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Deductions for Patent Donations Draw Deeper Scrutiny From IRS
By CASSELL BRYAN-LOW 
Staff Reporter of THE WALL STREET JOURNAL
The Internal Revenue Service is reviewing hundreds of millions of dollars of deductions for potentially overvalued patent donations, agency officials say.

Potential abuses of such donations have become a high priority for the IRS over the past year. The IRS already has disallowed tens of millions of dollars of deductions and is in the process of reviewing others, according to the officials.

Tax rules allow companies to claim as a tax deduction the value of patents donated to charities -- such as universities and research centers -- for as much as 10% of taxable income in any one year, and then carry over unused portions for as long as five years. At issue, the IRS officials say, is the failure by some companies to take into account factors that affect fair market value, such as the existence of other similar innovations or restrictions on what the recipient can do with the patent.

Tax specialists say this area is particularly subject to abuse because little disclosure is required by companies in the forms they file with the IRS in claiming a patent-donation deduction. According to IRS officials, companies typically provide a lump-sum dollar amount for patents donated and a brief description. As part of the agency's reviews, the IRS has been requesting that companies provide additional information about the patents and recipients, as well as valuation reports. Various third-party consultants market such valuation services.

The IRS started to focus on patents after reading news stories in which companies were trumpeting the donations they had made to universities, medical-research institutes and other organizations. Among companies that have made millions of dollars of patent donations in recent years are DuPont Co., Eaton Corp. and Lubrizol Corp., according to a report by M Cam Inc., a Charlottesville, Va., firm that specializes in verifying the uniqueness of intellectual property. M Cam, which has been contracted by the government to help the IRS with its review, presented the report earlier this year to the IRS's Office of Tax Shelter Analysis.

Lubrizol spokesman Kenneth Iwashita said the last patent donation the company made was in March of 2002, which a news release at the time valued at $22.4 million. Mr. Iwashita said the IRS reviewed the deduction and determined its value was two-thirds of that amount, a decision the company accepted.

Dupont, in a statement, said it has "in the past donated intellectual property to qualified charitable organizations," but declined to comment on the tax treatment of those donations, citing company policy not to discuss tax affairs.

Eaton, in a statement, said the company and the IRS "have discussed and agreed upon the treatment of the donations."

Congress also is looking at the issue. Proposed legislation that cleared the Senate Finance Committee last week includes a provision that calls for patents to receive the same tax treatment as certain other intellectual property, such as copyrights. Current tax rules limit the deduction for copyright donations to the donor's basis, or investment in creating the copyright. This often equals zero because companies typically deduct expenses as incurred. The Senate Finance Committee estimates this change could generate hundreds of millions of dollars in additional revenue each year.
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