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<strong><em>Murch ison  v .  Commiss ioner</em>,  35  T .C .  31
(1960)</em></strong>

Charitable contributions deductible under section 23(q) are not “attributable to the
mineral property” and therefore are not to be deducted in computing “net income
from the property” for purposes of the percentage depletion limitation.

<strong>Summary</strong>

The case concerns the deductibility of charitable contributions made by a taxpayer
engaged in mineral production, specifically in the context of calculating percentage
depletion  under  the  Internal  Revenue  Code.  The  court  addresses  whether
contributions to a hospital fund qualify as ordinary and necessary business expenses
or charitable gifts.  The central issue is whether the contributions, if  considered
charitable, should be subtracted from the “net income from the property” when
calculating  the  allowable  percentage  depletion.  The  Tax  Court  held  that  the
contributions  were  indeed  charitable  gifts  and  therefore,  they  were  not  to  be
deducted  when  calculating  the  percentage  depletion  limitations.  This  decision
clarified the interplay between charitable deductions and the computation of net
income for percentage depletion purposes.

<strong>Facts</strong>

The  petitioner  made  contributions  during  1952  to  various  entities,  including  a
payment of $65,000 to the Carlsbad Hospital Association Fund. The Commissioner
conceded that other contributions were deductible under section 23(q) as charitable
contributions. The Commissioner, however, argued that the $65,000 payment was a
business expense and that all these amounts should be deducted when computing
“net  income…from  the  property”  for  section  114(b)(4)  purposes.  The  taxpayer
argued  that  the  $65,000  contribution  should  also  be  considered  a  charitable
donation, and therefore, not included when determining net income from property
for depletion calculations.

<strong>Procedural History</strong>

The case was heard by the United States Tax Court. The Commissioner contested
the tax treatment of  the contributions,  which was addressed by the Tax Court,
resulting in a ruling based on the application of existing tax laws and precedents.
The Commissioner’s position was ultimately rejected by the court.

<strong>Issue(s)</strong>

1. Whether the $65,000 contribution to the Carlsbad Hospital  Association Fund
qualifies as an ordinary and necessary business expense under section 23(a) or a
charitable gift under section 23(q)?

2. If the contributions are deemed charitable gifts, whether they are to be deducted



© 2025 SCOTUSreports.com. All rights reserved. | 2

in computing “the net income from the property” for the purpose of the limitation on
the deduction under section 114(b)(4)?

<strong>Holding</strong>

1. No, the court held that the $65,000 contribution was a charitable contribution
deductible under section 23(q), not an ordinary and necessary business expense.

2. No, the court held that charitable contributions deductible under section 23(q)
are not to be deducted in computing “net income from the property” for the purpose
of section 114(b)(4).

<strong>Court's Reasoning</strong>

The court first addressed whether the contribution was a business expense. The
Court distinguished the case from other cases where contributions to hospitals were
considered business expenses because, in those cases, the contributions benefited
the  business  directly,  such  as  when employees  received  reduced  rates  or  free
services. Here, the court found that the contribution did not directly benefit the
business and was made in consideration of other community donations, not as a
binding obligation to the charity to do something for the corporation. The court
stated that the contribution was “solely in consideration of the other similar gifts
made to the fund as a community effort. It was not required and had no strings
attached.”

Next, the court examined whether the charitable contribution should be deducted in
computing net income from the property for percentage depletion purposes. Citing a
previous case, the court held that charitable contributions under section 23(q) were
not “attributable to the mineral property.”

<strong>Practical Implications</strong>

This case is significant for businesses involved in mineral production because it
clarifies how charitable contributions affect the calculation of percentage depletion.
It establishes that if a contribution is deemed a charitable gift, it is not included in
the  calculation  of  the  net  income  from  the  property.  Taxpayers  in  similar
circumstances  should  carefully  examine  the  nature  of  their  contributions  to
determine if they are considered charitable in order to determine the proper tax
treatment  and  avoid  reducing  their  depletion  allowance.  This  decision  also
reinforces that purely voluntary charitable contributions are distinct from business
expenses directly benefiting the business.


