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News From Washington: 
 
Minister Taxed on Church Deposits 
 
In Thomas F. Chambers et ux. v. Commissioner; T.C. Memo. 2011-114; No. 533-09 (31 May 2011), the 
court determined that a minister would be taxed on deposits to his church. 
 
Rev. Thomas Chambers was Senior Pastor of Pilgrim Bible Church from 1991 to 2003. At that time, he 
decided to transition to a worldwide missions role. Because a number of families hoped that he would 
continue to serve as their pastor, he created Biblical Church Ministries. The Biblical Church Ministries 
organization conducted regular Sunday and Wednesday services in the home of Rev. Chambers. He also 
traveled with individuals on evangelism trips to Peru, Venezuela, Costa Rica and South Africa. The 
members traveling on the trips were responsible for raising their own funds. Mr. Chambers worked with a 
Sec. 501(c)(3) organization with the name e3 Partners. 
 
The checks for many of the overseas missions costs were transferred directly to Biblical Church Ministry 
accounts. There were several accounts that were maintained in the name of Biblical Church. One account 
for a period of time had an incorrect Social Security number attached to the account. That account was 
closed. The balance of the accounts used the federal employment identification number (EIN) that 
Chambers obtained from the Internal Revenue Service. 
 
Chambers also did part-time janitorial work for Superior Walls of America, Ltd. Rather than pay Chambers 
the $13 per hour wage, Superior Walls was willing to make the payments for Chambers' services directly 
to the bank account of Biblical Church Ministries. 
 
The bank accounts were all receiving funds designated for Biblical Church. All bank accounts were 
controlled by Mr. and Mrs. Chambers. They were the only signatories to the accounts and paid personal 
expenses at various stores, retailers, gas stations and restaurants. The payments included utility bills, 
sewer bills and various other personal expenses. 
 
The IRS in 2008 audited Chambers for years 2005 and 2006. It issued deficiencies and penalties of 
approximately $70,000 for the failure of Chambers to report taxable income. 
 
Chambers claimed that the Biblical Church is a qualified church and therefore the funds were expended 
in ministry. The IRS responded and questioned the status of Biblical Church as a qualified church and 
also noted that even if it were a qualified church, complete control by the Chambers of the bank accounts 
would render those amounts taxable. 
 
There are 19 specific criteria for qualification as a church. Because Biblical Church satisfied the majority 
of these criteria, it was determined to be a church. That qualification included the fact that Chambers is an 
ordained minister, the church was incorporated as a corporate sole, it held regular Sunday services with 
15 to 25 attendees, the services were in a consistent location and Rev. Chambers taught recognized 
Christian doctrine. All of these were indicia of a qualified church. 
 

 



However, even though it was a qualified church, Chambers had covered personal expenses from the 
church accounts and failed to maintain books and records. Therefore, the IRS would be permitted to use 
the "bank deposit method" to determine the amount of tax payable. 
 
Under Sec. 61(a), the taxpayer is presumed to be taxable on income from any source. Therefore, the IRS 
was permitted to review the various bank deposits to determine the total amount of contributions. The IRS 
added all of the deposits and deemed those taxable. 
 
Chambers noted that the withdrawals had been used for mission trips, ministry expenses and church 
expenses. However, many withdrawal amounts did not correlate with the dates of the missions trips. 
Because there were no receipts, records or other evidence to substantiate the expenditures directly for 
mission trips or the ministries, there were no qualified deductions. 
 
Chambers further noted that under Sec. 107, a minister of the gospel is permitted to exclude the housing 
allowance. The court agreed that a "rental allowance" is permitted for a minister of the gospel. However, 
that allowance must be taken "pursuant to official action taken in advance of such payment by the 
employing church." Because Mr. Chambers received no official salary from Biblical Church and there was 
no action by the governing board of the church to designate a housing allowance, he does not qualify for 
the Sec. 107 deduction. 
 
Because there were no receipts for the mission trips, the bank deposits were under their control and there 
was no designated Sec. 107 Housing Allowance, the Chambers were taxable on the amounts deposited 
in the bank. In addition, prior to trial, the IRS and the Chambers had agreed that $10,862 in 
reimbursements for expenses would be deducted. However, the court determined that this agreement by 
the IRS was also not substantiated and therefore refused recognition of even that amount. 
 
