Richard E. Parker and Jana J. Parker, Petitioners v. Commissioner of
Internal Revenue, Respondent, 86 T. C. 547 (1986)

Payments for mining exploration must be proven to be for actual exploration
expenses to be deductible, and charitable contributions must be accurately valued to
be deductible.

Summary

In Parker v. Commissioner, the Tax Court disallowed a $7,500 deduction claimed by
the Parkers as exploration expense under IRC section 617, finding the payment to
Einar Erickson was not for actual exploration. The court also rejected a $125,000
charitable contribution deduction for a donated mining claim, DS 82, as it had no
proven value. The Parkers were found negligent in their tax reporting, leading to
additional taxes and interest under IRC sections 6653(a) and 6621(d). The case
highlights the necessity of proving the nature of expenses and the accurate
valuation of charitable contributions.

Facts

In 1977, the Parkers paid $7,500 to Einar Erickson, a geologist, intending it as an
exploration expense for mining claims in Nevada. Erickson provided a receipt and
later staked two claims on behalf of the Parkers and their relatives. In 1978, the
Parkers donated one claim, DS 82, to Brigham Young University, claiming a
$125,000 charitable deduction based on Erickson’s valuation. The IRS disallowed
both the exploration and charitable deductions, asserting the payment to Erickson
was not for exploration and the claim had no value.

Procedural History

The IRS issued a notice of deficiency disallowing the deductions, leading the Parkers
to petition the U. S. Tax Court. The court heard the case and ruled against the
Parkers, denying both the exploration expense and charitable contribution
deductions. The court also imposed additions to tax for negligence and additional
interest due to a valuation overstatement.

Issue(s)

1. Whether the $7,500 payment to Erickson constituted a deductible exploration
expense under IRC section 617.

2. Whether the Parkers were entitled to a charitable contribution deduction for the
donation of DS 82 to Brigham Young University.

3. Whether the Parkers were liable for additions to tax under IRC section 6653(a) for
negligence.

4. Whether the Parkers were liable for additional interest under IRC section 6621(d)
due to a valuation overstatement.
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Holding

1. No, because the Parkers failed to prove the payment was for exploration
expenses; it was used for other purposes by Erickson.

2. No, because the Parkers did not establish that DS 82 had any value, let alone the
claimed $125,000.

3. Yes, because the Parkers were negligent in claiming deductions without sufficient
basis, resulting in an underpayment of taxes.

4. Yes, because the valuation of DS 82 exceeded 150% of its correct value,
constituting a valuation overstatement.

Court’s Reasoning

The court scrutinized the nature of the $7,500 payment, finding no credible evidence
that it was used for exploration. Erickson’s testimony was deemed unreliable, and
the funds were traced to his personal accounts. For the charitable contribution, the
court rejected Erickson’s and his consultant’s valuation of DS 82, noting errors in
the claim’s location and the absence of independent corroboration for the claim’s
alleged value. The court also found the Parkers negligent in relying on Erickson’s
valuation without further inquiry, warranting the addition to tax. The valuation
overstatement justified the imposition of additional interest under IRC section
6621(d).

Practical Implications

This case underscores the importance of documenting and proving the nature of
expenses claimed as deductions, particularly in the context of mining exploration.
Taxpayers must substantiate that payments are for actual exploration, not merely
labeled as such. For charitable contributions, accurate valuation is critical, and
reliance on potentially biased appraisals can lead to denied deductions and
penalties. Legal practitioners should advise clients to seek independent valuations
and ensure compliance with IRS regulations to avoid similar outcomes. Subsequent
cases have cited Parker for its principles on the burden of proof for deductions and
the consequences of valuation overstatements.
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