3 T.C. 420 (1944)

Expenditures incurred in defending or perfecting title to property are considered
capital expenditures and are not deductible as ordinary and necessary business
expenses.

Summary

James C. Coughlin sought to deduct legal fees incurred in defending against a suit
brought by his brother that sought to establish an interest in Coughlin’s business
properties on behalf of their deceased mother’s estate. The Tax Court held that
these legal fees were capital expenditures because the underlying suit was
fundamentally a challenge to Coughlin’s title to the properties. Therefore, the fees
were not deductible as ordinary and necessary expenses under Section 23(a) of the
Internal Revenue Code.

Facts

James C. Coughlin owned and managed California Motor Express, Ltd., and Redline
Transfer Co. His brother, Henry F. Coughlin, filed a petition for perpetuation of
testimony in California Superior Court, alleging James had been their deceased
mother’s confidential agent and had refused to deliver properties, including the
businesses, to her estate, claiming them as his own. Henry’s petition indicated a
contemplated action involving claims for specific performance, receivership,
imposition of a trust, damages for fraud, and rescission. James incurred $4,000 in
legal fees in 1941 defending against this action.

Procedural History

Henry F. Coughlin filed a petition in California Superior Court seeking to perpetuate
testimony. The petition was granted, and the deposition of James C. Coughlin was
taken. The proceeding was later dismissed. James C. Coughlin then attempted to
deduct the legal fees incurred in this proceeding on his federal income tax return.
The Commissioner of Internal Revenue disallowed the deduction. Coughlin
petitioned the Tax Court for review.

Issue(s)

Whether legal fees paid by the petitioner in connection with a proceeding for
perpetuation of testimony, initiated by his brother seeking to establish an interest in
the petitioner’s business properties on behalf of their deceased mother’s estate, are
deductible as ordinary and necessary expenses under Section 23(a) of the Internal
Revenue Code.

Holding

No, because the proceeding was fundamentally an attack on the petitioner’s title to
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the properties, the legal fees incurred are capital expenditures and not deductible
expenses under Section 23(a) of the Internal Revenue Code.

Court’s Reasoning

The court reasoned that the legal fees were incurred to defend Coughlin’s title to his
business properties. The court stated,
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