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Certain contributions of inventory 
not eligible for enhanced deduction, 
IRS concludes 

April 21, 2014 

In brief 

In recently released Chief Council Advice (CCA) 201414014, the IRS concluded that a corporation was 

not eligible for the enhanced charitable deduction under Section 170(e)(3) for its donations of certain 

hair care and grooming products because they are ‘luxury items’ rather than ‘necessities of life.’ 

Any C corporation that makes donations of inventory for the care of the ill, the needy, or infants should 

consider whether this guidance raises concerns regarding their eligibility for the Section 170(e)(3) 

enhanced deduction.    

 

In detail 

Facts   

The taxpayer donated 
inventory of wrinkle creams, 
hair gels, perfumes, hair 
sprays, hair texturizers, 
curling irons, hair dyes, nail 
polishes, epilators, and hair 
restoration treatments (the 
‘donated products’) to a 
charity that distributes them 
to a network of nonprofit 
organizations in the United 
States and abroad.  The 
taxpayer received several 
letters from the charity 
acknowledging receipt of the 
donated products and 
containing the 
representations required 
under Section 170(e)(3) and 
the regulations thereunder. 

The taxpayer also donated 
inventory of soap, shampoo, 

and conditioner, but those 
items were not addressed in 
the CCA because Exam did 
not challenge those items as 
eligible for the enhanced 
charitable deduction. 

Applicable law   

The amount of deduction for 
a charitable contribution of 
ordinary-income property 
under Section 170 generally is 
limited to the lesser of the fair 
market value or the basis of 
the property.  However, 
Section 170(e)(3) provides an 
enhanced deduction for 
qualified contributions of 
inventory by a C corporation 
to a public charity or a private 
operating foundation if the 
donated inventory is used by 
the donee “solely for the care 
of the ill, the needy, or 
infants” and certain other 

requirements are met.  
Generally, the enhanced 
deduction is equal to the 
basis of the inventory 
(determined under the 
taxpayer’s method of 
accounting) plus half of the 
profit that would have been 
recognized if the inventory 
had been sold at its fair 
market value on the date of 
contribution.  However, the 
deduction may not exceed 
two times the taxpayer's basis 
in the contributed property. 

The regulations under 
Section 170 define a needy 
person as a person who lacks 
the necessities of life, 
involving physical, mental, or 
emotional well-being, as a 
result of poverty or 
temporary distress.  The 
regulations further state that 
care of the needy means  
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alleviation or satisfaction of an 
existing need and that care of the 
needy must relate to the particular 
need that causes the person to be 
needy. 

For purposes of the enhanced 
deduction, the statute and regulations 
provide that the donee organization 
must furnish to the taxpayer a written 
statement that: 

 describes the donated property and 

date of receipt,  

 represents that the property will be 

used by the donee in compliance 

with Section 170(e)(3), in a manner 

that constitutes its ground for 

exemption, for the care of the ill, 

needy, or infants, and will comply 

with restrictions on the transfer of 

the contributed property,  

 represents that it is a qualifying 

exempt organization, and  

 represents that adequate books 

and records will be maintained and 

made available to the IRS upon 

request.   

The regulations further provide that if 
the donor establishes that at the time 
of the contribution it reasonably 
anticipated that the property would be 
used by the charity in a manner that 
constitutes its grounds for exemption, 
for care of the ill, needy, or infants, 
and in compliance with the 
restrictions on transfer of the 
contributed property, the donor is 
entitled to the enhanced deduction. 

IRS reasoning   

The IRS found that the taxpayer’s 
donated products are not needed for 
the care of the ill, the needy, or infants 
as that term is used in Section 
170(e)(3) and the regulations 
thereunder, so the taxpayer was not 
eligible for the enhanced deduction.   

In its analysis, the IRS determined 
that the donated items are luxury 
items rather than necessities of life 
such as food, clothing, or shelter.  The 
IRS further stated that a person who 
cannot afford the donated products 
may be needy, but the donated 
products do not relate to the specific 
need that caused the person to be 
needy.  The IRS also noted that 
although the donated goods allow the 
charity to carry out its charitable 
purpose (and thus are charitable 
contributions), they are not eligible 
for the enhanced deduction because 
they are not needed for the care of the 
ill, the needy, or infants.   

Observations:  The CCA indicates 
that the taxpayer received several 
letters from the charity acknowledging 
receipt of the donated products and 
containing the representations 
required by Section 170(e)(3) and the 
regulations thereunder.  Therefore, if 
the taxpayer could establish that it 
reasonably anticipated that the 
property would be used in accordance 
with the requirements of Section 
170(e)(3) based on the written 
statements received from the charity, 
it appears it should be entitled to the 
enhanced deduction.  However, the 
CCA does not mention this provision 
of the regulations and does not 
address this issue. 

The IRS determination that the 
enhanced deduction under Section 
170(e)(3) applies only to necessities of 
life and that the donated products do 
not relate to the specific need that 
caused the person to be needy is 
troubling.  The law appears to require 
only that the donated inventory be 
used for the care of the needy, defined 
as a person who lacks the necessities 
of life, not that the donated inventory 
must itself be a necessity of life.   

Further, it can be argued that the 
donated products related to the 
specific need that caused the person to 
be needy.   Examples of a needy 
person under the regulations include a 
person who is financially 
impoverished as a result of low 
income and lack of financial 
resources, a person who is the victim 
of a natural disaster (such as fire or 
flood), and a person who is not self-
sufficient as a result of previous 
institutionalization (such as a former 
prisoner or a former patient in a 
mental institution).  For a financially 
impoverished person or former 
prisoner, appearing well-groomed at a 
job interview could be critical to 
obtaining a job.  Likewise, a victim of 
a natural disaster most likely would 
have an immediate need for personal 
care items such as the donated 
products, and may have a need for 
furniture or appliances as a result of 
the particular need that caused the 
person to be needy.   

The takeaway 

If the IRS continues to assert that 
these types of donations neither care 
for the needy nor relate to the 
particular need that caused them to be 
needy because they are in their view 
"luxury items" rather than necessities 
of life, then corporations donating 
these items to a qualified charity with 
the intention of providing care for the 
needy would not be able to obtain the 
enhanced deduction under Section 
170(e)(3). 

As a result, any C corporation that 
makes donations of inventory for the 
care of the ill, the needy, or infants 
should consider whether this guidance 
raises concerns regarding their 
eligibility for the Section 170(e)(3) 
enhanced deduction. 
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Let’s talk   

For a deeper discussion of how this might affect your business, please contact: 

Federal Tax Services  

James Martin 
(202) 414-1511 
james.e.martin@us.pwc.com   

George Manousos 
(202) 414-4317 
george.manousos@us.pwc.com      

Annette Smith 
(202) 414-1048 
annette.smith@us.pwc.com  

 
Christine Turgeon 
(646) 471-1660 
christine.turgeon@us.pwc.com   
 
 

 
Dennis Tingey 
(602) 364-8107 
dennis.l.tingey@us.pwc.com   
 
 

 
Jennifer Kennedy 
(202) 414-1543 
jennifer.kennedy@us.pwc.com   
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