reflected here?



           13       A.  -- I would have been asked to use an orderly



           14  liquidation method or some other method.



           15       Q.  Did you discuss the percentages reflected here



           16  with DOJ counsel?



           17       A.  No.  I told him what I thought they are.  And



           18  why.



           19       Q.  Page 15 of your report, you've made a statement



           20  that, "As the inventory ages" --



           21       A.  I see.



           22       Q.  Okay.  -- "as is the case in the bridal



           23  industry, the values decline as new styles are



           24  introduced and consumers' tastes change.  In a



           25  liquidation scenario, in fact, no inventory would sell
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            1  at 100 percent of its wholesale cost due to the fact



            2  that the types of buyers in a liquidation could buy



            3  directly from the original manufacturer of the product



            4  at the wholesale price."



            5                Can you explain this statement?



            6       A.  Well, it's -- it was an attempt to, you know,



            7  debunk the opposing expert's report, okay?  Because why



            8  would I come to an auction -- why would I come to a --



            9  any type of auction and pay a price that I could go



           10  direct to the manufacturer and pay for it, okay?  I



           11  wouldn't.  I'm going there, I'm looking at an orderly



           12  liquidation offer -- auction because I want a deal.  I



           13  want it less than what I can by from wholesale.  I'm



           14  going to a forced liquidation to get a real deal because



           15  I know everything's going that day.  And so I'm a buyer



           16  looking for a deal, and I'm not going to buy it at a



           17  wholesale value.  That's not why I'm there.  I'm not



           18  even buy it because of in-use, okay?



           19       Q.  So this statement is in the context of an



           20  assumption that there is a liquidation scenario,



           21  correct?



           22       A.  Everything goes.



           23       Q.  Right.  You've made a further statement in that



           24  same paragraph, "Also, the issues with dress



           25  preservation methods . . . and whether the company
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            1  properly stored the subject interest in a manner as to



            2  lessen physical deterioration.  To account for this



            3  obsolescence, we applied discounts to the wholesale



            4  values based on the years the items were originally



            5  purchased."



            6                So I understand by that, perhaps among



            7  other things, you took the physical condition into



            8  account in the liquidation discounts.  In part.



            9       A.  Yes.



           10       Q.  Can you tell me what portion of the liquidation



           11  discounts was based upon this perceived physical



           12  condition?



           13       A.  We looked at what the preservation industry



           14  said, we looked at the age of the inventory, and we took



           15  into account all of these factors.  We looked at the



           16  factors that this was not a going concern and that it



           17  was going out of business and that the people showing up



           18  were going to want a good deal.



           19       Q.  But you can't quantify for me how much of that



           20  discount percentage was based upon the perceived



           21  condition of the inventory?



           22       A.  No.  It was -- there was enough relevant facts



           23  there to say this is a low number.



           24       Q.  Kind of threw it all into the pile --



           25       A.  Yes.
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            1       Q.  -- but you can't say which is accurate --



            2       A.  No.  That's typical in valuation.



            3       Q.  So you made some assumptions there about the



            4  physical condition of the inventory.



            5       A.  Yes.  That the old -- I mean . . .



            6       Q.  And I don't need to know specifically.  I mean,



            7  you can point them out to me if you want, but I'm asking



            8  if you made some assumptions in your analysis about the



            9  physical condition of the inventory.



           10       A.  What do you have, 67 percent of the inventory



           11  is five years or older?



           12       Q.  Is your assumption?



           13       A.  No.  I'm just looking at the facts.



           14       Q.  The facts contained in your --



           15       A.  The facts contained --



           16       Q.  -- spreadsheet contained in --



           17       A.  -- in Tone's spreadsheet.



           18                THE REPORTER:  Okay.  One at a time.



           19                THE WITNESS:  I'm sorry.



           20       A.  I'm sorry.  Go ahead and ask the question.



           21       Q.  Well, then, my question is pretty simple, is:



           22  You made some assumptions about the condition of the



           23  inventory as part of your valuation model.



           24       A.  Based on observable facts.



           25       Q.  But you've indicated you did not actually
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            1  observe the inventory.



            2       A.  Observable facts being the age of the



            3  industry -- inventory, the method that the inventory was



            4  stored in, and the financial condition of the company at



            5  the time of the sale.



            6       Q.  You made no assumptions about the physical



            7  condition of the inventory? because I understood your



            8  previous testimony to be that you did.



