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6 T.C. 744 (1946)

Contributions  to  a  county  fair  association,  whose  primary  purpose  is  holding
agricultural fairs, are deductible as charitable contributions, and legal fees incurred
contesting  tax  deficiencies  are  deductible  as  expenses  for  the  conservation  of
property, regardless of the litigation’s outcome.

Summary

The petitioner,  James A.  Connelly,  sought  to  deduct  contributions  made to  the
McKean County Fair Association and attorney’s fees paid during litigation regarding
a prior tax deficiency. The Tax Court addressed whether the contributions qualified
as charitable deductions and whether the legal fees were deductible expenses. The
court held that the contributions were deductible because the fair association served
an educational purpose, and the legal fees were deductible as expenses for the
conservation of property, regardless of whether the taxpayer won the underlying
case.

Facts

James A. Connelly made contributions to the McKean County Fair Association in
1940 and 1941. The Fair Association was organized to maintain a public park for
trotting and fair purposes and to encourage agriculture and horticulture. The Fair
Association  amended  its  bylaws  to  ensure  surplus  earnings  were  used  for  the
association’s  betterment.  The Association conveyed its  real  property to McKean
County, which leased it back to the Association under the condition it be used for
agricultural  fairs  and  exhibits.  The  Commonwealth  of  Pennsylvania  provided
appropriations to the Fair Association. Connelly also paid attorney’s fees in 1941 in
connection  with  litigation  involving  a  disallowed  deduction  for  worthless  stock
claimed in his 1934 tax return.

Procedural History

Connelly deducted contributions to the Fair Association and attorney’s fees on his
1940 and 1941 federal income tax returns. The Commissioner of Internal Revenue
disallowed both deductions, leading to a deficiency assessment. The case proceeded
to the Tax Court.

Issue(s)

1.  Whether  contributions  made  by  the  petitioner  to  the  McKean  County  Fair
Association in 1940 and 1941 are deductible from gross income under Section 23(o)
of the Internal Revenue Code.

2. Whether attorney’s fees paid in 1941 for services rendered in litigation contesting
the disallowance of a deduction claimed for worthless stock in 1934 are deductible
from the petitioner’s gross income for 1941.
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Holding

1. Yes, because the Fair Association’s primary object of holding agricultural fairs
qualifies  it  as  an  organization  operated  for  educational  purposes,  and  the
entertainment features are merely incidental.

2. Yes, because the litigation expenses were for the conservation of the petitioner’s
property and are thus deductible under Section 23(a)(2) of the Internal Revenue
Code.

Court’s Reasoning

Regarding the contributions to  the Fair  Association,  the court  emphasized that
Section 23(o) of the Internal Revenue Code allows deductions for contributions to
organizations operated exclusively for religious, charitable, scientific, literary, or
educational  purposes.  The court  noted that  the Commonwealth of  Pennsylvania
made annual appropriations to the association, recognizing its educational value.
The court reasoned that the entertainment features of the fair were secondary to its
primary purpose of promoting agriculture and education. The court cited Trinidad v.
Sagrada  Orden  de  Predicadores,  etc.,  263  U.S.  578,  stating  that  a  tax-exempt
charitable organization does not lose its exemption merely because it has incidental
income from other sources.

Regarding the attorney’s fees, the court relied on Section 23(a)(2) of the Internal
Revenue Code, which allows deductions for ordinary and necessary expenses paid
for the production or collection of income or for the management, conservation, or
maintenance  of  property  held  for  the  production  of  income.  Even  though  the
taxpayer was unsuccessful in contesting the deficiency, the court held that the legal
fees were incurred to conserve his property and were, therefore, deductible. The
court found no material difference between this case and Howard E. Cammack, 5
T.C. 467.

Practical Implications

This decision clarifies that contributions to organizations promoting agriculture and
education through activities like county fairs can qualify as deductible charitable
contributions, even if those organizations also have entertainment components. The
key is that the primary purpose must be educational or charitable. This ruling also
affirms that legal expenses incurred in contesting tax deficiencies are deductible as
expenses  for  the  conservation  of  property,  irrespective  of  the  outcome  of  the
underlying  litigation.  This  principle  encourages  taxpayers  to  defend  their  tax
positions without fear of losing a deduction for the associated legal costs, which
ensures fairer tax administration. Later cases cite this ruling when determining the
deductibility of contributions to similar organizations and legal fees incurred in tax-
related matters.
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