As a result, the court determined that the receipts of $116,552.55 for 2005 and $66,031.57 for 2006 were 
all taxable income to the Chambers. 
 
The IRS had also assessed a Sec. 6663 fraud penalty. The court noted that Chambers failed to keep and 
produce adequate records. However, even though Chambers failed to meet the required record 
standards, the IRS did not prove by clear and convincing evidence the existence of fraud. Therefore, the 
fraud penalty was not applicable. 
 
This is an extraordinarily harsh result. The evidence indicates that Rev. Chambers was conducting church 
services and engaged in charitable events in the mission fields. However, he was very lax in any effort to 
maintain appropriate records. If he had created and tracked funds in an account used for personal 
expenses, a church account for applicable expenses and a missions account with funds expended for 
missions, then only the personal expenses would have been taxable. Had the governing board of the 
organization approved a salary and an appropriate clergy housing allowance, he might have had no 
taxable income under the federal rules. While the result was very harsh, it emphasizes the importance of 
all clergy following the appropriate accounting and housing allowance rules. 
 
Foster-Cat Expenses Deductible 
 
In Jan Elizabeth Van Dusen v. Commissioner; 136 T.C. No. 25; No. 20767-08 (1 Jun 2011), the taxpayer 
was a volunteer for a feline welfare organization. She helped approximately 70 to 80 foster cats during 
the year and sought to deduct the expenses involved. The IRS contested the deductions. 
 
Jan Elizabeth Van Dusen (Van Dusen) was a volunteer for Fix Our Ferals (FOF), a qualified Sec. 
501(c)(3) organization. FOF exists to locate and trap nondomesticated cats. They are then sprayed or 
neutered and returned to the wild following a recovery period. As part of the process, FOF seeks 
volunteers like Van Dusen to provide foster homes for the cats during recovery. 
 
In addition, some of the cats are in poor health and therefore unable to be returned to the wild. These 
cats are either placed for adoption or are maintained in the foster homes. 



 
FOF is, in many respects, a virtual organization. It has no formal office, but does have a board of 
directors, a group of volunteer veterinarians, a website and an email discussion list. 
 
In 2004, Van Dusen had seven cats as pets. She also assisted between 70 and 80 cats through the FOF 
program. In serving the 70 to 80 foster cats, Van Dusen had various expenses that she attempted to 
deduct. 

Cat-Care Expenses 
The principal expense was veterinary bills for spraying and neutering cats and various other types of tests 
and treatment. Van Dusen also bought substantial supplies of cat food and cleaning supplies at Costco. 
She expended funds for extensive laundering of cat bedding and installed an air circulation system for her 
home. The air circulation system was necessary because her pet cats and many of the feral cats were 
allowed access to most of the rooms of the home. There was one room used only by feral cats and some 
of the cats were required to live in cages because of their personal characteristics. 
 
Van Dusen also incurred additional water and garbage bills to provide cat-care. She attempted to deduct 
all of the foster-cat expenses in the amount of $12,068. The IRS denied the deduction and determined a 
tax deficiency of $4,838. 
 
WASHINGTON HOTLINE 
 
With a jobs report showing 54,000 new jobs last month, unemployment moved back up to 9.1%. Both 
parties are in agreement that the current economy is not producing a sufficient number of new jobs to 
reduce the unemployment rate. 
 
The House Ways and Means Committee continued to conduct hearings on tax reform that may increase 
employment. Chairman Dave Camp (R-MI) opened the June 2 meeting with a statement that it is time for 
"a systematic review of the tax code for a very simple reason – todays' tax code is preventing, not 
promoting, job creation." 
 
Chairman Camp notes that it is important to reform the tax code by lowering rates. He suggests that 
lowering marginal tax rates on business income will facilitate job creation. 
 
Camp stated that the "combined federal-state corporate tax rate of 39.1%" is one of the highest in the 
world. In addition, there are over 200 federal tax provisions that are expected to expire in the next few 
years. Without a stable tax system and low rates, it is difficult for companies to grow and create new jobs. 
Chairman Camp has proposed a reduction in corporate and individual tax rates to 25%. The purpose of 
the hearings is to discuss how to reduce corporate and personal deductions so that overall tax rates can 
be lowered. 
 