            9       A.  Well, that it was -- that the age of it is



           10  saying a ten-year-old piece of inventory that's been



           11  aged in polyethylene bags is probably not worth a



           12  one-year-old inventory.



           13       Q.  Is that a roundabout or long way of telling me



           14  you did indeed make some assumptions about the physical



           15  condition of the inventory?



           16       A.  I made assumptions about the condition of the



           17  inventory.



           18       Q.  If those assumptions were incorrect, the



           19  liquidation discounts reflected in your analysis might



           20  be incorrect as well.



           21       A.  Not necessarily.



           22       Q.  For example, if the inventory was in new



           23  condition, the liquidations reflected in your analysis



           24  might not be correct.  Yes or no?



           25       A.  If the -- if it was in new condition --
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            1       Q.  -- the liquidation discounts reflected in your



            2  analysis might not be correct.



            3                MR. SMITH:  I'm going to object as to form.



            4       A.  Not necessarily, no.  And I don't see it that



            5  way.  How is a piece of -- a dress purchased in 2010 in



            6  the same condition in 2015 as it was in 2010?



            7       Q.  You're fighting the hypo there.  I'm asking you



            8  to make that assumption that runs counter to the



            9  assumptions you've based your model on, and I'm asking



           10  you to make the assumption that the inventory is in new



           11  condition.  Might your model then provide an incorrect



           12  valuation?



           13       A.  I think I would have to have more facts to



           14  change that.  Who is saying it's in new condition?  How



           15  are they using it?  What are the facts that they have to



           16  present that it's in new condition?



           17       Q.  Let's assume that it's the very same people who



           18  told you to assume that it's not.



           19       A.  The people that told me it was not in new



           20  condition?



           21       Q.  Correct.



           22       A.  There aren't any people that told me it was not



           23  in new condition.  It was the fact --



           24       Q.  So you made that assumption on your own?



           25       A.  No.  The facts tells me it's in -- not in new
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            1  condition.  People didn't tell me.  These are the facts.



            2  These are the facts, that it's stored in polyethylene



            3  bags, and the industry -- preservation industry says



            4  that's bad, that'll destroy dresses.  The facts are that



            5  this is old, okay?  The fact is this is a forced



            6  liquidation and that -- so those facts, not opinions



            7  from other people, of the condition of it tell me why



            8  these percentages are the way they are.



            9                MR. FREEMAN:  Objection, nonresponsive.



           10       Q.  Were you shown the memoranda from the IRS



           11  revenue officer who described all of the inventory as in



           12  new and retail sell condition?



           13       A.  I saw that.



           14       Q.  Did you see the memoranda describing the



           15  inventory as in good condition?



           16       A.  I saw that.



           17       Q.  And those had no impact on your analysis?



           18       A.  I do not think that they were qualified to make



           19  that decision.



           20       Q.  But you were.



           21       A.  Based on the facts that I see and based on the



           22  facts that I said.



           23       Q.  You were, but they were not, even though



           24  neither of you have experience working in the bridal



           25  gown store industry, and they had personally viewed the
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            1  inventory in detail and you had not.



            2                MR. SMITH:  Objection, form.



            3       A.  Their opinion did not weigh into my opinion.



            4       Q.  Your analysis rests on the assumption that the



            5  inventory older than three years would have a value of



            6  15 percent of its wholesale and that inventory less than



            7  three years old would have a value of 25 percent of its



            8  wholesale.  If those percentages were not accurate,



            9  would that affect your valuation?



           10       A.  Yes.



           11       Q.  Do you agree that wholesale value is not a



           12  valid starting place for a valuation of inventory?



           13       A.  I'm assuming that's the purchase price.



           14       Q.  So it's -- is it your opinion that wholesale



           15  value is a valid starting place?



           16       A.  Yes.



           17       Q.  If an IRS agent testified that wholesale value



           18  was not a valid starting place for a valuation of



           19  inventory, would that IRS agent be wrong?



           20       A.  I don't know the context of what she was



           21  testifying.



           22       Q.  In this case with respect to this inventory.



           23       A.  I mean --



           24       Q.  Is it your opinion they would be incorrect?



           25       A.  I have to see the totality of the testimony.  I
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            1  mean, you're asking me to just take out a phrase, and



            2  I -- I can't do that.



            3       Q.  So you cannot testify whether -- strike that.



            4                Would it change your opinion to learn that



            5  one of the purchasers of the inventory at the seizure



            6  who purchased about 200 dresses subsequently retail-



            7  valued those very dresses at more than $300,000?



