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Security Title & Trust Co., 21 T.C. 720 (1954)

A taxpayer may not deduct an abandonment loss for assets purchased to eliminate
competition, as the cost is a capital expenditure with benefits of indefinite duration.

Summary

The Security Title & Trust Co. (petitioner) sought to deduct an abandonment loss for
title abstract records it purchased in 1929 from a competitor, the Kenney Company,
and later discarded. The IRS disallowed the deduction, arguing the records were
acquired  to  eliminate  competition,  making  the  cost  a  nondeductible  capital
expenditure. The Tax Court agreed, finding that the petitioner’s primary purpose in
buying the records was to eliminate competition and not to acquire a set of standby
records. The court also addressed the deductibility of microfilming costs for these
records.

Facts

In 1929, Security Title & Trust Co. and the Kenney Company were the only two title
abstract companies in Dane County, Wisconsin. Petitioner purchased the Kenney
Company’s physical assets, including title records, for $55,000. The records were
never updated and, in 1951, were discarded after petitioner microfilmed its records.
Petitioner claimed an abandonment loss of $20,400, the recorded cost of the Kenney
records, which the Commissioner disallowed. Additionally, the IRS determined that
the cost of microfilming the old title records was a capital expenditure and not
deductible.

Procedural History

The IRS determined a deficiency in the petitioner’s 1951 income tax. The petitioner
contested this deficiency in the U.S. Tax Court, challenging the disallowance of the
abandonment loss and the characterization of the microfilming expenses. The Tax
Court heard the case, analyzed the evidence, and issued its decision, siding with the
Commissioner.

Issue(s)

1. Whether the petitioner sustained an abandonment loss in 1951 as a result of
permanently  discarding  the  title  abstract  records  purchased  from  the  Kenney
Company.

2. What portion of the petitioner’s 1951 microfilming expenses represented the cost
of microfilming its old title records.

Holding

1. No, because the primary purpose of purchasing the records was to eliminate
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competition, not to acquire standby records, thus making the cost a non-deductible
capital expenditure.

2. The Court found that the petitioner had failed to prove that the Commissioner had
erred in determining that the cost of microfilming the old records was not less than
$5,000, and therefore sustained the Commissioner’s assessment.

Court’s Reasoning

The court focused on the petitioner’s purpose in acquiring the Kenney records. The
court found that the petitioner’s predominant purpose in purchasing the Kenney
records was to eliminate competition. The court cited that “The cost of eliminating
competition is a capital asset. Where the elimination is for a definite and limited
term the cost may be exhausted over such term, but where the benefits of the
elimination of competition are permanent or of indefinite duration, no deduction for
exhaustion  is  allowable.”  The  court  reasoned  that  because  the  elimination  of
competition was a permanent benefit and the records were never used, the cost of
acquiring  those  records  constituted  a  capital  asset.  The  court  noted  that  even
without a non-compete agreement, the purchase effectively foreclosed competition,
thereby making the cost a capital asset.

Regarding the microfilming expenses, the court determined that the petitioner failed
to prove that the IRS’s estimate of the microfilming costs was incorrect.

Practical Implications

This case establishes a key distinction in tax law concerning the deductibility of
abandonment  losses  related  to  assets  acquired  to  eliminate  competition.  It
underscores the importance of demonstrating that the primary purpose of an asset
purchase  was  other  than  eliminating  competition.  Businesses  contemplating
acquisitions must consider the tax implications of the purchase. They must carefully
document  the  purpose  behind  the  purchase.  When  attempting  to  claim  an
abandonment loss, taxpayers must show that the asset’s value was actually and
permanently  terminated.  This  case  reinforces  the  IRS’s  scrutiny  of  expenses
incurred to eliminate competition, classifying such expenses as capital expenditures,
not currently deductible losses.


