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4 T.C. 335 (1944)

A taxpayer who inherits a life estate in real property can deduct a loss incurred from
the sale of that life estate, but it is treated as a capital loss subject to capital loss
limitations.

Summary

Sayers and C. Henry Harman inherited life interests in coal lands. They sold their
interests and sought to deduct the loss on their individual income tax returns. The
Commissioner argued the loss was deductible only by the estate. The Tax Court held
that because the Harmans were vested with legal title to the life estates under West
Virginia law, the loss was theirs, not the estate’s. However, the loss was deemed a
capital loss, limiting the amount they could deduct. Additionally, C. Henry sought to
deduct legal fees paid for both condemnation proceedings and securing a loan. The
court disallowed the deduction because the portion attributable to securing the loan
was a capital expenditure and the amounts were not divisible.

Facts

W.F. Harman died testate in 1924, devising life interests in coal lands to his sons,
Sayers and C. Henry Harman. The will  gave the sons the rents, issues, profits,
royalties, and dividends from the coal lands absolutely. The coal lands were leased
to  Yukon-Pocahontas  Coal  Co.  The  estate  of  W.F.  Harman  remained  in
administration in 1940. In 1940, the brothers sold the coal lands and sought to
deduct the loss on their individual returns. C. Henry also paid $755 to an attorney
for legal  services related to condemnation proceedings and securing a loan for
farming purposes.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in the income taxes
of Sayers and C. Henry Harman for the 1940 tax year. The Commissioner disallowed
the deduction for the loss on the sale of the coal lands, attributing it to the estate of
W.F. Harman. The Commissioner also disallowed C. Henry’s deduction for legal
expenses. The Harmans petitioned the Tax Court for review, and the cases were
consolidated.

Issue(s)

1. Whether the loss from the sale of coal lands devised to the petitioners for life was
deductible by the individual taxpayers or by the estate of W.F. Harman?

2. Whether C. Henry Harman could deduct legal expenses paid for legal advice
concerning condemnation proceedings and securing a loan?

Holding



© 2025 SCOTUSreports.com. All rights reserved. | 2

1. No, but the loss is limited; the loss was deductible by the individual taxpayers as a
capital loss because under West Virginia law, the brothers, as devisees, held legal
title to the life estate and the will explicitly granted them all profits from the land.

2. No, because the expense of securing the loan is a capital expenditure, and the
amount  attributable  to  it  cannot  be  separated  from  the  expense  for  the
condemnation  proceeding.

Court’s Reasoning

Regarding the loss from the sale of coal lands, the court reasoned that under West
Virginia law, the devisees (Sayers and C. Henry) became vested with legal title to
the real estate. The court distinguished cases cited by the Commissioner, noting
those cases involved personal property where title remained in the estate or trust.
The court noted the will gave the brothers all the rents, issues, profits, royalties and
dividends from the property which cemented their ownership. The court determined
the loss was a capital loss because the life estates were held for investment, not for
sale in the ordinary course of business as per section 23 (l) of the Internal Revenue
Code.

Regarding the legal expenses, the court cited Emil W. Carlson, 24 B. T. A. 868
indicating that the expense of obtaining a loan is a capital expenditure. Since the
attorney’s fee covered both the loan and the condemnation proceeding, and the
portion related to the loan could not be determined, no deduction was allowed.

Practical Implications

This case clarifies that a life tenant who disposes of their interest can recognize a
gain or loss, and it is the life tenant’s responsibility to report that gain or loss. The
ruling highlights the importance of state law in determining property rights for
federal tax purposes. It also underscores the principle that expenses incurred in
securing a loan are capital expenditures and not immediately deductible. For tax
planning purposes, this case teaches that taxpayers should carefully document the
allocation of expenses, especially when they relate to both deductible and capital
items,  to  ensure accurate tax reporting.  The dissent  highlights  the difficulty  in
determining the basis of a life estate and suggests a regulatory approach which
takes into account the exhaustion of the life estate.


