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Citing two issues, the IRS asserted deficiencies exceeding $1.1 million for the taxpayer's 2006, 2007, and 2008 
personal income tax returns: 
 

• Taxpayer was not eligible for carryover deductions for a conservation easement charitable deduction, 
and 

• Taxpayer was liable for an accuracy related penalty for each of the three years. 
 
TAKEAWAY 

While not a primary focus of the case facts or ruling, the court's failure to recognize the testimony of an 
untrained expert having no relevant professional credentials provides taxpayers and their professional 
advisors valuable insight that should not be ignored. 
 
THE FACTS 

Through a living trust, taxpayer owned a California ranch which was used for related-family recreational 
purposes.  In 2005, taxpayer claimed a $4,691,500 charitable deduction for a conservation easement placed on 
the ranch, but section 170(b)(1)(B) limited his deduction to $1,343,704 for that year.  The unused portion of 
the charitable deduction was claimed in the subsequent three years. 
 
DISCUSSION 

Although the IRS acknowledged that the deduction was a “qualified conservation contribution” under section 
170(f)(3)(B)(iii), it denied the subsequent deductions because they were overstated. 
 
The court indicated the “before-and-after” approach of Stanley Works & Subs. v. Commissioner, 87 T.C. 389, 
399 (1986), is often used to value such easements because actual sales are rarely available. 
 
The taxpayer provided three experts who testified to the current and expected highest and best use of the 
property.  The IRS provided no such expert testimony and instead relied on cross examination. 
 
While the court agreed with the experts’ assessments of highest and best use after implementation of the 
conservation easement, it disagreed with the taxpayer-experts’ pre-easement assessments.  Regarding the pre-
easement uses, the taxpayer failed to: 
 

• Demonstrate that he had the right to access the land (access was controlled by a third party) for its 
asserted use, 

• Had adequate water rights to develop the land for its highest and best use, 
• Show adequate demand existed for one of the uses, and 
• Address legal limitations imposed by subdivision statues. 

Additionally, the court noted that the taxpayer failed to provide evidence that the alleged pre-easement 
highest and best uses were economically viable. 
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Furthermore, one taxpayer-expert’s testimony was disregarded because he failed to establish that he was 
qualified to appraise real estate, saying: 
 
“Although [taxpayer’s expert] has been a real estate broker for a number of years, he does not hold an 
appraisal designation from a recognized professional appraiser organization. Additionally, the record does not 
reflect that Mr. Lazaro has any formal training or education in appraising real estate or that he regularly 
performs real estate appraisals.” [insertion substituted in original] 
 
The author notes the court’s criticism was similar to its criticism of finance and accounting professors who 
performed business appraisals in Estate of Ray A. Ford v. Commissioner, T.C. Memo 1993-580, and Estate of 
Edgar A. Berg v. Commissioner, T.C. Memo 1991-279. 
 
CONCLUSION 

Ultimately, the court concluded “that the taxpayer failed to show that the before and after highest and best 
use of the ranch differed,” and more specifically, the taxpayer failed to show the conservation easement had 
any value.  Hence, the taxpayer was not entitled to the claimed charitable deduction carryover deductions for 
2006, 2007 and 2008. 
 
Because the ranch was worth no more after implementation of the conservation easement, the court upheld 
the IRS assertion that it had met the burden of production associated with fair market value exceeding 400% 
or more of the correct fair market value.  
 
Additionally, the court ruled that the taxpayer had not acted with reasonable cause or in good faith, and 
therefore was not eligible for an accuracy related exemption under Sec. 6664(c)(1) or Income Tax Regs. 
1.6664-4(a).  Hence, the asserted accuracy related penalty was upheld.  
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PERKINS VALUATION GROUP: 

Perkins’ dedicated business valuation practice group can help both companies and individuals with their 
valuation needs. Our team can perform an objective analysis to determine the fair market value of your 
business and advise you on the next steps. Our team has performed valuations for closely-held companies, 
trust and partnership interests, restricted securities and other intangibles for the purposes of estate and gift 
planning, ESOP and Phantom Stock issues, merger and acquisition studies, divorce, buy-sell agreements and 
business succession planning. In addition, we can offer expert witness and litigation support. 
 
ABOUT FINANCIAL CONSULTING GROUP: 

Perkins & Co has chosen to join Financial Consultants Group (FCG), one of the largest valuation 
organizations in the country. This membership helps us stay current on valuation best practices 
and industry issues and give us a forum of other professionals for discussions, consultations, and 
second opinions. It also provides us with additional training opportunities and resources, including 
access to the nation’s top experts in valuation and litigation support.  

http://caselaw.findlaw.com/us-8th-circuit/1104226.html
http://www.leagle.com/decision/19922139976F2d1163_11960
http://www.leagle.com/decision/19922139976F2d1163_11960
http://www.law.cornell.edu/uscode/text/26/6664
http://perkinsaccounting.com/services/business-valuation/
http://www.gofcg.org/

