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28 T.C. 1305 (1957)

An assignment of cash bail to pay legal fees is not deductible in the year of the
assignment if the bail remains with the court and the taxpayer’s right to the bail is
contingent.

Summary

The U.S. Tax Court considered whether a taxpayer could deduct legal fees in 1952
that were purportedly paid through the assignment of cash bail bonds in criminal
cases. The taxpayer assigned two bail bonds to his attorneys. The court held that the
taxpayer could not deduct the fees in 1952 because the assignment of the bail did
not constitute payment in that year. The taxpayer’s right to the bail was contingent
on the outcome of the criminal cases, and the attorneys did not receive the funds in
1952. This case highlights the importance of proving payment for tax deductions,
emphasizing that mere assignment of a contingent asset is insufficient.

Facts

Sam Emmanuel was involved in two criminal cases, one in Thurston County and
another in Lewis County, Washington. He deposited $5,000 cash bail in Thurston
County and $1,000 in Lewis County. In 1952, he assigned the $1,000 bail in Lewis
County to his attorneys in payment of their fees. In 1953, he assigned the $5,000
bail in Thurston County to his attorneys for the same purpose. The attorneys agreed
to leave the bail money with the court until the cases were resolved. The taxpayer
claimed a deduction for legal fees in 1952, including amounts related to the bail
assignments. The Commissioner allowed a portion of the deduction but disallowed
the remainder, leading to the tax court case.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in income tax for
1949, 1950, and 1951. The Tax Court considered the deductibility of legal fees in
1952. The Tax Court found the taxpayer had not proven the assignments constituted
deductible items for 1952, leading to a decision under Rule 50, reflecting other
adjustments agreed upon at trial.

Issue(s)

1. Whether the assignment of the $5,000 cash bail in 1953 could be deducted as
legal fees for the year 1952?

2. Whether the assignment of the $1,000 cash bail in 1952 was deductible as legal
fees for the year 1952?

Holding
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1. No, because the assignment of the $5,000 bail occurred in 1953, not 1952, and
1953 was not the tax year in question.

2. No, because the taxpayer failed to prove that the assignment of the $1,000 bail
constituted  payment  in  1952,  as  the  money  remained  with  the  court  and  the
taxpayer’s right to the money was contingent.

Court’s Reasoning

The court focused on whether the assignments constituted payment of legal fees in
1952. Regarding the $5,000 bail, the court noted the assignment occurred in 1953,
not 1952. The court also considered the $1,000 bail, stating that the taxpayer had
not provided sufficient evidence to prove that he was entitled to a deduction in 1952.
The  court  emphasized  that  the  bail  money  remained  with  the  court,  and  the
taxpayer’s right to receive the money back was contingent upon the outcome of the
criminal cases. The court cited Washington state law, noting that the defendant had
no present right to the cash bail; whether the money would be returned depended
on uncertain contingencies.  The assignee’s rights could be no greater than the
defendant’s rights. The court also noted the lack of evidence regarding the bail’s
actual value at the time of assignment, and the lack of evidence that the bail was
discharged in 1952. The court concluded that there was insufficient evidence to
show payment occurred in 1952.

Practical Implications

This case emphasizes that taxpayers must provide concrete evidence of payment to
support a deduction. The mere assignment of an asset, especially one whose value
and recoverability are contingent, may not be sufficient to establish payment in a
given  tax  year.  Attorneys  must  carefully  document  all  transactions  to  support
deductions, including the date of payment, the form of payment, and the actual
transfer of funds or equivalent value. This case is particularly relevant in situations
involving legal fees and the timing of payment, reinforcing the need to demonstrate
that the fees were actually paid, and not merely assigned, within the tax year for
which the deduction is claimed. Future cases must consider the substance of the
transaction, not just the form. If the taxpayer’s access to the funds, or the funds
themselves, remain contingent, the deduction may be disallowed.


