Irby v. Commissioner, 139 T. C. 371 (2012)

In Irby v. Commissioner, the U. S. Tax Court upheld the validity of conservation
easement charitable deductions. The court ruled that the easements’ conservation
purpose was protected in perpetuity despite government funding requirements. The
case clarified the standards for qualified appraisals and contemporaneous written
acknowledgments, impacting how conservation easements are structured and
claimed for tax purposes.

Parties

Charles R. Irby and Irene Irby, Stanley W. Irby and Bonnie S. Irby, and Dale Irby and
Wendy M. Irby (Petitioners) v. Commissioner of Internal Revenue (Respondent).

Facts

Charles R. Irby, Irene Irby, Dale Irby, and Stanley Irby were members of Irby
Ranches, LLC, a Colorado limited liability company. In 2003 and 2004, Irby Ranches,
LLC, conveyed conservation easements on two parcels of land, known as the west
and east Irby parcels, to Colorado Open Lands, a qualified organization under I. R.
C. sec. 170(h)(3). The conveyances were part of bargain sale transactions funded by
grants from the Farm and Ranchland Protection Program (FRPP), Great Outdoors
Colorado (GOCO), and the Gunnison County Land Preservation Board. The
easements imposed restrictions to protect the natural habitat and preserve open
space and agricultural resources. The deeds required Colorado Open Lands to
reimburse the funding agencies if the easements were extinguished due to
condemnation. Irby Ranches, LLC, reported gains from the sale portion and claimed
charitable contribution deductions for the bargain portion on its tax returns. The
Irbys reported their shares of these gains and deductions on their individual tax
returns.

Procedural History

The Commissioner of Internal Revenue issued notices of deficiency disallowing the
charitable contribution deductions claimed by the Irbys. The case proceeded to trial
in the U. S. Tax Court, focusing on whether the conservation purpose of the
easements was protected in perpetuity, if the appraisal met the requirements of a
qualified appraisal, and if the Irbys complied with the substantiation requirements
for charitable contributions. The Tax Court ruled in favor of the Irbys on all issues
presented.

Issue(s)

1. Whether the conservation purpose of the easements was protected in perpetuity
under L. R. C. sec. 170(h)(5) and sec. 1. 170A-14(g)(6), Income Tax Regs. , given the
reimbursement provisions for funding agencies in the event of extinguishment?
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2. Whether the appraisal report obtained by the Irbys met the requirements of a
qualified appraisal under sec. 1. 170A-13(c)(3), Income Tax Regs. ?

3. Whether the Irbys complied with the substantiation requirements for charitable
contributions under I. R. C. sec. 170(f)(8)?

Rule(s) of Law

1. I. R. C. sec. 170(h)(5) requires that a contribution be exclusively for conservation
purposes, which must be protected in perpetuity. Sec. 1. 170A-14(g)(6), Income Tax
Regs. , allows for the extinguishment of a conservation easement in a judicial
proceeding if all proceeds are used by the donee in a manner consistent with the
original conservation purpose.

2. Sec. 1. 170A-13(c)(3), Income Tax Regs. , mandates that a qualified appraisal
include, among other things, a statement that it was prepared for income tax
purposes.

3. L. R. C. sec. 170(f)(8) requires a contemporaneous written acknowledgment from
the donee for contributions of $250 or more, detailing the amount of cash and
property contributed, and whether any goods or services were provided in
exchange.

Holding

1. The conservation purpose of the easements was protected in perpetuity, as the
deeds complied with I. R. C. sec. 170(h)(5) and sec. 1. 170A-14(g)(6), Income Tax
Regs. The reimbursement provisions to funding agencies did not undermine the
conservation purpose.

2. The appraisal report met the requirements of a qualified appraisal under sec. 1.
170A-13(c)(3), Income Tax Regs. , despite not containing an explicit statement that
it was prepared for income tax purposes.

3. The Irbys complied with the substantiation requirements of I. R. C. sec. 170(f)(8)
by providing a series of documents that collectively constituted a contemporaneous
written acknowledgment.

Reasoning

1. The court found that the deeds ensured Colorado Open Lands would receive its
proportionate share of any extinguishment proceeds, as required by sec. 1.
170A-14(g)(6)(ii), Income Tax Regs. The reimbursement provisions to government
agencies did not detract from the conservation purpose since these agencies were
established to assist in land conservation and were legally obligated to use the funds
for similar purposes. The court distinguished this case from others where deeds
diverted proceeds to further the donor’s interests, such as repaying mortgages.
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2. Regarding the qualified appraisal, the court found that although the appraisal did
not explicitly state it was prepared for income tax purposes, it included sufficient
information to meet the requirements of sec. 1. 170A-13(c)(3)(ii)(G), Income Tax
Regs. The appraisal discussed the purpose of valuing the conservation easement
donation under I. R. C. sec. 170(h) and included the required details on the property
and valuation method.

3. The court held that the Irbys provided adequate contemporaneous written
acknowledgment through a series of documents, including option agreements,
settlement statements, letters from Colorado Open Lands, and Form 8283. These
documents collectively disclosed the property description, cash consideration, and
the donee’s obligations. The court rejected the Commissioner’s argument that no
single document met all the requirements, emphasizing that the law did not prohibit
a series of documents from serving as acknowledgment.

Disposition

The U. S. Tax Court affirmed the validity of the charitable contribution deductions
claimed by the Irbys and upheld the conservation purpose of the easements. The
case was remanded for further proceedings on other issues reserved by the parties.

Significance/Impact

Irby v. Commissioner clarified the legal requirements for conservation easements
funded by government grants, particularly regarding the perpetuity of conservation
purposes and the treatment of extinguishment proceeds. The decision affirmed that
reimbursement provisions to funding agencies do not necessarily undermine the
conservation purpose if those agencies are committed to similar conservation goals.
The ruling also provided guidance on the flexibility of appraisal reports and
contemporaneous written acknowledgments, impacting how taxpayers and
conservation organizations structure and document easement transactions.
Subsequent cases and practitioners have relied on this decision to navigate the
complexities of conservation easement deductions, especially in the context of
bargain sales and government-funded transactions.
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