30 T.C. 962 (1958)

Contributions made to foreign organizations are not deductible as charitable
contributions under the Internal Revenue Code unless the organization is created or
organized in the United States or a possession thereof, or under the law of the
United States, or a State, territory, or possession.

Summary

In 1953, Muzaffer ErSelcuk, a Purdue University professor on a Fulbright grant in
Burma, made contributions to various organizations in Burma. He claimed these
contributions as deductions on his federal income tax return. The Commissioner of
Internal Revenue disallowed the deductions, and the Tax Court upheld the
disallowance. The court found that under the Internal Revenue Code, charitable
contributions were only deductible if made to domestic institutions or institutions
within U.S. possessions. The court reasoned that the intent of Congress was to limit
deductions to those benefiting the United States. Since the organizations were
foreign, the deductions were disallowed.

Facts

Muzaffer ErSelcuk, a faculty member at Purdue University, received a Fulbright
grant to work in Burma. During his six months in Burma, he taught at the University
College of Mandalay and conducted research. He and his wife filed a joint income
tax return, claiming deductions for contributions made to religious organizations,
orphanages, charity hospitals, and the University College of Mandalay, all located in
Burma. The Commissioner of Internal Revenue disallowed these deductions.

Procedural History

The ErSelcuks filed a joint income tax return for 1953. The Commissioner disallowed
the claimed deductions for charitable contributions made to Burmese organizations,
resulting in a deficiency determination. The ErSelcuks then filed a petition with the
United States Tax Court to contest the deficiency.

Issue(s)

1. Whether amounts contributed by petitioners to certain organizations in Burma are
deductible as charitable contributions under I.R.C. § 23(0)(2).

2. Whether the contributions to the University College of Mandalay are deductible
as gifts or contributions to or for the use of the United States under I.R.C. § 23(0)(1).

3. Whether the contributions can be deducted as business expenses.

Holding
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1. No, because the organizations to which the contributions were made were not
created or organized in the United States or a possession thereof.

2. No, because the contributions were not made to or “in trust for” the United
States.

3. No, because there was no evidence that petitioner stood to gain in any way from
his gifts to the University College of Mandalay.

Court’s Reasoning

The Tax Court examined L.R.C. § 23(0), which governed deductions for charitable
contributions by individuals. The court focused on subsection (0)(2), which allows
deductions for contributions to organizations “created or organized in the United
States or in any possession thereof... organized and operated exclusively for
religious, charitable, scientific, literary, or educational purposes.” The court cited
the House Ways and Means Committee report, which stated that the government is
compensated for the loss of revenue by relief from financial burdens and benefits
from the promotion of the general welfare. The court noted, “The United States
derives no such benefit from gifts to foreign institutions.” The court found that the
contributions were made to organizations located in Burma, not in the United States
or its possessions, and therefore, were not deductible. Regarding the contributions
to the University College of Mandalay, the court found the contributions were not
“for the use of” the U.S. as the contributions were not made “in trust for” the U.S. or
any political subdivision thereof. The Court also found the contributions could not be
deducted as business expenses because there was no evidence that ErSelcuk stood
to gain in any way from his gifts to the University College of Mandalay.

Practical Implications

This case clarifies the territorial limitations on charitable contribution deductions.
Taxpayers seeking to deduct contributions must ensure that the recipient
organization is either located within the United States or one of its possessions, or
organized under the laws of the United States or its territories. This ruling has had a
lasting impact on tax planning for individuals and businesses making charitable
donations. It requires that legal counsel advise clients on the domestic nature of the
recipient organization to ensure deductibility. This case is important for
understanding the scope of charitable contribution deductions and reinforces the
need for meticulous documentation and adherence to statutory requirements when
claiming tax deductions. Future cases involving similar facts would likely be decided
consistently with the Court’s opinion. The definition of “for the use of” remains
relevant in determining whether a contribution is deductible, even in cases that do
not involve foreign entities.

This case serves as a precedent for determining the deductibility of charitable
contributions and the requirement for a U.S.-based or organized donee. It
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underscores the importance of carefully reviewing the specific provisions of the
Internal Revenue Code and related regulations. The case continues to be relevant
for attorneys advising individuals and businesses on charitable giving.
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