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SUMMARY

The United States Board of Tax Appeals considered whether a corporation could deduct state and local
real estate taxes paid in 1928 on property acquired from partnerships on March 1, 1928. Applying
Texas law, the Board held that liability for the taxes accrued based on ownership as of January 1,
1928, before the corporation acquired the property. The taxes therefore became part of the
corporation's cost basis in the property and were not deductible under section 23 of the Revenue Act of
1928; the deficiency determination was affirmed.
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QUESTIONS PRESENTED

1. Whether a corporation that acquired Texas real property on March 1, 1928, could deduct as an ordinary
and necessary business expense the 1928 state and local property taxes it paid on that property.

HOLDINGS

1. The corporation could not deduct the $3,859.26 payment as an ordinary and necessary business expense
because the taxes had accrued and become a lien based on ownership of the property on January 1, 1928,
before the corporation acquired the property. The payment became part of the corporation's cost of the
property.

KEY QUOTATIONS

“We hold that the taxes in question accrued and became a lien on the property conveyed to the petitioner on
January 1, 1928, and that petitioner, having acquired the property on March 1 of that year, took it subject to
the tax lien, and that the expenditure for the payment of such taxes became a part of the cost of the property to
petitioner and is, therefore, not deductible under the Statute.” (30 B.T.A. at 740)

FACTUAL BACKGROUND

Texas Coca-Cola Bottling Company was organized on March 1, 1928, through the incorporation of four existing
partnerships and acquired their real and personal property, including real estate. The partnerships owned the real
estate on January 1, 1928, while the corporation acquired it on March 1, 1928, and used it in its business for the
remainder of the year. The corporation paid $3,859.26 in city, school, state, and county real-estate taxes for 1928
during November and December and claimed the payment as an income-tax deduction.

PROCEDURAL HISTORY

The Commissioner determined an income-tax deficiency against the petitioner for the period March 1 through
December 31, 1928. The petitioner challenged the disallowance of $3,859.26 in city, school, state, and county
real-estate taxes paid during 1928. The parties stipulated the material facts, and the Board affirmed the
Commissioner's determination and ordered judgment for the respondent.

DISPOSITION

affirmed
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