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25 T.C. 643 (1955)

A charitable contribution is not deductible if the donor’s payment results in only a
contingent  or  future  benefit  to  the  designated  charity,  and  the  donor  retains
significant control or the ability to alter the ultimate distribution of the funds.

Summary

In 1950, the petitioners made payments to a college fraternity’s building fund under
an agreement involving life insurance policies. The agreement designated specific
charities as beneficiaries of the insurance proceeds. The Tax Court determined that
the payments were not immediately deductible as charitable contributions because
the benefits to the charities were contingent upon the fraternity’s ability to continue
paying premiums and subject to potential alteration or amendment by the fraternity.
The court held that the petitioners’ contributions did not create a present, vested
interest in the charities, and thus, were not deductible under the relevant tax code
section.

Facts

Thomas and Elton Awrey made payments of $450 each to a building fund established
by a Sigma Nu fraternity chapter. The Awreys signed subscription agreements that
directed the building fund trustees to purchase life insurance policies on their lives,
with the proceeds payable to specific charities. The agreements also stipulated that
the continuance of the insurance depended on the fraternity providing funds to pay
the premiums. Furthermore, the trust agreement was subject to amendment by the
fraternity and the trustees with the consent of the subscribers.

Procedural History

The  Commissioner  of  Internal  Revenue  determined  deficiencies  in  the  Awreys’
income taxes,  disallowing  deductions  for  the  full  amount  of  their  payments  as
charitable contributions. The Awreys contested the Commissioner’s determination in
the United States Tax Court.

Issue(s)

1. Whether the payments made by the petitioners constituted deductible charitable
contributions “for the use of” the designated charities under Section 23(o) of the
Internal Revenue Code of 1939.

Holding

1. No, because the payments did not result in a present, vested interest in the
charities, but rather a contingent benefit.

Court’s Reasoning
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The court focused on whether the payments resulted in a completed gift to or for the
use of a qualified charitable organization. The court found that the benefits to the
charities were not immediate, vested, or certain. The continuation of the insurance
arrangement and, consequently, any benefit to the charities, was contingent on the
fraternity’s continued financial support for premium payments. Furthermore, the
trust  agreement  could  be  altered  or  amended  by  the  fraternity,  potentially
eliminating the insurance arrangement altogether. “Since in 1950 nothing vested in
the Hospitals and Scholarship Fund and nothing vested ‘for their use’ in the trustees
for the Building Fund as a result of the petitioners’ payments, the petitioners did not
make any gifts or contributions to them or for their use in that year.” The court
distinguished the case from situations where the donor’s control over the funds was
limited, and the charitable benefits were immediate.

Practical Implications

This  case  emphasizes  the  importance  of  the  immediacy  and irrevocability  of  a
charitable gift for tax deduction purposes. It illustrates that a contribution is not
deductible if the donor retains significant control over the funds or if the benefit to
the  charity  is  contingent.  Attorneys  must  carefully  analyze  the  terms  of  any
charitable contribution arrangement, paying close attention to whether the donor’s
actions result in a completed gift. This includes: the donor’s ability to alter or amend
the agreement, the certainty of the funds reaching the charity, and whether any
conditions are placed on the charity’s receipt of the funds. Future cases involving
similar arrangements will likely focus on the degree of control retained by the donor
and the certainty of the benefit to the charity. Moreover, this case highlights that a
contribution to a non-charitable organization (the fraternity) is not deductible even if
it is intended to benefit a charitable organization.


