Graham v. Commissioner, 83 T. C. 583 (1984)

Payments to religious organizations are not deductible as charitable contributions if
they are made in exchange for services received, constituting a quid pro quo.

Summary

In Graham v. Commissioner, the Tax Court ruled that payments made by petitioners
to the Church of Scientology were not deductible as charitable contributions under
section 170 of the Internal Revenue Code. The court determined that these
payments were made in exchange for religious services, such as auditing and
training, and thus constituted a quid pro quo rather than a gift. The key issue was
whether these payments qualified as charitable contributions or were nondeductible
personal expenditures. The court held that they were not charitable contributions
because they were not voluntary transfers without consideration. Additionally, the
court rejected the petitioners’ constitutional arguments, stating that the denial of
the deduction did not infringe upon their rights to free exercise of religion or violate
the establishment clause.

Facts

Petitioners Katherine Jean Graham, Richard M. Hermann, and David Forbes
Maynard made payments to various churches of Scientology for auditing and
training services. Graham paid $1,682 in 1972 for courses and auditing, Hermann
paid $4,875 in 1975 for training and auditing, and Maynard paid $4,698. 91 in 1977
as advance payments for services. The Church of Scientology charged fixed
donations for these services and operated in a commercial manner, with a policy to
refund advance payments upon request before services were received. The IRS
disallowed these deductions, claiming the payments were for services rather than
charitable contributions.

Procedural History

The IRS issued notices of deficiency to the petitioners, denying their claimed
charitable contribution deductions. The petitioners filed petitions with the Tax
Court, challenging the IRS’s determination. The Tax Court consolidated these cases
and heard them together, ultimately ruling in favor of the Commissioner.

Issue(s)

1. Whether payments made by petitioners to the Church of Scientology were
deductible as charitable contributions under section 170 of the Internal Revenue
Code.
2. Whether denial of the claimed deductions violated petitioners’ constitutional
rights.

Holding
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1. No, because the payments were made in exchange for services received,
constituting a quid pro quo rather than a charitable contribution.

2. No, because denial of the deduction did not infringe upon petitioners’ rights to
free exercise of religion or violate the establishment clause.

Court’s Reasoning

The court applied the legal rule that a charitable contribution must be a voluntary
transfer without consideration to qualify for a deduction. It found that the payments
made by the petitioners were not voluntary transfers but were made with the
expectation of receiving religious services in return. The court cited DeJong v.
Commissioner, which defined a charitable contribution as synonymous with a gift,
and Haak v. United States, which held that payments made with the expectation of a
benefit are not charitable contributions. The court also addressed the petitioners’
constitutional arguments, stating that there is no constitutional right to a tax
deduction and that the denial of the deduction did not violate the free exercise
clause or the establishment clause. The court emphasized that the tax code’s secular
criteria for determining deductibility did not discriminate against any religion.

Practical Implications

This decision clarifies that payments to religious organizations are not deductible as
charitable contributions if they are made in exchange for services received.
Attorneys advising clients on charitable contributions should ensure that payments
are made without any expectation of a benefit to qualify as a deduction. This ruling
may impact how religious organizations structure their services and fees, as it
highlights the importance of distinguishing between charitable contributions and
payments for services. Subsequent cases have applied this ruling to similar
situations, reinforcing the principle that quid pro quo payments are not deductible
as charitable contributions.
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