Estate of F. G. Holl, Deceased, Bank IV Wichita, N. A. , Executor, Petitioner
v. Commissioner of Internal Revenue, Respondent, 101 T. C. 455 (1993)

The in-place value of oil and gas reserves extracted and sold during the interim
period between the date of death and the alternate valuation date must be
determined as of the date of severance, with a minimal discount for risk or
uncertainty.

Summary

In Estate of Holl v. Commissioner, the Tax Court determined the in-place value of oil
and gas reserves for estate tax purposes under the alternate valuation date. The
reserves were extracted and sold during the six-month period following the
decedent’s death. The court held that the value should reflect market conditions at
the time of severance and include a small discount for risk or uncertainty. The
decision followed a remand from the Tenth Circuit, which directed the court to
reconsider the valuation method. The court ultimately accepted the Commissioner’s
expert’s valuation, which included a 7% total discount from the actual net revenue
received, resulting in a value of $869,600 for the reserves.

Facts

F. G. Holl died owning interests in over 300 oil and gas properties. The executor
elected to use the alternate valuation date under section 2032 of the Internal
Revenue Code, which values the estate six months after death if it results in a lower
tax. During this period, oil and gas were extracted and sold, generating
approximately $980,000 in net revenue. The dispute centered on how to value these
reserves as of their severance date for inclusion in the estate. The executor’s experts
proposed significant discounts for risk, while the Commissioner’s expert suggested a
minimal discount.

Procedural History

The Tax Court initially accepted the Commissioner’s valuation of $930,839. 76,
rejecting the executor’s proposed discount for risk. The Tenth Circuit reversed,
directing the Tax Court to reconsider the valuation based on the in-place value of
the reserves as of their severance date. On remand, the Tax Court heard additional
expert testimony and ultimately accepted the Commissioner’s revised valuation of
$869,600.

Issue(s)

1. Whether the in-place value of oil and gas reserves extracted and sold during the
interim period between the date of death and the alternate valuation date should be
determined as of the date of severance?

2. Whether a minimal discount for risk or uncertainty should be applied to the value
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of the reserves as of the date of severance?
Holding

1. Yes, because section 2032 and relevant case law require the valuation of assets as
of the alternate valuation date, considering any changes in form during the interim
period.

2. Yes, because the court found that a small discount for risk or uncertainty was
appropriate given the minimal uncertainty over the known six-month period.

Court’s Reasoning

The court applied section 2032 of the Internal Revenue Code and the regulations
thereunder, which allow for the valuation of an estate six months after the
decedent’s death if it results in a lower tax. The court followed the Tenth Circuit’s
directive to value the reserves as of the date of severance, using actual market
conditions during the interim period. The court rejected the executor’s experts’
proposed discounts for risk, finding them too high for the short, known period of
extraction. The court accepted the Commissioner’s expert’s methodology, which
included a 5% discount for uncertainty and a 2% discount for the time value of
money, resulting in a total discount of 7%. The court noted that this approach
complied with the requirements set forth by the Tenth Circuit and the Supreme
Court’s decision in Maass v. Higgins, which distinguishes between capital changes
and income on capital assets.

Practical Implications

This decision provides guidance on valuing oil and gas reserves for estate tax
purposes when using the alternate valuation date. It clarifies that the in-place value
of reserves extracted and sold during the interim period should be determined as of
the date of severance, with a minimal discount for risk or uncertainty. This approach
may impact how estates with similar assets are valued, potentially affecting estate
planning strategies for individuals with oil and gas interests. The decision also
reinforces the distinction between capital and income in estate valuations, which
could influence how other income-generating assets are treated under the alternate
valuation date. Subsequent cases, such as Estate of Johnston v. United States, have
cited this case in applying similar valuation principles to oil and gas reserves.
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