            8       A.  Not relevant.



            9       Q.  Would it affect your opinion to learn that she



           10  priced those dresses and sold those dresses for more



           11  than $200,000?



           12       A.  No.



           13       Q.  So it's your testimony that if informed that an



           14  IRS -- that -- excuse me -- that a purchaser at the IRS



           15  seizure who purchased approximately -- excuse me -- 305



           16  gowns --



           17       A.  Refresh Bridal.



           18       Q.  Correct.  -- that they subsequently retail-



           19  valued those gowns at $314,000 --



           20       A.  What did they sell them for.



           21       Q.  $220,000.



           22       A.  So --



           23       Q.  Would that impact -- I take it from your



           24  question that that's a relevant data point.  Would that



           25  impact your analysis?

�

                                                                     122







            1       A.  That's an irrelevant data point.  And let



            2  me . . .



            3       Q.  So your testimony is it would not impact your



            4  analysis.



            5       A.  It's apples and oranges.



            6       Q.  Okay.  Talking about the value of the inventory



            7  here still, correct?



            8       A.  He's talking about the retail value?



            9       Q.  Okay.



           10       A.  Is he talking about retail value and then



           11  wholesale value, in-use value?



           12       Q.  Who's "he"?



           13       A.  What's he --



           14       Q.  She.



           15       A.  She.  Maybe -- is it she?  I'm sorry.  I don't



           16  know.



           17       Q.  Is there an assumption in creating a report as



           18  an expert that the information provided by others is



           19  reliable and accurate?



           20       A.  Yes.



           21       Q.  And if the information that was furnished was



           22  not accurate, could that impact the opinions expressed



           23  in your report?



           24       A.  Yes.



           25       Q.  Do you agree with the IRS's valuation of the
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            1  inventory of $10,000?



            2                MR. SMITH:  Objection, form.



            3       A.  It's a data point to consider but is not my



            4  opinion.



            5       Q.  So you disagree with that valuation number?



            6       A.  I don't disagree.



            7       Q.  Is it consistent with your --



            8       A.  No, it's not.



            9       Q.  -- report?



           10                But is it your testimony that your report



           11  could be incorrect?



           12       A.  No.  I think my report is correct.



           13       Q.  So you disagree with the IRS's valuation of



           14  $10,000.



           15       A.  I do.



           16       Q.  Do you understand how the IRS arrived at that



           17  valuation?



           18       A.  No.



           19       Q.  Do you understand that it was intended to



           20  reflect a fair market value of the inventory?



           21                MR. SMITH:  Objection, form.



           22       A.  Has no -- that has no bearing in my analysis.



           23       Q.  The definition, to paraphrase, that has been



           24  put forward to me of fair market value that was utilized



           25  by the IRS was the standard of what would that asset
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            1  sell for today at an IRS auction if the seller were



            2  compelled to sell.  Is that a definition of fair market



            3  value that you have ever seen?



            4       A.  No.



            5       Q.  That's not an accepted definition of fair



            6  market value, correct?  In the industry.



            7       A.  I don't -- I mean, you need to look -- we need



            8  to look to IRS reg 5960.  Are you familiar with that --



            9       Q.  I might be.



           10       A.  -- section of code, 5960?



           11       Q.  I might be.  But I am asking you whether the



           12  definition I just read is an accepted definition of fair



           13  market value.



           14       A.  Within the American Society of Appraisers?



           15       Q.  I'm going to ask more broadly.  In any context



           16  that you are aware of.  It's not for me.



           17       A.  No, it's not.



           18       Q.  The IRS then applied a 40 percent reduction to



           19  obtain a figure known as a reduced forced sale value, an



           20  RFSV.  Is that a calculation you are familiar with?



           21       A.  Yeah, I've heard of it.



           22       Q.  Is that an accepted methodology to arrive at a



           23  reduced forced sale value?



           24       A.  I don't know.  I didn't analyze that.



           25       Q.  So I'll represent to you that the IRS reduced
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            1  its estimated wholesale value -- at least it attempted



            2  to -- by 40 percent to arrive at its calculation, which



            3  was a $6,000 figure of the valuation.  Under their



            4  analysis, wholesale value was an important figure.  I'm



            5  going to ask you just a couple of questions about their



            6  methodology for determining that wholesale figure that



            7  they worked from.



