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Holmes v. Commissioner, 57 T. C. 430 (1971)

Self-produced  tangible  property  donated  to  charity  qualifies  for  a  charitable
deduction at its fair market value, even if the donor’s services contributed to its
creation.

Summary

John  R.  Holmes,  an  independent  film producer,  donated  two  films  to  qualified
charities  and  claimed  deductions  under  IRC  section  170.  The  Commissioner
disallowed the deductions, arguing the donations were services, not property. The
Tax Court held that the films were tangible property, not services, and allowed
deductions based on their fair market values of $1,500 and $3,000. This decision
clarifies  that  self-produced  property  can  qualify  for  charitable  deductions,
emphasizing  the  distinction  between  property  and  services  for  tax  purposes.

Facts

John R.  Holmes,  a  film producer  and television station general  sales  manager,
donated two self-produced films in 1967. One 15-minute film, donated to St. John’s
Hospital, depicted a musical comedy stage show to raise funds for the hospital’s
cardiac  center.  The other  30-minute  film,  donated to  the  Boys’  Club of  Joplin,
showcased the club’s activities to generate local interest and support. Both films
were  aired  on  television  before  being  donated.  Holmes  claimed  charitable
deductions  for  these  films  at  their  fair  market  values  of  $1,500  and  $3,000,
respectively, based on his customary selling rate of $100 per minute of film.

Procedural History

The Commissioner disallowed the deductions, asserting the films were services, not
property, and their value was unprovable. Holmes petitioned the U. S. Tax Court,
which heard the case and issued its decision on December 27, 1971.

Issue(s)

1. Whether the donation of self-produced films constitutes a contribution of property
or services under IRC section 170.
2. Whether the fair market values of the donated films were $1,500 and $3,000,
respectively.

Holding

1. Yes, because the films were tangible property owned by Holmes, distinct from the
services used to create them.
2. Yes, because Holmes’ testimony regarding the films’ values was credible and
based on his experience and customary selling practices.
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Court’s Reasoning

The court distinguished between property and services, emphasizing that the films
were  tangible  commodities  owned  by  Holmes  before  donation.  It  rejected  the
Commissioner’s argument that the donations were services, noting that Holmes’
skills had transformed raw film into valuable property. The court cited cases where
charitable deductions were allowed for property enhanced by the donor’s skills, such
as paintings and cartoons. It also accepted Holmes’ valuation testimony, finding it
credible and based on reasonable factual premises. The court noted that while the
IRS regulations distinguish between property and services, this distinction does not
preclude deductions for self-produced property.

Practical Implications

This decision allows taxpayers who create tangible property to claim charitable
deductions for its donation, even if their skills contributed to its value. It clarifies
that  the  IRS’s  distinction  between  property  and  services  does  not  bar  such
deductions. Practitioners should advise clients that self-produced inventory donated
to charity can qualify for deductions at fair market value, but they must be prepared
to substantiate that value. The ruling also highlights the importance of maintaining
records  of  customary  selling  practices  to  support  valuation  claims.  Subsequent
legislation, such as the Tax Reform Act of 1969, has limited some of these benefits
for  donations  of  appreciated  property,  but  this  case  remains  relevant  for
understanding  the  property-services  distinction  in  charitable  giving.