Ranking Minority Member Sander Levin (D-MI) commented, "I think most of us agree that a lower 
corporate rate is desirable. But the trade-offs involved in getting there truly matter." 
 
At a subsequent meeting the next day with a group in Washington, Levin noted that it is one thing to 
propose a reduction in rates to 25%. However, reducing the personal rate would require a substantial 
change in the rules for mortgage interest and health insurance deductions. Similarly, reducing corporate 
rates would require a substantial change in the manufacturing deduction and the research credit. 
 
While both individuals and corporations like the concept of lower rates, the changes in those deductions 
will affect many Americans. Rep. Levin suggests that it will be important to have an extensive discussion 
of those changes before there is legislation. 
 
Tax reform for 2011 is still quite uncertain. However, as the unemployment numbers continue to hold near 



9%, both parties are clearly concerned about the 14 million unemployed Americans. The high level of 
unemployment may be a motivator to consider substantial tax change this year. 
 
Applicable Federal Rate of 2.8% for June – Rev. Rul. 2011-13; 2011-23 IRB 1 (18 
May 2011) 
 
The IRS has announced the Applicable Federal Rate (AFR) for June of 2011. The AFR under Section 
7520 for the month of June will be 2.8%. The rates for May of 3.0% or April of 3.0% also may be used. 
The highest AFR is beneficial for charitable deductions of remainder interests. The lowest AFR is best for 
lead trusts and life estate reserved agreements. With a gift annuity, if the annuitant desires greater tax-
free payments the lowest AFR is preferable. During 2011, pooled income funds in existence less than 
three tax years must use a 2.8% deemed rate of return. 
 
Private Foundation Not a Public Supporting Organization 
 
In Polm Foundation, Inc. v. United States et al.; No. 09-5401 (5 May 2011), the DC Circuit of the Court of 
Appeals determined that a private foundation failed to qualify under the public charity supporting 
organization test. 
 
The Polm Foundation is organized in Maryland as a non-stock corporation. It applied for tax-exempt 
status in 2007 under Sec. 501(c)(3) and also for recognition as a public charity supporting organization 
under Sec. 509(a)(3). 
 
Following negotiations with the Internal Revenue Service and amendment of its articles of incorporation 
and bylaws, the foundation did not receive approval as a public charity. It sued for a declaratory 
judgment. However, Treasury was successful in obtaining a ruling from the District Court that the 
Foundation was not a public charity. 
 
In the appeal to the DC Circuit, the Foundation maintained that it qualified under Sec. 509(a)(3)(B)(ii) as a 
Type II Supporting Organization. 
 
The Circuit Court noted that a supporting organization must satisfy three separate tests. These are the 
organizational test under Sec. 509(a), the relationship test under Sec. 509(a)(3)(B)(ii) and the control test 
under Sec. 509(a)(3)(C). The Court considered only the organizational test. 
 
Under the organizational test, the Foundation must demonstrate that it is organized "exclusively for the 
benefit of, to perform the functions of, or to carry out the purposes of one or more specified [publicly 
supported] organizations." This requirement can be fulfilled by identifying the organization by name or by 
a class or purpose designation that is "readily identifiable." For example, a supporting organization would 
qualify if it existed to benefit "institutions of higher learning in the state of Y." 
 
However, the Polm Foundation stated that it existed to "carry out the purposes of organizations which 
support, promote and/or perform public health and/or Christian objectives including but not limited to 
Christian evangelism, edification and stewardship." 
 
The Circuit Court said that this purpose statement did not sufficiently identify the organizations that would 
be tasked with maintaining supervision of the supporting organization. These purposes do not satisfy the 
"readily identifiable" organization standard. Because it might be difficult, if not impossible, to determine 
the identification of the supported organizations, the Polm Foundation is Sec. 501(c)(3) organization but 
does not qualify as a public charity supporting organization. 
 
Close Big Oil Loopholes Tax Act 
 
The Close Big Oil Loopholes Tax Act has been introduced by Sen. Robert Menendez (D-NJ), Sen. 
Sherrod Brown (D-OH) and Sen. Claire McCaskill (D-MO). Sen. Menendez stated, "At a time when 



families are feeling the pain at the pump and our deficit keeps growing at an alarming rate, we simply 
can't afford to keep giving away billions in taxpayer handouts to oil companies that are doing nothing to 
help lower prices." He believes that the tax bill will be helpful in raising revenue that can be used to 
reduce the deficit.  
 
