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Nancy Reynolds Bagley, 8 T.C. 130 (1947)

r
r

Legal fees are deductible as non-business expenses if  they are incurred for the
production  or  collection  of  income,  or  for  the  management,  conservation,  or
maintenance of property held for the production of income, but not if  they are
related to gifts or estate planning that lacks a proximate connection to income
production.

r
r

Summary

r

Nancy Reynolds Bagley sought to deduct legal  fees paid for investment advice,
estate  planning,  and trust  creation.  The Tax Court  allowed deductions for  fees
related to investment in bonds, loans to company officers to protect stock value, and
advice  on  reinvesting  her  estate.  However,  it  disallowed  deductions  for  fees
connected to creating a trust for her daughter and releasing powers of appointment,
finding these actions too remotely  connected to  income production or  property
management.  The  court  emphasized  the  necessity  of  a  proximate  relationship
between  the  expense  and  the  production  or  conservation  of  income-producing
property.

r
r

Facts

r

r
Nancy Reynolds Bagley, an individual taxpayer, paid legal fees for the following
services:r

r

Advice on purchasing tax-anticipatory, interest-bearing bonds.1.

r

Advice on making loans to officers of Reynolds Tobacco Co.2.

r
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Advice and services regarding estate plans submitted by Robinson brothers.3.

r

Advice regarding the creation of a trust for her daughter, Anne.4.

r

Advice regarding the release of powers of appointment.5.

r

r
Bagley sought to deduct all these fees as non-trade or non-business expenses under
Section 23(a)(2) of the Internal Revenue Code.r

r
r

Procedural History

r

r
The Commissioner of Internal Revenue disallowed certain deductions claimed by
Bagley. Bagley petitioned the Tax Court for a redetermination of the deficiency. The
Tax Court  heard the  case  and issued its  opinion determining which fees  were
deductible.r

r
r

Issue(s)

r

r

r

Whether legal fees paid for advice on purchasing tax-anticipatory bonds and1.
making loans to company officers are deductible as non-business expenses.

r

Whether legal fees paid for advice and services related to comprehensive2.
estate planning and reinvestment are deductible as non-business expenses.
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r

Whether legal fees paid for advice related to the creation of a trust for the3.
taxpayer’s daughter are deductible as non-business expenses.

r

Whether legal fees paid for advice related to the release of powers of4.
appointment are deductible as non-business expenses.

r

r

r
r

Holding

r

r

r

Yes, because the investment of accumulated cash in interest-bearing bonds and1.
loans to protect stock constitutes an act of management of property held for
the production of income.

r

Yes, because the comprehensive estate plan effected a substantial2.
rearrangement and reinvestment of the taxpayer’s entire estate of income-
producing properties.

r

No, because the disposition of income-producing securities by way of gift in3.
trust does not have a connection with the production or collection of income,
nor with the management, conservation, or maintenance of such property.

r

No, because the relationship between the expense incurred for releasing4.
powers of appointment and the management or conservation of the property is
not sufficiently proximate.
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r

r

r
r

Court’s Reasoning

r

r
The  court  reasoned that  Section  23(a)(2)  of  the  Internal  Revenue Code allows
deductions for expenses incurred


