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Utilicorp United, Inc. & Subsidiaries v. Commissioner of Internal Revenue,
104 T. C. 670 (1995)

State licensing laws do not apply to expert witnesses in federal court when the
evidence  is  not  for  consumer  protection  or  related  to  federally  regulated
transactions.

Summary

In Utilicorp United v. Commissioner, the Tax Court denied a motion to exclude an
expert’s report and testimony based on alleged violations of Maine’s real estate
appraisal  licensing  law.  The  case  centered  on  Utilicorp’s  1987  purchase  of
hydroelectric  project  assets,  where  the  IRS  challenged  the  allocation  of  the
purchase price. The court found that Maine’s Real Estate Appraisal Licensing and
Certification Act (REALCA) did not apply to the expert’s valuation report prepared
for tax purposes, as it was neither for consumer protection nor related to federally
regulated transactions. The decision underscores the limits of state licensing laws in
federal court proceedings and emphasizes the court’s jurisdiction over evidence
admissibility.

Facts

Utilicorp United, Inc. , purchased a 50% interest in a hydroelectric project’s assets
in Maine in 1987. The IRS reallocated a portion of the purchase price from tangible
to intangible assets. To support this reallocation, the IRS presented a valuation
report prepared by Martin D. Hanan and Richard H. Knoll of Business Valuation
Services, Inc. Utilicorp moved to exclude this report and the experts’ testimony,
arguing that  Hanan and Knoll  were not  licensed appraisers in Maine and thus
violated the state’s Real Estate Appraisal Licensing and Certification Act (REALCA).

Procedural History

Utilicorp filed a petition in the U. S. Tax Court challenging the IRS’s reallocation of
the purchase price. As part of the proceedings, Utilicorp moved in limine to exclude
the valuation report and testimony of Hanan and Knoll, asserting that their actions
violated Maine’s REALCA. The Tax Court denied the motion, ruling that REALCA did
not apply to the valuation report and testimony in this context.

Issue(s)

1. Whether the Tax Court has jurisdiction to consider whether the valuation report
and testimony violate Maine’s REALCA.
2. Whether the principle of comity requires the exclusion of evidence that allegedly
violates Maine’s REALCA.
3. Whether the valuation report constitutes an appraisal of real property within the
meaning of REALCA.
4. Whether REALCA applies to the valuation report and testimony in this case.
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Holding

1. Yes, because the court has jurisdiction to determine the admissibility of evidence
in proceedings before it.
2. No, because comity is not implicated as REALCA does not apply to the evidence
presented.
3. No, because the report’s purpose was not to appraise real property but to allocate
purchase price for tax purposes.
4.  No,  because  REALCA  was  enacted  to  protect  consumers  and  meet  federal
requirements  for  federally  related  transactions,  neither  of  which  apply  to  the
valuation report and testimony in this case.

Court’s Reasoning

The Tax Court reasoned that its jurisdiction extends to determining the admissibility
of evidence, citing Kluger v. Commissioner and Jones v. Commissioner. The court
rejected Utilicorp’s comity argument, finding that REALCA did not apply to the
valuation report and testimony. The court noted that REALCA’s purpose is to protect
consumers  and  meet  federal  requirements  for  appraisals  in  federally  related
transactions, neither of which were relevant to the valuation report prepared for tax
purposes. The court concluded that the Maine Supreme Judicial Court would not
apply REALCA to the experts’ actions in this case, emphasizing the limited scope of
state licensing laws in federal proceedings.

Practical Implications

This decision clarifies that state licensing requirements do not extend to expert
witnesses in federal court when the evidence is not for consumer protection or
related to federally regulated transactions. Practitioners should consider this when
challenging expert testimony based on state licensing laws. The ruling may affect
how courts  in  other  jurisdictions  handle  similar  challenges  to  expert  evidence.
Businesses and tax professionals should be aware that valuations prepared for tax
purposes  are  distinct  from  appraisals  subject  to  state  licensing  requirements.
Subsequent cases, such as Arc Elec. Constr. Co. v. Commissioner, have cited this
decision in addressing the admissibility of evidence in federal court.


