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Taxpayer Defeats IRS Penalty in Tax Court for Conservation Easement 
Transaction 

December 21, 2021 

 
On November 20, 2021, the Tax Court ruled in favor of our client facing penalties related to disallowed 

charitable contribution deductions for conservation easements.  In Plateau Holdings, LLC v. Commissioner, T.C. 

Memo. 2021-133, the Tax Court found that the client had reasonable cause for the understatement of the tax liability 

at issue because (1) the taxpayer could reasonably believe that the attorney who drafted the deed of easement for 

the recipient did so in a manner that complied with the regulations, and (2) there was “substantial authority” that 

the contested clause in the deed would not prevent a charitable contribution deduction. 

In an earlier ruling issued prior to Caplin & Drysdale’s representation, the Tax Court  determined that the 

taxpayer was not entitled to its charitable contribution deduction because the easement was overvalued and also 

because a defect in the deed of easement caused the deduction to fail the perpetuity requirement of the Treasury 

regulations.  The prior opinion left open the issue of whether the taxpayer should be penalized for the portion of its 

tax liability that was understated as a result of the easement’s failure to satisfy the perpetuity requirement.   

After retaining Caplin & Drysdale, the taxpayer argued that it should not be subject to the penalty because it 

relied on the beneficiary land trust’s attorney to draft the deed of easement in compliance with the Treasury 

regulations.  The Taxpayer also argued that the authority existing at the time the deed was drafted, including an IRS 

letter ruling on charitable contribution deductions, indicated that the position it had taken was objectively 

reasonable.  After briefing, the Tax Court agreed with the taxpayer and concluded that penalties were not appropriate 

in these circumstances. 

The taxpayer’s win is significant because the clause at issue in the deed of easement is repeated verbatim in 

numerous deeds of conservation easement throughout the industry, and it has been seized upon by the IRS and the 

Tax Court as a reason to disallow charitable contribution deductions in other cases.  Although similarly situated 

taxpayers may face an uphill battle on the deductibility of the contribution, they now have judicial support to defend 

against the IRS’s assertion of penalties.  As every case is different, we urge similarly situated taxpayers to consult with 

counsel to determine whether the arguments employed in this case are appropriate in their matters before the IRS 

and the Tax Court. 

For more information regarding this Alert, please contact members of Caplin & Drysdale’s Tax Controversy 

Group: 

Charles M. Ruchelman  

cruchelman@capdale.com  

202.862.7834 

Scott D. Michel 
smichel@capdale.com 

202.862.5030 

https://www.caplindrysdale.com/
https://www.caplindrysdale.com/tax_controversies
https://www.caplindrysdale.com/tax_controversies
http://www.capdale.com/cruchelman
mailto:cruchelman@capdale.com
http://www.capdale.com/smichel
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About Caplin & Drysdale 
Celebrating our 55th Anniversary in 2019, Caplin & Drysdale continues to be a leading provider of legal services to corporations, individuals, and nonprofits 
throughout the United States and around the world. We are also privileged to serve as legal advisors to accounting firms, financial institutions, law firms, and 
other professional services organizations.  

The firm's reputation over the years has earned us the trust and respect of clients, industry peers, and government agencies. Moreover, clients rely on our 
broad knowledge of the law and our keen insights into their business concerns and personal interests. Our lawyers' strong tactical and problem-solving skills - 
combined with substantial experience handling a variety of complex, high stakes, matters in a boutique environment - make us one the nation's most distinctive 
law firms.  
 
With offices in New York City and Washington, D.C., Caplin & Drysdale's core practice areas include:  
 

-Bankruptcy 
-Business, Investment & Transactional Tax 
-Complex Litigation 
-Corporate Law 
-Employee Benefits 
-Exempt Organizations  

-International Tax 
-Political Law 
-Private Client 
-Tax Controversies 
-Tax Litigation 
-White Collar Defense  

 
For more information, please visit us at www.caplindrysdale.com.  
 
 
 
 
 
 
 
Disclaimer 
This communication does not provide legal advice, nor does it create an attorney-client relationship with you or any other reader. If you require legal 
guidance in any specific situation, you should engage a qualified lawyer for that purpose. Prior results do not guarantee a similar outcome.  
 
Attorney Advertising  
It is possible that under the laws, rules, or regulations of certain jurisdictions, this may be construed as an advertisement or solicitation. 
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202.862.8852 

Jonathan R. Black 

jblack@capdale.com 

202.862.5061 

Washington, DC Office:  
One Thomas Circle, NW  

Suite 1100 
Washington, DC 20005 

202.862.5000 

New York, NY Office: 
295 Madison Avenue  

12th Floor  
New York, NY 10017 
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