Sen. Max Baucus supported the provisions in the bill that would reduce tax benefits for oil companies. He 
stated, "With high deficits and debt, we have to make tough choices, but it isn't a tough decision to end 
taxpayer subsidies for oil and gas companies making $35 billion in the first quarter alone." Sen. Baucus 
predicted that the high price of gasoline, which is now approaching $4 per gallon in many parts of the 
nation, will not be increased if the tax incentives are removed. He suggests that "with the US producing 
10% of the world oil, the oil companies will find it nearly impossible to pass on to consumers the cost of 
cutting oil and gas subsides." 
 
The ranking member on the Senate Finance Committee is Sen. Orin Hatch (R-UT). At the hearing 
convened by Sen. Baucus, Hatch agreed that "everybody is angry about high gas prices." However, he 
continued that, "Families and businesses are being hit by high gas prices. This demands an energy policy 
but all this hearing is about is providing a justification for tax increases." 
 
The oil executives that appeared before the Senate Finance Committee emphasized that the tax 
provisions were applicable to many American industrial corporations. These tax breaks were passed to 
increase job creation in America and reduce the number of jobs sent overseas. In their view, raising taxes 
on the five largest oil companies was a specific and unfair attack on these organizations. The oil 
executives claimed that their actual tax rates were substantially higher than those of most other industries 
in the nation. 
 
The Senate is expected to vote on the oil tax bill within the next month. It is generally agreed that the bill 
is not likely to pass this session. 
 
Recovery Act Contractors Owe $750 Million in Taxes 
 
Under the American Recovery and Reinvestment Act of 2009 (ARRA), approximately 80,000 contractors 
have been selected to build various projects throughout the nation. On May 24, the Government 
Accountability Office (GAO) indicated that it has audited a number of these contractors. It appears that 
many contractors have not paid income taxes on payments from federal contracts. 
 
Sen. Carl Levin (D-MI) is the Chair of the Senate Homeland Security and Government Affairs Permanent 
Sub-Committee on Investigations. He and Ranking Member Tom Coburn (R-OK) conducted a hearing on 
the unpaid taxes. 
 
Sen. Levin stated, "5% is about half the percentage of DOD contractors that an earlier report found had 
unpaid taxes, but it is nonetheless troubling. According to a report the sub-committee is releasing today, 
that 5% translates into about 3,700 contractors and grant recipients out of a total of about 63,000 that 
received over $24 billion in stimulus dollars, while owing unpaid federal taxes of more than $750 million." 
 
Sen. Coburn continued, "It's one thing for us to have a hearing. It's totally another for us to say this has 
got to stop. What we need to do is empower the OMB and administration to put this to a dead stop." 
 
The hearing focused on 15 specific contractors with particularly offensive tax records. One contractor 
owed $700,000 in back taxes and had an expenditure of hundreds of thousands of dollars at a casino. A 
second contractor owed $2 million in back taxes and also had spent hundreds of thousands of dollars in 
casinos. 
 
As a result of past failures of contractors to pay taxes, a contract requirement was passed in 2008. If a 
federal contract is to pay over $150,000, the contractor must certify whether he or she has received an 
IRS notice for delinquent taxes of $3,000 or more during the past three years. 



Charitable Giving Tax Proposals 
 
The ongoing budget negotiations by Vice President Biden or other bipartisan groups have focused 
primarily on spending. However, the President's Fiscal Commission in 2010 proposed a solution that was 
approximately one-fourth tax increases and three-fourths spending reductions. 
 
While the latest indication from House Majority Leader Eric Canter (R-VA) is that the current negotiations 
facilitated by Vice President Biden are focused on spending cuts and not tax increases, it is quite 
probable that there will eventually be tax changes as part of the deficit reduction process. If there are tax 
changes, they may affect medical deductions, retirement plans, mortgages and charitable giving. 
 
On May 23, House Democratic Leader Steny Hoyer (D-MD) spoke to the Bipartisan Policy Center in 
Washington. He discussed the ongoing negotiations and shared his perspective on potential tax changes. 
 
