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Estate of Elkins v. Commissioner, 140 T. C. No. 5 (2013) (United States Tax
Court, 2013)

In Estate of Elkins v. Commissioner, the Tax Court ruled that a 10% discount from
the pro rata fair market value was appropriate for valuing decedent’s fractional
interests  in  64 works of  art  for  estate tax purposes.  The court  rejected larger
discounts  proposed by  the  estate,  emphasizing  that  the  Elkins  children’s  likely
willingness to purchase the interests at near full value to keep the art within the
family warranted only a nominal discount. This decision highlights the complexities
of valuing fractional interests in personal property, particularly art, and the impact
of family dynamics on such valuations.

Parties

The  petitioners  were  the  Estate  of  James  A.  Elkins,  Jr.  ,  represented  by  its
independent  executors,  Margaret  Elise  Joseph  and  Leslie  Keith  Sasser.  The
respondent was the Commissioner of Internal Revenue.

Facts

James A. Elkins, Jr. , and his wife purchased 64 works of contemporary art, which
became  community  property  under  Texas  law.  Upon  his  wife’s  death,  Elkins
disclaimed a portion of his inherited interests,  resulting in fractional ownership
among his children. The art collection included works by notable artists like Pablo
Picasso, Jackson Pollock, and Jasper Johns. The Elkins children signed agreements
that restricted the sale of the art without unanimous consent, and two of the works
were subject to a lease agreement with Elkins. After Elkins’ death, the estate sought
to value his interests in the art for estate tax purposes.

Procedural History

The estate filed a timely estate tax return reporting a value of $12,149,650 for
Elkins’  interests  in  the  art.  The  Commissioner  issued  a  notice  of  deficiency,
determining a higher value without any discount, asserting that the restrictions on
sale should be disregarded under Section 2703(a)(2) of the Internal Revenue Code.
The estate petitioned the Tax Court, arguing for a substantial discount based on the
lack of marketability and control of the fractional interests.

Issue(s)

Whether the restrictions on the sale of the art under the cotenants’ agreement and
lease  agreement  must  be  disregarded under  Section  2703(a)(2)  of  the  Internal
Revenue Code, and what is the appropriate discount, if any, to be applied in valuing
Elkins’ fractional interests in the art for estate tax purposes?

Rule(s) of Law
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Section 2703(a)(2) of the Internal Revenue Code requires that restrictions on the
right  to  sell  or  use  property  be  disregarded  for  estate  and  gift  tax  valuation
purposes. Section 20. 2031-1(b) of the Estate Tax Regulations defines fair market
value as the price at which 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.

Holding

The Tax Court held that the restrictions on the sale of the art in the cotenants’
agreement and lease agreement must be disregarded under Section 2703(a)(2). The
court determined that a 10% discount from the pro rata fair market value was
appropriate for valuing Elkins’ fractional interests in the art, rejecting the estate’s
proposed larger discounts.

Reasoning

The court reasoned that the Elkins children’s strong emotional attachment to the art
and their financial ability to purchase Elkins’ interests at near full value to keep the
collection intact justified only a nominal discount. The court rejected the estate’s
experts’  analyses,  which  assumed the  children  would  resist  selling  the  art,  as
unrealistic given their likely willingness to repurchase Elkins’ interests. The court
also considered the lack of a market for fractional interests in art and the potential
for the children to negotiate a purchase price close to the undiscounted fair market
value. The court’s decision was influenced by the need to account for uncertainties
in the children’s intentions but emphasized their probable desire to maintain full
ownership of the art.

Disposition

The court’s decision allowed a 10% discount from the pro rata fair market value for
Elkins’ interests in the art, resulting in a fair market value for estate tax purposes of
$20,931,654.

Significance/Impact

This  case  is  significant  for  its  treatment  of  fractional  interest  discounts  in  art
valuation,  emphasizing  the  importance  of  family  dynamics  and  potential  buyer
motivations in determining fair market value. It highlights the application of Section
2703(a)(2) in disregarding restrictions on property use or sale and sets a precedent
for  nominal  discounts  in  similar  cases  where  family  members  are  likely  to
repurchase  interests  to  maintain  ownership.  The  decision  underscores  the
complexities of valuing personal property, particularly art, and the need for careful
consideration of all relevant facts and circumstances.


