Boltar, L. L. C. v. Commissioner of Internal Revenue, 136 T. C. 326 (U. S. Tax
Court 2011)

In Boltar, L. L. C. v. Commissioner, the U. S. Tax Court ruled that the taxpayer’s
expert appraisal report on a conservation easement donation was inadmissible due
to its unreliability and irrelevance. The court upheld the IRS’s valuation of the
easement at $42,400, rejecting the taxpayer’s claim of over $3. 2 million. This
decision underscores the importance of rigorous adherence to legal standards in
appraisals and the court’s gatekeeping role in excluding unreliable expert testimony
in tax disputes.

Parties

Boltar, L. L. C. , and Joseph Calabria, Jr. , as the tax matters partner, were the
petitioners. The Commissioner of Internal Revenue was the respondent.

Facts

Boltar, L. L. C., a Delaware limited liability company, owned three parcels of land in
Lake County, Indiana: the Northern Parcel, the Southern Parcel, and the Eastern
Parcel. On December 29, 2003, Boltar donated a conservation easement on
approximately 8 acres of the Southern Parcel to Shirley Heinze Land Trust, Inc. The
easement restricted use of the land to preserve its conservation values. Boltar
claimed a charitable contribution deduction of $3,245,000 on its 2003 partnership
return, based on an appraisal by Integra Realty Resources that valued the easement
at $3,270,000. The IRS issued a final partnership administrative adjustment (FPAA)
allowing only $42,400 as the value of the easement.

Procedural History

Boltar challenged the FPAA in the U. S. Tax Court. Before trial, the IRS moved to
exclude Boltar’s expert report and testimony under Federal Rule of Evidence 702
and the standards set forth in Daubert v. Merrell Dow Pharms. , Inc. The court heard
the expert testimony as an offer of proof and deferred ruling on the motion until
after trial. The court ultimately granted the IRS’s motion, excluded the expert report
and testimony, and upheld the IRS’s valuation determination in the FPAA.

Issue(s)

Whether the taxpayer’s expert report and testimony regarding the valuation of the
donated conservation easement should be excluded as unreliable and irrelevant
under Federal Rule of Evidence 702 and Daubert standards?

Whether the value of the donated conservation easement, as determined in the IRS’s
FPAA, should be sustained?

Rule(s) of Law
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Under 26 U. S. C. § 170, a taxpayer is allowed a deduction for charitable
contributions, including contributions of conservation easements, based on the fair
market value of the property at the time of the contribution. The fair market value is
defined as “the price at which the property would change hands between a willing
buyer and a willing seller, neither being under any compulsion to buy or sell and
both having reasonable knowledge of relevant facts. ” (26 C. F. R. § 1. 170A-1(c)(2)).
The valuation of a conservation easement typically involves determining the
difference between the fair market value of the property before and after the
easement is granted. (26 C. F. R. § 1. 170A-14(h)(3)(i)). Federal Rule of Evidence
702 allows expert testimony if it is based on sufficient facts or data, is the product of
reliable principles and methods, and the expert has applied those principles and
methods reliably to the facts of the case.

Holding

The court held that Boltar’s expert report and testimony were inadmissible under
Federal Rule of Evidence 702 because they were not reliable or relevant. The court
found that the experts failed to apply the correct legal standard by not determining
the value of the donated easement using the before and after valuation method, did
not value contiguous parcels owned by Boltar, and assumed a development that was
not feasible on the subject property. The court sustained the IRS’s valuation of the
easement at $42,400 as determined in the FPAA.

Reasoning

The court reasoned that the taxpayer’s experts did not follow the required before
and after valuation methodology, which is the general rule for valuing conservation
easements. The experts’ assumption of a 174-unit condominium project on the 8-
acre parcel was deemed unrealistic and not supported by the existing zoning and
physical constraints of the property. The court emphasized its gatekeeping role
under Daubert and Federal Rule of Evidence 702 to exclude unreliable expert
testimony, even in bench trials, to maintain the efficiency and objectivity of the
judicial process. The court also noted that the taxpayer’s experts did not suggest any
adjustments to their valuation despite acknowledging factual errors, which further
undermined the reliability of their report. The court found respondent’s experts’
valuation more credible, as they used comparable sales data and acknowledged and
corrected errors in their analysis.

Disposition

The court granted the IRS’s motion to exclude the taxpayer’s expert report and
testimony and entered a decision for the respondent, sustaining the valuation of the
easement at $42,400 as determined in the FPAA.

Significance/Impact
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This case reinforces the importance of adhering to established legal standards for
valuing conservation easements and the court’s authority to exclude unreliable
expert testimony. It highlights the need for appraisers to consider all relevant facts,
including zoning restrictions and physical constraints, when determining the highest
and best use of property. The decision also underscores the court’s role in
maintaining the integrity of the judicial process by excluding evidence that is not
reliable or relevant. The case has implications for future tax disputes involving
conservation easements, emphasizing the need for rigorous and objective appraisals.

© 2025 SCOTUSreports.com. All rights reserved. | 3