            8       A.  Can we -- I just --



            9       Q.  Sir?



           10       A.  -- pause a minute and -- I generally do not



           11  consider the IRS's opinion on any case.  I particularly



           12  carve it away from me.  I want to be independent of it.



           13  I don't want to see their reasoning.  I don't want to



           14  see the revenue agent's report.  I don' t want to see



           15  the NOPA.  I don't -- I don't care about that.  I want



           16  to do my own analysis, and that's what I did here.  I



           17  don't care what those guys say, okay, because I'm



           18  independent, okay?  So those -- whatever they did or



           19  whatever they said has no meaning to me in my



           20  assignment.



           21                MR. FREEMAN:  Objection, nonresponsive.



           22       Q.  While I got you in the hot seat and under oath,



           23  I'm going to ask the question that I was going to ask



           24  about the IRS's determination of the wholesale value.



           25  If the IRS reduced the observed retail value by
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            1  98 percent in order to obtain an estimate of the



            2  wholesale value, would that be a proper analysis?



            3       A.  I don't know.  What was their reasoning that



            4  they gave?  And what was their analytics?



            5       Q.  If they gave no reasoning or analytics, is that



            6  an accepted approach to valuing assets in the industry



            7  or in any context that you're aware of?



            8       A.  Not in the industry, no.



            9       Q.  So I'm going to state what I've stated there a



           10  slightly different way.  Is there typically a



           11  5,700 percent markup of inventory in the bridal gown



           12  industry, to the best of your knowledge?



           13       A.  No.



           14       Q.  Assuming a 5,700 percent markup of inventory



           15  would be pretty clearly erroneous.



           16       A.  Yes.



           17       Q.  Would that be reckless, in your opinion?



           18                MR. SMITH:  Objection, form.



           19       A.  I have no opinion.



           20                MR. FREEMAN:  Can we go off the record?



           21                (A break was taken from 12:00 p.m. to



           22                 12:06 p.m.)



           23                MR. FREEMAN:  Back on the record.



           24       Q.  (BY MR. FREEMAN)  All right.  We are back on



           25  the record.  I've just got a couple more questions.  Do
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            1  you have any opinion on the expert opinions that have



            2  been expressed by Ms. Bonfield or Tony Thangsongcharoen



            3  or Tone Thangsongcharoen?



            4       A.  I think we -- Bonfield is not proper valuation



            5  opinion.



            6       Q.  Okay.  Do you believe that with respect to the



            7  other --



            8       A.  Oh, Tone?  He's a layman.  He gathered data.



            9  But as far as his valuation, I think he is -- he's not



           10  qualified.



           11       Q.  What about Tony?



           12       A.  Tony?



           13       Q.  Yes, sir, Tony.



           14       A.  Not qualified.



           15       Q.  What about them, Tony and Tone, makes them



           16  unqualified to provide an expert opinion?



           17       A.  I mean, they're just providing what they posted



           18  retail prices at.  That's what Tone provided, okay,



           19  retail prices and inventory items and names, okay?  And



           20  claims that the retail value is what I've been damaged,



           21  which is incorrect.



           22       Q.  So is it your opinion that neither



           23  Ms. Bonfield, Tone, or Tony, that none of them are



           24  qualified to serve as experts in this case?



           25       A.  Yes.
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            1       Q.  That's your -- that's your opinion?



            2       A.  They are qualified to bring facts to the table,



            3  but as to giving an opinion of value, no.



            4       Q.  What about them makes them unqualified?



            5       A.  I just don't think they've been trained



            6  properly.



            7       Q.  What do you know about their training?



            8       A.  I don't, other than that I don't see



            9  credentials.



           10       Q.  So you know nothing about their training, but



           11  you have based your conclusion that they are not



           12  qualified as experts on your assumption that they are



           13  not properly trained?



           14       A.  Yes.



           15       Q.  Do you have any specific opinions with respect



           16  to the valuation figures reflected in Ms. Bonfield's



           17  report?



           18       A.  Her report estimated the wholesale value based



           19  on a rule of thumb of 50 percent, okay?



           20       Q.  And that's your primary concern --



           21       A.  And that the retail cost of those products is



           22  not the forced liquidation value of the inventory.



           23       Q.  Is that the sum of your opinions about her --



           24       A.  Yes.



           25       Q.  -- expert opinion?
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            1                What opinions do you have about the



            2  valuation figures reflected in Tone's expert opinion?