Rep. Hoyer stated, "First, we should broaden the tax base and reduce tax rates by closing tax loopholes 
and limiting other tax expenditures. And we should use part of the resulting savings to reduce the deficit. 
A simpler, more efficient income tax code would help more Americans make economic decisions based 
on what's best for their families and businesses, rather than on maximizing their tax write-offs." 
 
Following the presentation by Rep. Hoyer, the Government Accounting Office (GAO) published a report 
on potential charitable deduction changes. The GAO report also includes an estimate of the change in 
total charitable giving if any of these provisions are enacted. 
 
There were four principal changes that could be part of a future plan. These include the following. 
 
1. Deduction with Floor – Itemized deductions would be permitted, but there would be a non-deductible 
floor. The floor could be $500 single/$1,000 married or 2% of adjusted gross income. Gifts in excess of 
the floor would be deductible for itemizers. 
 
2. Above the Line Deduction – The same plan for deductions with a floor could be created and all 
Americans would be permitted to use the deduction. It would not be necessary to itemize deductions, but 
deductions would reduce adjusted gross income in a manner similar to some types of retirement plan 
contributions. 
 
3. Non-Refundable Credit – The charitable deduction would be replaced with a 25% credit for charitable 
gifts. This plan is likely to also include a floor on gift amounts. 
 
4. Non-Refundable Credit of 15% – The same credit plan with floor could be created with a lower credit 
amount. 
 
The different budget plans have generally selected a target of $4 trillion. Some plans favor spending 
reductions and others prefer tax increases. The majority of budget plans do not include an increase in the 
tax rates. The only way to hold rates level or reduce rates and maintain the tax base is to cut back 
substantially on various types of deductions. Because there is strong support for medical, retirement, 
mortgage and charitable deductions, this will be an interesting political process. 
 
Senate Rejects "Big Oil" Tax Bill 
 
On May 17, the Senate failed to get the required 60 votes to advance the Close Big Oil Tax Loopholes 
Act (S.940). The bill would have reduced a number of tax incentives for oil and gas companies. It failed 
on a 52-48 vote. 
 
Several Democratic Senators from oil-producing states opposed the bill. These included Sen. Mary 
Landrieu of Louisiana and Sen. Mark Begich of Alaska. While some Democratic Senators opposed the 
bill, Senate Majority Leader Harry Reid (D-NV) indicated that the battle was not yet over. He suggested 



that there would be further consideration of oil company incentives in the final budget negotiations. 
 
The White House supported the bill and published a press release that stated, "The nation's outdated tax 
laws currently provide the oil and gas industry billions of dollars per year in the subsidies, even though oil 
and gas prices are high and the industry is reporting outsized profits." In the view of the White House, 
these tax incentives are "unwarranted subsidies" and not needed for domestic oil production. The White 
House indicated that it will continue to pursue reform of these incentives in the ongoing budget 
negotiations led by Vice President Biden. 
 
Senate Republicans were pleased that the bill was defeated. Sen. John Cornyn (R-TX) stated that repeal 
of these tax incentives could lead to higher gas prices. Sen. John Thune (R-SD) suggested that the 
primary result, if the bill passes, is an increase in taxes that will reduce job creation. 

Should Political Donors Pay Gift Tax? 
 
For the first time in three decades, the IRS has sent letters to a number of taxpayers who are donors to 
Sec. 501(c)(4) organizations suggesting payment of gift tax. These Sec. 501(c)(4) organizations are 
frequently involved in issue advocacy and also have a role in political campaigns. The IRS letters have 
indicated that large gifts to these organizations could subject donors to gift tax. 
 
Under the current federal rules for 2011 and 2012, there is a gift tax exemption of $5 million per person. 
Gifts in excess of this amount are taxed at 35%. Even if the gift is below the applicable exclusion amount 
of $5 million and does not trigger a current gift tax, use of the gift exemption may result in an increased 
future estate tax. 
 
Five Senators sent a letter on May 18 to IRS Commissioner Douglas Shulman. They noted that there has 
been a "pattern of non-enforcement over a period of nearly three decades" with respect to gifts to Sec. 
501(c)(4) organizations. In addition, because many of these organizations are involved in issue advocacy 
and represent viewpoints across the entire political spectrum, the Senators believe there may be a 
"constitutionally protected right" under the First Amendment that precludes the application of gift tax to 
these transfers. In their view, "retroactive enforcement of the gift tax in this highly politicized environment 
raises legitimate concerns and demands further explanation." 
 
