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In re: Estate of Williams et al. v. Commissioner of Internal Revenue, 123 T.
C. 1 (2004)

The U. S. Tax Court upheld the binding nature of an arbitration agreement in a
dispute over the fair market value of natural gas wells for charitable deductions. The
court  rejected  petitioners’  attempt  to  delay  entering  the  arbitrator’s  findings,
emphasizing the enforceability  of  arbitration agreements and the importance of
adhering to agreed-upon deadlines. This decision underscores the significance of
contractual terms in arbitration and the limited grounds for judicial intervention in
arbitration proceedings.

Parties

In the Tax Court, the petitioners were various estates and individuals, collectively
referred  to  as  the  Estate  of  Williams  et  al.  ,  and  the  respondent  was  the
Commissioner of Internal Revenue. The parties were involved in consolidated cases
regarding the valuation of natural gas wells for charitable contribution deductions.

Facts

On April  14,  2003,  the parties  in  consolidated cases involving the valuation of
numerous West Virginia natural gas wells for charitable contribution deductions
filed a Joint Motion for Rule 124 Arbitration. The arbitration agreement, executed by
the parties’ representatives, stipulated that the arbitrator, Forrest A. Garb, would
determine  the  fair  market  value  of  the  wells  as  of  December  31,  1993.  The
agreement outlined a schedule for submitting information, including an initial 30-
day discovery period, which was extended to July 1, 2003. Despite this, petitioners
submitted additional information on July 6, 2003, which respondent agreed to accept
on the condition that no further submissions would be made. On August 29, 2003,
the arbitrator submitted his findings, which included a statement that petitioners’
consultant had pointed out a potential issue with reserve completion practices, but
no supporting information was provided.

Procedural History

On April 18, 2003, the Tax Court granted the parties’ Joint Motion for Rule 124
Arbitration.  The  arbitration  process  proceeded  according  to  the  agreed-upon
schedule, with the initial discovery period extended to July 1, 2003. On August 29,
2003, the arbitrator submitted his findings to the parties and the Court. On October
6, 2003, petitioners filed a motion to delay entering the arbitrator’s findings into the
record, arguing that the arbitrator had not requested additional information they
believed was necessary. Respondent opposed this motion on October 23, 2003. The
Tax  Court  reviewed  the  motion  under  the  standard  of  contract  law  principles
applicable to arbitration agreements.

Issue(s)
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Whether  the  Tax  Court  should  grant  petitioners’  motion  to  delay  entering  the
arbitrator’s findings into the record based on the arbitrator’s failure to request
additional  information  that  petitioners  believed  was  necessary  for  a  complete
valuation?

Rule(s) of Law

Under Tax Court Rule 124, parties may move for voluntary binding arbitration to
resolve  factual  issues  in  controversy.  An  arbitration  agreement  is  a  contract
governed by general principles of contract law and is enforceable according to its
terms and the parties’  intentions.  The court will  not set  aside the terms of  an
arbitration agreement absent good cause.

Holding

The Tax Court denied petitioners’ motion to delay entering the arbitrator’s findings
into the record, holding that petitioners were bound by the terms of the arbitration
agreement, including the deadlines for submitting information.

Reasoning

The  court’s  reasoning  was  based  on  the  contractual  nature  of  the  arbitration
agreement  and  the  principles  of  contract  law.  The  court  emphasized  that  the
agreement allowed the arbitrator discretion in requesting additional information and
did not require the submission of testimony or expert reports. The petitioners had
already made an untimely submission of information, which the respondent had
agreed to accept on the condition that no further information would be submitted.
The  court  found  that  petitioners  had  no  valid  cause  to  complain  about  the
arbitrator’s exercise of discretion in not requesting the additional information they
believed was necessary. The court’s decision was grounded in the enforceability of
the  arbitration  agreement  and  the  parties’  obligations  to  adhere  to  its  terms,
including the deadlines for submitting information. The court also considered the
policy of promoting the finality of arbitration proceedings and the limited grounds
for judicial intervention in such agreements.

Disposition

The Tax Court denied petitioners’ motion to delay entering the arbitrator’s findings
into the record and issued an appropriate order reflecting this decision.

Significance/Impact

This case reinforces the binding nature of arbitration agreements in tax disputes
and  the  importance  of  adhering  to  agreed-upon  procedures  and  deadlines.  It
highlights the limited grounds for judicial intervention in arbitration proceedings
and the enforceability of arbitration agreements under contract law principles. The
decision may impact future tax cases involving arbitration by emphasizing the need
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for  parties  to  carefully  consider  and  adhere  to  the  terms  of  their  arbitration
agreements. It also underscores the Tax Court’s deference to arbitration agreements
and its reluctance to set aside such agreements absent compelling reasons.