            3       A.  Well, I think Tone just came down to what are



            4  the products and what are the retail -- what do we have



            5  them posted for sale, and he said that's the value.



            6       Q.  And that is your -- that is the sum of your



            7  opinion about Tone's --



            8       A.  That's his opinion is the retail sales price is



            9  the value of the property.  And I don't -- I disagree.



           10       Q.  And what about with respect to Tony's expert



           11  opinion?



           12       A.  I don't see any relevancy there with that



           13  opinion.



           14       Q.  Are there other objections that you're aware of



           15  to their opinions?



           16       A.  Not that I know of.



           17       Q.  Any other objections to the methodologies



           18  they've utilized?



           19       A.  No.



           20                MR. FREEMAN:  I've got no further



           21  questions.



           22                THE WITNESS:  We're always willing to give



           23  pro bono time up front on a case to research data, okay,



           24  or to consult on strategy.  I will get Mital or Erin to



           25  pull stuff for you, okay?

�

                                                                     130







            1                MR. FREEMAN:  Fair enough.  We'll



            2  probably --



            3                THE WITNESS:  And we know our way around



            4  the IRS.  We have a -- we have a -- something called the



            5  thud factor.  And that's when we take our report, and



            6  when you hold it 6 inches above the table and drop it,



            7  it goes thud.  These guys hate reports that are thud



            8  factors, okay?  You bury them.



            9                MR. SMITH:  I think everyone hates reports



           10  like that.



           11                THE WITNESS:  But we bury them.



           12                MR. SMITH:  I just have a couple questions



           13  to ask you if you have a --



           14                THE WITNESS:  Oh, that wasn't all on the



           15  record, was it?



           16                MR. SMITH:  That was on the record.



           17                THE REPORTER:  Yes, sir.



           18                THE WITNESS:  Jeez.  Can you ask that to be



           19  stricken?



           20                MR. FREEMAN:  We can.



           21                THE WITNESS:  Okay.



           22                         EXAMINATION



           23  BY MR. SMITH:



           24       Q.  Mr. Hastings, I just have a couple questions



           25  for you.  Can you talk about what experience you have in
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            1  valuation and appraisal?  I know it's kind of a broad



            2  question, but . . .



            3       A.  It is my life.  It is my passion.  It is all I



            4  do.  I have continued to expand my knowledge as far-



            5  reaching as I can.  My continuing education is very



            6  significant because I hold a CPA; I hold an



            7  accredited -- ABV, accredited business valuation; I



            8  hold -- I'm certified in financial forensics; I am a



            9  Chartered Global Management Accountant; I'm an



           10  accredited senior appraiser; and I am certified



           11  valuation analyst.



           12                All of these designations sort of have



           13  their specialties in what you focus on in the training.



           14  A significant amount of my asset training on valuing



           15  inventory and other assets are what I get from the



           16  American Society of Appraisers and from the CPA society



           17  business valuation of tangible and intangible assets,



           18  primarily for determining purchase price allocations.



           19       Q.  Okay.  Let me ask you, you mentioned you were



           20  accredited in business valuations; is that correct?



           21       A.  Yes.



           22       Q.  Do you know how many businesses you had to



           23  value over the course of your experience as a -- as an



           24  appraiser?



           25       A.  I oversee about a hundred to 120 valuation
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            1  projects a year.  So you put ten years on that, I



            2  probably have experience with thousands --



            3       Q.  Okay.



            4       A.  -- of valuations.  That's all our firm does.



            5       Q.  Are those all business valuations -- or what



            6  percentage of that would you say are business



            7  valuations?



            8       A.  Oh, 75 percent, in there.  I mean, they include



            9  asset valuations, a lot of medical equipment, a lot of



           10  other type of asset valuations, inventory property.



           11       Q.  Okay.  So as part of valuing a business, is it



           12  relevant to have to value the inventory of that



           13  business?



           14       A.  Quite often.  Especially if it's a public



           15  company.



           16       Q.  Why is that?



           17       A.  Because of the PCAOB, public company oversight



           18  review board that reviews audits and valuations.



           19       Q.  Okay.  Do you have a ballpark estimate on how



           20  many times you've had to value the inventory of a



           21  business over the course of your career?



           22       A.  Hundreds of times.



           23       Q.  Now, is it necessary from the standpoint of



           24  the -- for example, to be an accredited appraiser, do



           25  you have to have specific industry knowledge or
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            1  background in the item that you're appraising?



