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Snyder v. Commissioner, 86 T. C. 567 (1986)

Deductions for mining exploration expenses and charitable contributions may be
denied  when  payments  are  primarily  for  tax  benefits  and  property  is  grossly
overvalued.

Summary

Richard  T.  Snyder  paid  $25,000  to  geologist  Einar  Erickson  for  mining  claim
services, claiming it as an exploration expense deduction. He later donated one
claim,  valuing  it  at  $275,000  for  a  charitable  deduction.  The  court  found  the
payment was primarily for tax benefits, not exploration, and the claim had no value,
denying  both  deductions.  The  court  also  imposed  negligence  penalties  and
additional interest due to the overvaluation, emphasizing the need for substantiation
and realistic valuation in tax deductions.

Facts

Richard T. Snyder, an officer in a steel molding company, consulted Roy Higgs about
investments,  who  introduced  him  to  Einar  Erickson’s  mining  claim  investment
opportunities. Snyder paid Erickson $25,000 for exploration services, receiving four
mining claims in return. Erickson billed this payment as exploration expenses but
used part of it for other purposes, including referral fees. In 1979, Snyder donated
one claim, Quartz Mountain #215 (QM 215), to the Maumee Valley Country Day
School, valuing it at $275,000 based on Erickson’s consolidation theory, and claimed
a charitable deduction of $56,568. 86 on his tax return.

Procedural History

The  IRS  disallowed  Snyder’s  claimed  deductions  for  1978  and  1979,  asserting
deficiencies and penalties. Snyder petitioned the U. S. Tax Court, which upheld the
IRS’s determinations, finding that the payment to Erickson was not for exploration
and that QM 215 had no value, thus denying the deductions and upholding the
penalties.

Issue(s)

1.  Whether the $25,000 payment to  Erickson was deductible  as  an exploration
expense under IRC section 617?
2.  Whether  Snyder  was  entitled  to  a  charitable  contribution  deduction  for  the
donation of QM 215?
3. Whether Snyder is liable for additions to tax under IRC section 6653(a) and
additional interest under IRC section 6621(d)?

Holding

1. No, because the payment was primarily for anticipated tax benefits and not for
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exploration services as defined by IRC section 617.
2. No, because QM 215 had no value on the date of donation, and the claimed value
was a gross overstatement.
3.  Yes,  because  Snyder  was  negligent  in  claiming  the  deductions  and  the
overvaluation resulted in a substantial underpayment attributable to a tax-motivated
transaction.

Court’s Reasoning

The court applied IRC sections 617 and 170, emphasizing that deductions must be
for genuine exploration expenses and that charitable deductions require accurate
valuation.  The  court  rejected  Erickson’s  consolidation  theory,  finding  it  lacked
commercial recognition and was merely speculative. The court also found that the
$25,000 payment was not used for exploration but for other purposes, including
referral fees, and that QM 215 had no value due to lack of exploration and invalidity
under mining laws. The court upheld the negligence penalty and additional interest
due to the substantial overvaluation and lack of substantiation, relying on expert
testimony that contradicted Erickson’s claims. The court emphasized that taxpayers
cannot engage in financial fantasies expecting tax benefits without substantiation
and realistic valuation.

Practical Implications

This decision underscores the importance of substantiating deductions with genuine
economic  substance  and  realistic  valuation.  Taxpayers  and  practitioners  should
ensure that payments claimed as exploration expenses are genuinely for exploration
and  not  primarily  for  tax  benefits.  Charitable  contributions  require  accurate
valuation, and reliance on speculative theories like consolidation can lead to denied
deductions and penalties. Practitioners should advise clients to avoid tax-motivated
transactions that lack economic substance and to seek independent valuations for
charitable  donations.  This  case  has  been  cited  in  subsequent  cases  involving
overvaluation  and  tax-motivated  transactions,  emphasizing  the  need  for  careful
substantiation and valuation in tax planning.


