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Chandler v. Commissioner, 142 T. C. 279 (2014)

In Chandler v. Commissioner, the U. S. Tax Court ruled that taxpayers Logan M.
Chandler and Nanette Ambrose-Chandler could not claim charitable contribution
deductions for facade easements on their historic homes due to lack of proof of
value. The court also addressed penalties, allowing a reasonable cause defense for
misvaluations in 2004 and 2005, but not for 2006 due to statutory changes. This
case  underscores  the  complexities  of  valuing  conservation  easements  and  the
stringent application of penalty rules following tax law amendments.

Parties

Logan M. Chandler and Nanette Ambrose-Chandler were the petitioners throughout
the litigation. The respondent was the Commissioner of Internal Revenue. The case
was heard in the United States Tax Court.

Facts

Logan  M.  Chandler  and  Nanette  Ambrose-Chandler  owned  two  single-family
residences in Boston’s South End Historic District. They granted facade easements
on these properties to the National Architectural Trust (NAT), claiming charitable
contribution deductions for 2004, 2005, and 2006 based on appraised values of the
easements.  The  deductions  were  claimed  over  several  years  due  to  statutory
limitations. In 2005, they sold one of the homes and reported a capital gain, claiming
a basis increase due to improvements. The Commissioner disallowed the deductions
and  basis  increase,  asserting  the  easements  had  no  value  and  imposing  gross
valuation misstatement and accuracy-related penalties on the underpayments. The
Chandlers argued they had reasonable cause for any underpayments.

Procedural History

The Chandlers filed a petition with the United States Tax Court contesting the
Commissioner’s determinations. The court’s review involved the application of de
novo standard for factual findings and a review of legal conclusions for correctness.
The court considered the valuation of the easements, the basis increase on the sold
property, and the applicability of penalties under the Internal Revenue Code.

Issue(s)

Whether  the  charitable  contribution  deductions  claimed  by  the  Chandlers  for
granting conservation easements exceeded the fair market values of the easements?

Whether the Chandlers overstated their basis in the property they sold in 2005?

Whether the Chandlers are liable for accuracy-related penalties under section 6662
of the Internal Revenue Code?
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Rule(s) of Law

Under section 170 of the Internal Revenue Code, taxpayers may claim charitable
contribution deductions for the fair market value of conservation easements donated
to  certain  organizations.  Section  6662  imposes  accuracy-related  penalties  for
underpayments resulting from negligence, substantial understatements of income
tax, or valuation misstatements. The Pension Protection Act of 2006 amended the
rules for gross valuation misstatement penalties, eliminating the reasonable cause
exception for charitable contribution property for returns filed after July 25, 2006.

Holding

The Tax Court held that the Chandlers failed to prove their easements had any
value,  and  thus  were  not  entitled  to  claim  related  charitable  contribution
deductions.  The  court  also  held  that  the  Chandlers  adequately  substantiated  a
portion of the basis increase they claimed on the home they sold, entitling them to
reduce their capital gain by that substantiated amount. The Chandlers were liable
for accuracy-related penalties for unsubstantiated basis increases in 2005 and for
gross valuation misstatement penalties for their 2006 underpayment, but not for
2004 and 2005 underpayments due to reasonable cause and good faith.

Reasoning

The court’s reasoning on the valuation of the easements focused on the credibility of
expert appraisals. The Chandlers’ expert, Michael Ehrmann, used the comparable
sales  method,  but  the  court  found  his  analysis  flawed due  to  the  inclusion  of
properties  outside  Boston  and  significant  subjective  adjustments.  The
Commissioner’s  expert,  John  C.  Bowman III,  failed  to  isolate  the  effect  of  the
easements from other variables affecting property values. The court concluded that
the easements did not diminish property values beyond existing local restrictions,
leading to the disallowance of the deductions.

Regarding the basis increase, the court acknowledged the Chandlers’ substantiation
of $147,824 in improvement costs but disallowed the remaining claimed increase
due to lack of documentation. The court rejected the Commissioner’s argument that
the Chandlers may have already deducted the renovation costs on their business
returns,  as  the  Commissioner  did  not  provide  sufficient  evidence  during  the
examination.

On penalties, the court applied the pre-Pension Protection Act rules for 2004 and
2005 underpayments, finding that the Chandlers had reasonable cause for their
misvaluations due to their reliance on professional advice and lack of valuation
experience. However, for the 2006 underpayment, the court applied the amended
rules,  denying  a  reasonable  cause  defense  and  upholding  the  gross  valuation
misstatement  penalty.  The  court  also  found  the  Chandlers  negligent  in  not
maintaining  adequate  records  for  the  full  basis  increase,  thus  upholding  the
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accuracy-related penalty for 2005.

Disposition

The  Tax  Court’s  decision  was  to  be  entered  under  Rule  155,  sustaining  the
Commissioner’s disallowance of the charitable contribution deductions, allowing a
partial basis increase, and imposing penalties as outlined in the holding.

Significance/Impact

Chandler  v.  Commissioner  highlights  the  challenges  taxpayers  face  in  valuing
conservation easements and the importance of maintaining thorough documentation
for basis increases. The case also illustrates the impact of statutory changes on
penalty assessments, particularly the elimination of the reasonable cause exception
for  gross  valuation  misstatements.  This  decision  has  implications  for  taxpayers
claiming deductions for conservation easements, emphasizing the need for credible
and  localized  valuation  analyses.  Subsequent  cases  have  cited  Chandler  in
discussions of easement valuation and penalty application, reinforcing its doctrinal
significance in tax law.