            2       A.  No.



            3       Q.  Okay.  So is it -- how common is it to have to



            4  get up to speed, so to speak, on the -- on the details



            5  of a specific industry?



            6       A.  We at ValueScope have a significant amount of



            7  tools to get us up on the industry.



            8       Q.  Okay.



            9       A.  We have IBISWorld, we have Bloomberg Research,



           10  we have RMA data, we have the Standard & Poor's Capital



           11  IQ, we have -- we spend hundreds of thousands a year in



           12  just databases.  That's all we are is a database



           13  company, research company, and we have the tools and the



           14  technology to get up to speed on any industry very



           15  quickly.



           16       Q.  Okay.  Does your business depend on that?



           17       A.  It does.



           18       Q.  Okay.  Does your livelihood depend on your



           19  ability to --



           20       A.  It does.



           21       Q.  -- get up to speed?



           22                For something like a bridal industry or



           23  wedding gowns, is it relevant in a forced liquidation



           24  value to know specifics, such as how orders are placed



           25  for bridal gowns?
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            1       A.  No.



            2       Q.  Is it relevant to know the various contracts



            3  between the vendors and the distributors for purposes of



            4  obtaining a forced sale value of bridal gown inventory?



            5       A.  No.



            6       Q.  Have you had specific training on how to value



            7  personal property as opposed to real estate or different



            8  kinds of assets?



            9       A.  Yes.



           10       Q.  What kind of training have you had?



           11       A.  Continuing education.  I mean, whenever the



           12  American Society of Appraisers come up with new



           13  guidelines of valuing inventory or personal property, I



           14  am either taking the online training course on it or



           15  webinar or am there, so I am very up-to-date on all the



           16  valuation recommendations.



           17       Q.  Do you have a ballpark of how many times you've



           18  had to provide an appraisal of personal property during



           19  the course of your career?



           20       A.  Hundreds.



           21       Q.  Do you know how many times you've had to



           22  establish -- or had to -- you've been asked to look at



           23  the forced sale liquidation value of personal property?



           24       A.  Couple dozen -- a dozen times, maybe.



           25       Q.  How about for inventories?  How many times have
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            1  you been asked to find the liquidation value -- forced



            2  sale liquidation value of inventory?



            3       A.  Maybe half a dozen or more times.  That's



            4  cyclical business, forced -- it's -- you hit a



            5  recession, you get more of it.



            6       Q.  Mr. Freeman has brought up an orderly



            7  liquidation several times we talked about during the



            8  course of this deposition; is that right?



            9       A.  Yes.



           10       Q.  Now, I didn't ask you to prepare an opinion on



           11  orderly liquidation value; is that right?



           12       A.  That's correct.



           13       Q.  What did I ask you to prepare an opinion on?



           14       A.  Just the valuation I did.



           15       Q.  Okay.  And we --



           16       A.  Yeah.



           17       Q.  A forced sale --



           18       A.  Forced sale.



           19       Q.  -- as opposed to an orderly liquidation.



           20       A.  Yeah.



           21       Q.  After having talked to Mr. Freeman sitting



           22  here, do you have an idea what an orderly liquidation



           23  value for the assets at issue in this report would be?



           24       A.  I could walk --



           25                MR. FREEMAN:  Objection, form.
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            1       A.  I can walk him through the methodology and --



            2       Q.  If you don't know, that's fine.



            3       A.  Well, let's just -- I would -- I would look at



            4  an orderly liquidation, bring up the facts of -- I would



            5  come somewhere to 2X to 3X times my forced liquidation,



            6  okay, as far as the top line goes.



            7                But then in an orderly liquidation, you



            8  have to look at probabilities of time frame of selling



            9  the product because -- selling the inventory, and so



           10  that -- in there you have costs.  So you have management



           11  costs of handling the orderly liquidation, and that



           12  would be on a monthly basis.  You have rent costs of



           13  storage of liquidation.  In this case, Tony and Mii's,



           14  you might -- that case you'd have -- sometimes you have



           15  fixed costs that you have to take care of right up front



           16  in order to do the orderly liquidation, and in that



           17  case, it might be I have to pay the back rent, I have to



           18  get -- so I don't get this building shut down because I



           19  don't have anyplace else to store it.  So that'd be --



           20  and then -- so then you take a look at those costs and



           21  then you look at the probabilities, can I -- what is the



           22  probability I can get this done in 3 months? 6 months?



