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Grant v. Commissioner, 84 T. C. 809 (1985)

Uncompensated services and certain expenses are not deductible under the Internal
Revenue Code.

Summary

William  W.  Grant,  a  Maryland  attorney,  sought  to  deduct  the  value  of  his
uncompensated legal services to charitable organizations and a client in a divorce
case, as well as alimony payments and maintenance expenses for a jointly owned
house. The U. S. Tax Court ruled that Grant could not deduct the value of his
services under IRC sections 170 and 162, nor the alimony payments under section
215, as they were not made under a written agreement. Additionally, maintenance
expenses for the house were not deductible under section 212 because the property
was not held for the production of income. The court also upheld an addition to tax
for negligence under section 6653(a).

Facts

William W. Grant, a Maryland attorney, provided uncompensated legal services to
the Oakland government and various charitable organizations during 1972-1974. He
also represented a client in a divorce proceeding without full compensation. Grant
separated from his wife in 1972, who rented part of their jointly owned house. After
the tenant vacated in late 1974, Grant paid maintenance expenses on the house until
it was sold in 1975. Grant sought to deduct the value of his uncompensated services,
alimony payments made in 1972 and early 1973, and the maintenance expenses of
the house.

Procedural History

Grant filed a petition with the U. S.  Tax Court challenging the Commissioner’s
determination  of  deficiencies  and  additions  to  tax  for  1972-1974.  The  court
addressed five issues related to the deductibility of Grant’s uncompensated services,
alimony payments, and maintenance expenses, ultimately ruling against Grant on all
counts.

Issue(s)

1.  Whether  the value of  uncompensated legal  services  performed by Grant  for
charitable organizations is deductible under IRC section 170?
2. Whether the value of services performed by Grant in a divorce proceeding, in
excess of compensation received, is deductible as a business expense under IRC
section 162?
3.  Whether  payments  made  by  Grant  to  his  wife  during  1972  and  1973  are
deductible under IRC section 215?
4. Whether expenses incurred by Grant in connection with his former residence are
deductible under IRC section 212?
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5. Whether Grant is liable for an addition to tax under IRC section 6653(a) for each
of the years in issue?

Holding

1. No, because the regulation disallowing deductions for contributions of services
under section 170 is valid and applies to Grant’s situation.
2. No, because the expenditure of Grant’s labor does not constitute a deductible
business expense under section 162.
3.  No,  because the payments  were not  made pursuant  to  a  written separation
agreement or a legal obligation under a written instrument incident to the divorce.
4. No, because Grant did not hold the house for the production of income when he
paid the expenses.
5. Yes, because Grant intentionally disregarded a regulation without a reasonable
basis, justifying the addition to tax under section 6653(a).

Court’s Reasoning

The court applied IRC sections and regulations to each issue. For the charitable
contributions, it upheld the regulation disallowing deductions for services, finding
no conflict with the statute or legislative history. Regarding the divorce proceeding,
the  court  determined that  uncompensated services  are  not  deductible  business
expenses. The alimony payments were not deductible because they were not made
under a written agreement or court order. The maintenance expenses were not
deductible as the house was not held for income production. The court imposed an
addition to tax for negligence due to Grant’s intentional disregard of a regulation he
believed invalid, despite contrary legal precedents.

Practical Implications

This case clarifies that the value of uncompensated services cannot be deducted as
charitable contributions or business expenses, impacting how attorneys and other
professionals account for pro bono work. It emphasizes the necessity of written
agreements for alimony deductions and the requirement that property be held for
income  production  to  deduct  related  expenses.  Legal  practitioners  should  be
cautious  about  claiming deductions  without  clear  legal  authority,  as  intentional
disregard of regulations can lead to penalties. This ruling has been influential in
subsequent  cases  regarding  the  deductibility  of  uncompensated  services  and
expenses.


