15T.C. 609 (1950)

When a state tax on retail sales is separately stated (e.g., through affixed stamps
indicating the tax amount), the purchaser can deduct that amount from their federal
income tax, as if the tax was directly imposed on them.

Summary

Willard I. Thompson purchased cigarettes in Oklahoma, which imposed a state tax
evidenced by stamps affixed to the packages. Though Thompson didn’t directly
purchase the stamps, they showed the tax amount. He claimed deductions for
cigarette taxes, a broken watch, work clothes, and car expenses. The Tax Court
addressed whether the cigarette taxes were deductible, and the deductibility of the
other claimed deductions. The court held the cigarette taxes were deductible
because they were separately stated as required by Section 23(c)(3) of the Internal
Revenue Code. Some, but not all, of the other deductions were allowed.

Facts

Willard I. Thompson, an Oklahoma resident, bought 1.5 cartons of cigarettes weekly,
with Oklahoma state tax stamps affixed showing the tax amount. He also broke his
watch at work, incurring repair costs. As a cement finisher, he claimed deductions
for work clothes and related laundry expenses. Additionally, he sought to deduct car
expenses based on travel from the union hall to job sites. He provided receipts for
some expenses but relied on estimates for others.

Procedural History

Thompson filed a joint income tax return with his wife, claiming several deductions.
The Commissioner of Internal Revenue disallowed these deductions, leading to a
deficiency assessment. Thompson petitioned the Tax Court, which considered the
disputed deductions after Thompson waived some initial issues.

Issue(s)

1. Whether the cigarette taxes paid by Thompson are deductible under Section
23(c)(3) of the Internal Revenue Code.

2. Whether the cost of the broken watch is deductible as a casualty loss.

3. Whether the expenses for work clothes and laundry are deductible as ordinary
and necessary business expenses.

4. Whether the automobile expenses are deductible as ordinary and necessary
business expenses.

Holding

1. Yes, because the cigarette tax was separately stated on the cigarette packages
as required by Oklahoma law, satisfying the requirements of Section 23(c)(3).
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2. No, because the broken watch is a personal expense and does not constitute a
casualty loss under Section 23(e)(3).

3. Some expenses are deductible, some are not. The expenses for overshoes,
rubber boots, and cotton gloves are deductible, while the other claimed
clothing expenses are not because they were not specifically required for work
and could be used elsewhere.

4. No, because the automobile expenses are primarily for commuting to work,
which is a personal expense. However, the license tag and operator’s fee are
deductible as taxes.

Court’s Reasoning

The court reasoned that Section 23(c)(3) allows a deduction for state taxes on retail
sales if the tax is separately stated and paid by the purchaser. Since Oklahoma law
required cigarette tax stamps showing the tax amount to be affixed to cigarette
packages, the tax was considered separately stated. The court cited Treasury
Regulations, which state that the tax’s legal incidence is irrelevant if the amount is
separately stated. The court disallowed the watch repair because it was a personal
expense and not a casualty loss. For work clothes, the court allowed deductions only
for items uniquely required for Thompson’s work (rubber boots/overshoes and
gloves). The court disallowed most car expenses, deeming them commuting costs,
not business expenses, but allowed the license and operator’s fee as taxes. As to the
cigarette tax the Court stated: “Since the tax was evidenced by the cigarette stamps
attached to the cigarette packages, it is clear that it was ‘separately stated” within
the statute and the regulation, and it is equally clear, we think, that thereunder the
petitioner is entitled to deduct the $ 39 in tax on cigarettes paid by him.”

Practical Implications

This case clarifies the deductibility of state sales taxes when they are separately
stated on purchased goods. It emphasizes that taxpayers can deduct such taxes even
if the legal incidence of the tax falls on the seller, not the purchaser. It provides an
example of how state tax stamps can satisfy the “separately stated” requirement of
Section 23(c)(3). The case also demonstrates the importance of substantiating
deductions with evidence and highlights the distinction between deductible business
expenses and non-deductible personal expenses, such as commuting costs and
clothing suitable for general use. Later cases applying this ruling will look to
whether there is clear indication of the tax being separate from the cost of the good.
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