           23  12 months?  And you would do a PWERM, probability-



           24  weighted average return analysis on that.  And that's



           25  what -- how I would look at an a orderly liquidation.
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            1                MR. FREEMAN:  I'm going to object.  I need



            2  to get a sidebar I think I need on the record.



            3                MR. SMITH:  Okay.



            4                MR. FREEMAN:  Is it your position that the



            5  testimony just given would be a substitute for a written



            6  opinion in this case?



            7                MR. SMITH:  No.  I mean, it's because you



            8  asked so many questions about an orderly liquidation.



            9  I'm asking him if he would have an opinion on that.  But



           10  I wasn't -- I wasn't attempting to supplement his



           11  opinion.



           12                MR. FREEMAN:  Would you intend to solicit



           13  such an opinion at trial?



           14                MR. SMITH:  Actually, what -- you okay if



           15  we go off the record, talk about it?



           16                MR. FREEMAN:  Sure.



           17                (A break was taken from 12:22 p.m. to



           18                 12:24 p.m.)



           19                MR. SMITH:  Jason and I -- Freeman -- had a



           20  conversation, and I'm going to ask Mr. Hastings



           21  questions about an orderly liquidation value, whether he



           22  has an opinion on what that value would be.  And of



           23  course, Jason may have some subsequent questions, and



           24  we're going to reserve for a subsequent time whether or



           25  not this would qualify as self-limited to his expert
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            1  report.



            2                Is that -- is that correct, Jason?



            3                MR. FREEMAN:  Correct.



            4                MR. SMITH:  Okay.



            5       Q.  (BY MR. SMITH)  Did I hear you correctly



            6  that -- when you said order -- generally, these orderly



            7  liquidation values are somewhere in the neighborhood of



            8  two to three times the forced sale value as far as the



            9  amount realized from the sale?



           10       A.  Correct.  But the orderly -- but then I



           11  continued on to say that there are costs involved in the



           12  orderly liquidation that really reduces the value.



           13       Q.  Okay.  And you talked about some of those



           14  costs.  Can you walk me through a little bit what an



           15  orderly liquidation would look like?  Is that -- because



           16  we talked a little about the conditions of the forced



           17  sale.  Let's start there.  I'm sorry.  A forced



           18  liquidation sale.  The conditions of that would be all



           19  of the stuff gets sold on one day; is that -- is that



           20  correct?



           21       A.  Correct.



           22       Q.  Okay.  What would an orderly liquidation look



           23  like?



           24       A.  Well, generally, in orderly liquidation models,



           25  you come up with your estimated time frames, and you
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            1  might look at 3-month, 6-month, 12-month time frame,



            2  okay?  And you would look -- and therefore, if it takes



            3  you 3 months -- and so you might look at 2X and 3X.  So



            4  you've got your model where you're not only looking at



            5  selling it at 2X, but you're looking at selling it at



            6  3X, okay?



            7                And you -- then you say, Okay, if I can



            8  sell it in 3 months, I only have 3 months of management



            9  fees, and I only have 3 months of rental expense, and so



           10  therefore I will make more -- I will have to subtract



           11  that from the purchase price.  Also, any fixed costs



           12  that you're required to pay in order to facilitate the



           13  orderly liquidation.  In Tony and Mii's case, it might



           14  mean I have to pay the rent, the 20,000, right up front



           15  to get -- to utilize the space for the inventory.



           16                So -- and then you -- so you'd model that



           17  maybe at 2X, 3X for 3 months, you'd model that at 2X



           18  then 3X for 6 months, you'd model that at 2X and 3X for



           19  12 months.  And obviously, if it went 12 months, you're



           20  going to have more management fees and more rental



           21  costs, right?



           22                So in oftentimes -- and then you'd take a



           23  look and you'd probability weight those.  Now, that's



           24  where the -- some of the subjective nature comes in is



           25  what's the probability I'm going to get this sold in 3
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            1  months, what -- in an orderly -- what's the probability



            2  in 6 months, and what's the probability in 12 months --



            3  in 12 months.



            4                So after all of that is taken in



            5  consideration, you can come up with a range of -- based



            6  on the probabilities and based on 2X or 3X.  Experience



            7  has sometimes shown that often that range is negative



            8  because of the costs involved and that your range in



            9  this case may -- okay, orderly liquidation could be from



           10  a negative $10,000 to a positive hundred thousand



           11  dollars, okay, and that the probability is somewhere in



           12  between there, okay?



