84 T.C. 722 (1985)

In charitable donation cases involving unique or collectible items, the cost of the
donated property, acquired shortly before donation, can be the most reliable
indicator of its fair market value, especially when expert appraisals are deemed
unreliable or inflated.

Summary

Robert and Carol Chiu donated gemstones and mineral specimens to the
Smithsonian Institution and claimed charitable deductions based on inflated
appraisals. The IRS challenged these valuations, arguing they significantly exceeded
the fair market value. The Tax Court sided with the IRS, finding the petitioners’
experts unreliable and their appraisals exaggerated. The court held that the
petitioners’ recent purchase price of the donated items was the most accurate
measure of their fair market value, as there was no evidence of significant
appreciation or special circumstances justifying a higher valuation. This case
highlights the importance of reliable appraisals and the probative value of cost basis
in determining fair market value for charitable donations.

Facts

Petitioners, Robert and Carol Chiu, purchased gemstones and mineral specimens in
1977, 1978, and 1979. Approximately one year after each purchase, they donated
these items to the Smithsonian Institution. On their tax returns for 1978, 1979, and
1980, the Chius claimed charitable deductions based on appraisals that significantly
exceeded their purchase prices. The IRS determined deficiencies, disputing the
claimed fair market values of the donated items. The petitioners’ claimed values
were based primarily on appraisals from William Pinch, a mineralogist. The IRS
presented expert appraisers who valued the items much lower, closer to the original
purchase prices. The gemstones and minerals were unique collector’s items, and the
market for such items was described as sporadic and chaotic.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in the petitioners’
federal income taxes for 1978, 1979, and 1980. The petitioners challenged these
deficiencies in the United States Tax Court.

Issue(s)

1. Whether the fair market value of gemstones and mineral specimens donated to
the Smithsonian Institution was accurately reflected in the petitioners’ claimed
deductions, which relied on expert appraisals.

2. Whether the cost of the gemstones and mineral specimens, acquired shortly
before donation, is a more reliable indicator of fair market value than the
expert appraisals presented by the petitioners.
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Holding

1. No. The court held that the petitioners’ claimed deductions, based on expert
appraisals, did not accurately reflect the fair market value of the donated
gemstones and mineral specimens because the appraisals were deemed
unreliable and exaggerated.

2. Yes. The court held that in this case, the cost of the gemstones and mineral
specimens to the petitioners was the most reliable evidence of their fair market
value because the petitioners failed to demonstrate any appreciation in value
or special circumstances that would justify a higher valuation.

Court’s Reasoning

The court found the petitioners’ expert appraisals, primarily from William Pinch, to
be unreliable. Pinch’s appraisals were criticized for numerous errors, superficial
examinations, and a lack of reliance on actual comparable sales. The court noted
Pinch’s “overzealous effort” and found his testimony “incredible.” The court also
found the opinions of petitioners’ other expert, Paul Desautels, to be too subjective
and unreliable for determining fair market value, noting Desautels’ description of
the gem and mineral market as “chaotic.”

In contrast, the court found the IRS’s experts, Altobelli and Rosen, more credible
due to their systematic examinations and recognized appraisal standards. However,
the court acknowledged their limited experience with collectibles. Ultimately, the
court emphasized that “little evidence could be more probative than the direct sale
of the property in question,” quoting Estate of Kaplin v. Commissioner, 748 F.2d
1109, 1111 (6th Cir. 1984). The court reasoned that because the petitioners
purchased the items shortly before donation and there was no evidence of market
appreciation or circumstances suggesting the purchase price was not reflective of
fair market value at the time of donation, the cost was the best evidence of fair
market value. The court also pointed to the petitioners’ and the donee’s lack of care
in insuring or protecting the items as further supporting the conclusion that the
donated items’ value was not as high as claimed.

Practical Implications

Chiu v. Commissioner provides key guidance on valuing charitable donations of
unique or collectible property for tax deduction purposes. It underscores that:

» Cost Basis as Evidence: Recent purchase price is strong evidence of fair
market value, especially when donations occur shortly after purchase.
Taxpayers must convincingly demonstrate why a value significantly above cost
is justified.

» Reliability of Appraisals: Expert appraisals must be well-supported, based on
sound methodology and comparable sales data, not just subjective opinions or
inflated values. Courts scrutinize appraisals for bias, errors, and lack of
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objectivity.

* Burden of Proof: The taxpayer bears the burden of proving the fair market
value of donated property. Weak or exaggerated appraisals will not satisfy this
burden.

» Market Context: While collector markets can be unique, taxpayers must still
provide objective evidence of value within that market. Claims of rarity or
uniqueness must be substantiated.

» Subsequent Cases: This case has been cited in subsequent tax court cases
involving charitable donations, particularly where the valuation of unique
items is at issue and cost basis is considered a relevant factor.

This case serves as a cautionary tale against inflated valuations in charitable
donations and reinforces the IRS’s and the courts’ scrutiny of such deductions,
especially when appraisals appear disproportionate to recent acquisition costs.
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