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Rosen v. Commissioner, 71 T. C. 226 (1978)

The tax benefit rule requires taxpayers to include in gross income the fair market
value of property returned to them after being donated and deducted as a charitable
contribution.

Summary

In Rosen v. Commissioner, the Rosens donated property to charities in 1972 and
1973, claiming charitable deductions, but the properties were returned to them in
subsequent years without consideration. The Tax Court held that the Rosens must
include the fair market value of the returned properties in their gross income under
the tax benefit rule, as the returns were not gifts but rather attempts to reverse the
original donations. The decision underscores the broad application of the tax benefit
rule, even when the property’s return is not legally obligated, and establishes that
subsequent costs related to the returned property do not reduce the includable
income.

Facts

In 1972, the Rosens donated a property valued at $51,250 to the City of Fall River,
claiming a charitable contribution deduction. In April 1973, the city returned the
property to them without consideration due to internal disputes over its use. In June
1973, the Rosens donated the same property, now valued at $48,000, to Union
Hospital, again claiming a deduction. By August 1974, the hospital, facing financial
difficulties  and  property  deterioration,  returned  the  property,  now  valued  at
$25,000,  to  the  Rosens.  The  Rosens  incurred  $5,000  in  demolition  costs  after
receiving the property back from the hospital.

Procedural History

The Commissioner determined deficiencies in the Rosens’ 1973 and 1974 income
taxes, asserting that the fair market value of the returned properties should be
included in their gross income. The Rosens contested this, leading to a case before
the United States Tax Court, which was submitted on a stipulation of facts without a
trial.

Issue(s)

1. Whether the return of donated property to the taxpayer, without legal obligation,
constitutes a taxable event under the tax benefit rule.
2. Whether the fair market value of the returned property at the time of its return
must be included in the taxpayer’s gross income.
3. Whether subsequent demolition costs can reduce the amount of income to be
included from the returned property.

Holding
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1. Yes, because the tax benefit rule applies broadly to any recovery of an item
previously deducted, and the intent to reverse the original gift transaction was clear.
2. Yes, because the tax benefit rule requires inclusion of the fair market value of the
returned property in the year of recovery, which in this case was stipulated to be
$51,250 in 1973 and $25,000 in 1974.
3. No, because the demolition costs were incurred after the property was returned
and are not deductible against the fair market value at the time of return.

Court’s Reasoning

The Tax Court applied the tax benefit rule, which requires inclusion in gross income
of any recovery of an item previously deducted, to the Rosens’ situation. The court
rejected the Rosens’ argument that the returns were gifts under IRC § 102(a), citing
Commissioner  v.  Duberstein’s  criteria  for  gifts,  which  require  detached  and
disinterested generosity. The court found that the city and hospital returned the
property out of a desire to undo the original donations, not out of generosity. The
court also established that a legal obligation to return the property is not necessary
for the tax benefit rule to apply; the intent to reverse the original transaction is
sufficient. The court further clarified that the fair market value at the time of return,
not the value at the time of the original donation, is the amount to be included in
income, and subsequent costs like demolition do not reduce this amount.

Practical Implications

This decision reinforces the application of the tax benefit rule in cases of returned
charitable  contributions,  even  when  there  is  no  legal  obligation  to  return  the
property.  Practitioners  should  advise  clients  to  consider  the  potential  tax
implications of donating property that may be returned, as the fair market value at
the  time  of  return  must  be  included  in  income.  This  ruling  also  clarifies  that
subsequent costs related to the returned property do not offset the income inclusion,
which is important for planning purposes. The case serves as a precedent for similar
situations where property is returned to a donor after a charitable deduction has
been claimed, and it  may influence how taxpayers and charities structure such
transactions to avoid unintended tax consequences.