           13                So that's sort of how I consult with



           14  clients when they're sort of looking into I just put



           15  this in auction and walk away from it, or do we do an



           16  orderly liquidation.  And so often you have to say to a



           17  client, Let's model it and give -- let's give me your



           18  best input --



           19       Q.  Okay.



           20       A.  -- on this.  And so, you know, you don't know.



           21  Sometimes forced auction is a higher price.



           22       Q.  Okay.  And just the characteristics of the



           23  sale, in an orderly liquidation, you would be able to



           24  sell that item or that asset at any point during that



           25  period; is that correct?
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            1       A.  That's correct.



            2       Q.  You would just maybe have a time frame in which



            3  you could sell the item, but you could sell it on any



            4  day within that time period; is that correct?



            5       A.  Right.  And you would have a manager that would



            6  be reaching out to the other bridal shops and who would



            7  create a presentation or something to send them.



            8                MR. SMITH:  Okay.  With that, I'll pass the



            9  witness.



           10                     FURTHER EXAMINATION



           11  BY MR. FREEMAN:



           12       Q.  Mr. Hastings, it was your testimony earlier



           13  that an orderly liquidation would not be a proper



           14  valuation model under the circumstances of this case; is



           15  that correct?



           16       A.  It's -- doesn't fit the facts of this case.



           17       Q.  So an orderly liquidation model would not be



           18  the proper method --



           19       A.  If asked to assume different facts, then it



           20  might.



           21       Q.  I asked you to assume some different facts, and



           22  during that colloquy, your position was that an orderly



           23  liquidation would not be the proper methodology in this



           24  case; is that correct?



           25       A.  Pardon me.  I didn't --
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            1       Q.  Isn't --



            2       A.  What were the facts that you asked me to



            3  assume?



            4       Q.  Let me just ask you another way.  Is an orderly



            5  liquidation a proper valuation method under the facts



            6  that you have been provided about this case?



            7       A.  No.



            8       Q.  Have you, in fact, performed an orderly



            9  liquidation valuation in this case?



           10       A.  I just outlined it in my testimony here, the



           11  methodology.  I can take that methodology and put it on



           12  paper for you.



           13       Q.  Is that all that's required in order to create



           14  an expert report?



           15       A.  No.  There's --



           16                MR. SMITH:  Objection, form.



           17       A.  No.



           18                MR. SMITH:  You can answer.



           19       A.  No.  There's -- there's other research that has



           20  to go into it.



           21       Q.  But that is your final valuation and the exact



           22  approach you would utilize?



           23       A.  I was giving you the CliffNotes, okay?



           24       Q.  Have you written an opinion or report providing



           25  an orderly liquidation value in this case?
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            1       A.  No.



            2       Q.  And again, you don't believe that an orderly



            3  liquidation valuation would be appropriate under the



            4  circumstances of this case that you have been given?



            5       A.  Under the circumstances of this case, I do not;



            6  given other circumstances, I may.



            7       Q.  Given other circumstances in another case?



            8       A.  In a -- in a hypothetical case, an orderly



            9  liquidation --



           10       Q.  Right.



           11       A.  -- might be appropriate.



           12       Q.  In some other case, that -- and set of facts,



           13  that may be --



           14       A.  Right.



           15       Q.  -- appropriate.



           16       A.  If you want to change --



           17       Q.  I understand that.



           18       A.  -- the facts of this --



           19                THE REPORTER:  Wait.



           20       A.  Yes.  If you want to change the facts of this



           21  case, then an orderly -- I'd assume those facts, an



           22  orderly liquidation may be the proper method.



           23       Q.  But under the facts that have been presented to



           24  you by the Government, your belief is that an orderly



           25  liquidation would not be the proper valuation model.
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            1       A.  Yes.



            2                MR. FREEMAN:  No other questions.



            3                MR. SMITH:  I don't have any further



            4  questions.



            5                THE REPORTER:  Any stipulations for the



            6  record?



            7                MR. SMITH:  (Moving head side to side.)



            8                MR. FREEMAN:  No.



            9                THE REPORTER:  Thank you.  All original



           10  exhibits will be retained by the court reporter and



           11  attached to the original transcript.  This deposition is



           12  now complete.



           13                (Proceedings concluded at 12:32 p.m.)
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