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Davis v. Commissioner, 81 T. C. 806 (1983)

To claim a charitable contribution deduction, taxpayers must prove they made actual
contributions to a qualified organization, not merely transferred funds to accounts
they control.

Summary

In Davis v. Commissioner, the U. S. Tax Court disallowed deductions claimed by
James and Peggy Davis for purported charitable contributions to the Universal Life
Church.  The Davises  had deposited funds into  accounts  under  Peggy’s  control,
which were used for personal expenses rather than being donated to the church.
The court rejected their claims due to lack of proof of actual contributions to the
church and affirmed the denial of their motion to quash subpoenas and exclude bank
records as evidence. The decision emphasizes the necessity of proving a genuine
charitable contribution to claim a deduction, and highlights the scrutiny applied to
cases involving personal control over alleged charitable funds.

Facts

James  and  Peggy  Davis  claimed  deductions  for  charitable  contributions  to  the
Universal  Life Church over four years.  Peggy received honorary degrees and a
charter from the Universal Life Church, Inc. (ULC, Inc. ).  She opened checking
accounts in the name of Universal Life Church, over which she had sole signatory
power. James wrote checks to the Universal Life Church, which were deposited into
these accounts. The funds were used for the Davises’ personal and family expenses,
including mortgage payments on their condominium. The Davises argued these were
legitimate contributions to ULC, Inc. , but failed to provide evidence that ULC, Inc.
ever received these funds.

Procedural History

The  Commissioner  of  Internal  Revenue  disallowed  the  claimed  deductions  and
asserted deficiencies and additions to tax. The Davises petitioned the U. S. Tax
Court, which denied their motion to quash subpoenas compelling them to testify and
their motion to exclude banking records of the Universal Life Church accounts. The
court also excluded documents from ULC, Inc. purporting to evidence contributions
as hearsay. The Tax Court ultimately ruled against the Davises, disallowing the
deductions and upholding the deficiencies and additions to tax.

Issue(s)

1.  Whether  the  Davises  are  entitled  to  charitable  contribution  deductions  for
amounts allegedly given to the Universal Life Church?
2. Whether the Davises omitted interest and dividend income from their 1978 and
1979 joint returns?
3. Whether the Davises are liable for the delinquency addition under section 6651(a)
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for 1979?
4. Whether the Davises are liable for the negligence addition under section 6653(a)
for all four years?

Holding

1. No, because the Davises failed to prove they made any contributions to ULC, Inc. ,
and the funds were used for personal expenses, not charitable purposes.
2.  Yes,  because  the  Commissioner  established  that  the  Davises  did  not  report
interest and dividend income from accounts they controlled.
3. Yes, because the Davises filed their 1979 return late without reasonable cause.
4. Yes, because the Davises were negligent in claiming deductions without proof of
charitable contributions and in failing to report income.

Court’s Reasoning

The Tax Court applied the legal rule that deductions are a matter of legislative
grace,  requiring taxpayers to prove their  entitlement.  The court  found that the
Davises did not meet the burden of proving they made contributions to ULC, Inc. , as
all funds were deposited into accounts under Peggy’s control and used for personal
expenses.  The court  rejected the Davises’  argument that  these were legitimate
contributions,  emphasizing  the  need  for  a  voluntary  transfer  to  a  qualified
organization without personal benefit. The court also noted that the Davises’ failure
to report income and late filing of their return demonstrated negligence. The court
upheld the denial of the Davises’ motions to quash subpoenas and exclude bank
records, finding no valid privilege claims and that the records were relevant to the
charitable contribution issue. The court also excluded documents from ULC, Inc. as
hearsay, lacking the necessary foundation to be admitted as business records.

Practical Implications

This decision reinforces the stringent proof  required for  charitable contribution
deductions, emphasizing that taxpayers must demonstrate actual contributions to a
qualified organization, not merely transfers to accounts they control. Attorneys and
tax professionals should advise clients to maintain clear records of contributions and
ensure  funds  are  used  for  charitable  purposes.  The  ruling  also  highlights  the
importance of reporting all income and timely filing returns to avoid delinquency
and negligence penalties. Subsequent cases involving similar issues have cited Davis
to  support  the  disallowance  of  deductions  when taxpayers  fail  to  prove  actual
contributions to a qualified organization. This case serves as a cautionary tale for
taxpayers  and  practitioners  dealing  with  charitable  deductions,  particularly  in
situations involving personal control over funds.