An estimated $1 billion may be spent on the next election cycle. During the past decade, Sec. 501(c)(4) 
organizations reflecting diverse political viewpoints have grown dramatically. If gifts to these organizations 
are subject to the federal gift tax, there may be a substantial impact on major donors. 

SOGRAT Patent Under USPTO Review 
 
In 2003, the United States Patent and Trademark Office (USPTO) granted a patent to the Wealth 
Transfer Group LLC. The patent was on a tax strategy involving a stock option grantor retained annuity 
trust (SOGRAT). 
 
The patent generated significant controversy in 2006. A CEO of one of the largest financial services 
companies used stock options to fund a grantor retained annuity trust. Wealth Transfer Group LLC sued, 
alleging an infringement of their patent. They requested payment of royalties in order to use this patented 
tax strategy. The suit was settled, but CPAs and attorneys who regularly give clients tax advice were 
greatly concerned by the potential for future tax patent litigation. 
 
Major organizations representing attorneys, CPAs, trust officers, banks and other financial advisors 
encouraged Congress to pass legislation that would ban tax patents. A major patent reform bill with a ban 
on tax patents has been passed by the Senate, but the House has not yet addressed the issue. 
 
David Kappos, Director of the USPTO, initiated an order for re-examination of the SOGRAT patent. The 
tax bar has suggested that there is "prior art" in the area and that this patent should not have been 



granted. 
 
The re-examination process takes an average of 26 months. By that time, it is quite possible that the 
House of Representatives may pass the patent reform bill. Most versions of recent patent reform bills 
would effectively preclude future tax patents. 
 
Still No Budget 
 
On May 25, the Senate voted on four different proposed budgets. None of the budgets received 50 votes. 
However, the four budgets did provide opportunity for the senators to discuss the current fiscal 
challenges. 
 
The first vote was on the budget proposed by House Budget Committee Chair Paul Ryan (R-WI). This 
budget focused on spending cuts and included approximately $4 trillion in spending reductions over a 
decade. It received 47 votes. 
 
A second budget was proposed by Sen. Pat Toomey (R-PA). This budget received 42 votes. It included 
both spending cuts and reductions in corporate and individual tax rates. 
 
A third budget was offered by Sen. Rand Paul (R-KY). It balanced the budgets through major spending 
cuts in just five years. This budget received only seven votes. 
 
The fourth budget was the proposal by President Barack Obama. There were zero votes in support of that 
option. 
 
Republicans noted that Democrats in the Senate had failed to produce their own budget. Senate Minority 
Leader Mitch McConnell (R-KY) encouraged them to move forward with a budget resolution and 
suggested that it was a "basic responsibility" of the Democratic leadership. 
 
Senate Budget Committee Chair Kent Conrad (D-ND) has been conducting budget discussions with the 
Senate Democratic Leadership. His proposed budget is believed to include approximately 50% spending 
reductions and 50% tax increases. However, this budget has not been presented to the Senate. 
 
Sen. Conrad indicated that he will wait for the result of the negotiations under the leadership of Vice 
President Joe Biden. Those negotiations include leaders of both parties from the House and the Senate. 
 
Speaker of the House John Boehner (R-OH) initially proposed that Biden's group match a $2 trillion 
increase in the debt limit with $2 trillion in spending reductions. That negotiation is still underway. 
 
Sen. Orin Hatch (R-UT) noted that the failure of the Senate to produce a budget to date indicates "that 
absent a Balanced Budget Amendment, Congress will never adopt the spending restraint necessary to 
restore constitutional limits on the federal government and the nation's fiscal integrity." 
 
Two sets of negotiations continue. With the departure of Sen. Tom Coburn (R-OK), the "Gang of Five" 
senators continue to prepare a bipartisan compromise to present to the Senate. While the group, chaired 
by Vice President Biden, has not released public information, it is believed that there are negotiations 
discussing substantial expenditure reductions. Because Secretary of the Treasury Timothy Geithner has 
stated that the deadline is August 2 for resolution of the budget problem, it is probable these negotiations 
will continue during June and July. 
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