Considine v. Commissioner, 74 T. C. 955 (1980)

A payment to a charitable organization can be partially deductible as a charitable
contribution if it has both deductible and nondeductible components based on the
donor’s motives.

Summary

In Considine v. Commissioner, the taxpayers, Charles and Thalia Considine, sought a
charitable contribution deduction for a $20,000 payment made to Tabor Academy in
1970. The payment followed a 1966 transaction where they had donated a portion of
a note to Tabor but faced legal challenges regarding its validity. In 1968, the
Considines settled a malpractice lawsuit by assigning this note to the judgment
creditor, and they asked Tabor to quitclaim its interest. The Tax Court held that the
$20,000 payment was partially deductible. The court determined that $10,714. 28
was nondeductible because it compensated Tabor for the quitclaim, while the
remaining $9,285. 72 was a charitable contribution. The decision emphasized the
need to identify the donor’s dominant motive and consider the true nature of the
transaction.

Facts

In 1965, Charles and Thalia Considine sold the San Felipe property to Capri
Builders, Inc. , receiving a $250,000 note (later reduced to $225,000) secured by a
trust deed. In 1966, they quitclaimed a 1/21 interest in this note and trust deed to
Tabor Academy, claiming a charitable contribution deduction. Charles was later
convicted of filing a false statement on his 1966 return regarding this donation. In
1968, Charles settled a malpractice lawsuit by assigning the note to the judgment
creditor, Mrs. Norris. He informed Tabor of the settlement, offering them cash if
they would quitclaim their interest to Mrs. Norris, which they did in March 1969. In
January 1970, the Considines sent Tabor $20,000 and claimed a charitable
contribution deduction, which the IRS disallowed.

Procedural History

The IRS issued a notice of deficiency for the 1970 tax year, disallowing the $20,000
charitable contribution deduction. The Considines petitioned the U. S. Tax Court for
a redetermination. The court considered whether the payment lacked donative
intent due to its connection to the quitclaim deed. The court ultimately held that
part of the payment was deductible as a charitable contribution.

Issue(s)

1. Whether the $20,000 payment made to Tabor Academy in 1970 was a charitable
contribution deductible under section 170 of the Internal Revenue Code.

Holding
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1. No, because the payment was partially motivated by the need to compensate
Tabor for the quitclaim of its interest in the note and trust deed, but yes, to the
extent that the payment exceeded the value of the benefit received, it was a
charitable contribution. The court found that $10,714. 28 of the payment was
nondeductible as it compensated Tabor for the quitclaim, while the remaining
$9,285. 72 was deductible as a charitable contribution.

Court’s Reasoning

The court applied the legal principle that a payment to a charitable organization is
deductible only if it is a gift, meaning it must be made without expectation of a
return benefit. The court analyzed Charles Considine’s dominant motive for the
payment, finding that part of it was to compensate Tabor for the quitclaim, thus
lacking the necessary donative intent for that portion. However, the court
recognized that the payment exceeded the value of the benefit received by Tabor,
and thus, the excess was a true charitable contribution. The court cited DeJong v.
Commissioner and other cases to support its analysis of donative intent and the
deductibility of payments to charities. The court rejected the Considines’ argument
that the entire payment should be deductible based on Thalia’s intent, emphasizing
Charles’ role in the transaction.

Practical Implications

This decision clarifies that payments to charitable organizations can be partially
deductible if they have both deductible and nondeductible components based on the
donor’s motives. Practitioners should carefully evaluate the donor’s intent and the
nature of any benefit received by the charity when advising clients on charitable
contribution deductions. The case also highlights the importance of documenting the
donor’s intent and any quid pro quo arrangements with charities. Subsequent cases
have applied this principle to similar mixed-motive payments, emphasizing the need
for a clear distinction between deductible contributions and nondeductible payments
for services or benefits.
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