Estate of Alexia DuPont Ortiz DeBie, Deceased, E. Russell Jones, Executor,
Petitioner v. Commissioner of Internal Revenue, Respondent, 56 T. C. 876
(1971)

Expenditures for delineating the extent and location of known commercial ore
deposits are deductible as development expenses.

Summary

Estate of De Bie involved the tax treatment of expenditures related to a leased
mining operation. The key issue was whether certain expenditures were deductible
as development costs under IRC Section 616 or should be treated as non-deductible
exploration expenses. The court held that all expenditures aimed at further
delineating the location and extent of two known commercially viable ore deposits
were deductible development expenditures. Additionally, the court determined the
fair market value of charitable donations made by the estate, concluding that the
estate’s expert appraisal was reliable. This case clarifies the distinction between
exploration and development in mining operations for tax purposes.

Facts

Alexia DuPont Ortiz DeBie leased the Deer Trail Mine in Utah and operated it
through Arundel Mining Co. from 1954 to 1962. The mine had two known
commercially viable ore deposits: one in the 3,400 area and another in the 8,200
area. During the taxable years 1960, 1961, and 1962, expenditures were made for
various mine workings, including drifts, crosscuts, and diamond drill holes. These
were aimed at further delineating the extent and location of the known ore deposits.
Additionally, DeBie donated tangible personal property to a charitable organization
in 1961 and 1962, and the value of these donations was contested.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in DeBie’s income
tax for the years 1960-1962, treating certain mine expenditures as non-deductible
exploration expenses and challenging the valuation of charitable donations. DeBie’s
estate contested these determinations before the United States Tax Court, which
heard the case and issued its decision on July 29, 1971.

Issue(s)

1. Whether expenditures made to further delineate the location and extent of known
commercially viable ore deposits in the Deer Trail Mine constitute deductible
development expenditures under IRC Section 616 or non-deductible exploration
expenses under IRC Section 615.

2. What is the fair market value of the tangible personal property donated by DeBie
to a charitable organization in 1961 and 19627?
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Holding

1. Yes, because expenditures aimed at further delineating the location and extent of
known commercially viable ore deposits were considered development expenditures
under IRC Section 616, as they were reasonably connected with preparing the mine
for ore extraction.

2. The fair market value of the tangible personal property donated in 1961 was
$22,245 and in 1962 was $36,163, as determined by the estate’s expert appraisal,
which the court found reliable.

Court’s Reasoning

The court interpreted IRC Sections 615 and 616, noting that the distinction between
exploration and development expenditures is based on the purpose of the
expenditure. Expenditures made after the development stage of a mine are
deductible if they are for the purpose of preparing the mine for ore extraction,
including delineating the extent and location of known commercial ore deposits. The
court relied on subsequent revenue rulings that supported this interpretation and
found that all expenditures in question, except one conceded by the estate as
exploratory, were for delineating the known ore deposits. The court also considered
the complex geological nature of ore deposits and the necessity of such work before
actual ore extraction begins. For the charitable donations, the court found the
estate’s expert appraisal credible and disregarded the subsequent forced sale of the
property by the charity as not indicative of fair market value at the time of donation.

Practical Implications

This decision impacts how mining companies should classify their expenditures for
tax purposes. Expenditures aimed at delineating known ore deposits are deductible
as development expenses, encouraging the development of mineral resources once a
commercial ore body is discovered. Tax practitioners should carefully assess the
purpose of mine expenditures to determine their deductibility. The case also
highlights the importance of reliable appraisals for charitable donations, as the
court favored the estate’s expert appraisal over the subsequent distress sale of the
donated items. Later cases like Santa Fe Pacific Railroad Co. v. United States have
further clarified that expenditures for discovering new mines are not deductible as
development costs, reinforcing the distinction made in Estate of De Bie.
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