1950 Tax Ct. Memo LEXIS 14 (T.C. 1950)

Taxpayers must substantiate deductions for travel expenses and compensation, and
the Tax Court can estimate allowable expenses when precise records are
unavailable, but unsubstantiated claims can be denied.

Summary

Fabe v. Commissioner involved a dispute over unreported income from alleged over-
ceiling whiskey sales, the deductibility of travel expenses, and the reasonableness of
compensation paid to an employee. The Tax Court found insufficient evidence to
support the unreported income allegation. It applied the Cohan rule to estimate
allowable travel expenses due to a lack of precise records. However, the court
upheld the Commissioner’s disallowance of excessive compensation, finding the
taxpayer’s evidence insufficient to prove the reasonableness of the amount paid.
This case highlights the importance of substantiating deductions and the Tax Court’s
ability to estimate expenses when complete records are lacking.

Facts

» The taxpayer’s wholesale liquor license was not renewed, and the business
operated under temporary permits.

» The Commissioner alleged the taxpayer received unreported income from
selling whiskey above OPA ceiling prices.

» The taxpayer claimed deductions for travel expenses and compensation paid to
an employee, Fabe.

e The Commissioner disallowed part of the travel expenses and deemed a portion
of the compensation paid to Fabe as excessive.

Procedural History

The Commissioner determined deficiencies in the taxpayer’s income tax. The
taxpayer petitioned the Tax Court for a redetermination. The Tax Court reviewed the
evidence and arguments presented by both parties to resolve the disputed issues.

Issue(s)

1. Whether the taxpayer derived additional unreported income from selling
whiskey at prices exceeding OPA ceilings.

2. Whether the Commissioner correctly disallowed the travel expenses claimed as
a deduction by the taxpayer.

3. Whether the Commissioner erred in disallowing, as excessive, part of the
amount paid to Fabe for personal services.

Holding

1. No, because the evidence presented by the Commissioner was too vague and
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did not sufficiently prove that over-ceiling prices were charged or received.

2. No, but the Tax Court, applying the Cohan rule, estimated a reasonable
amount of deductible travel expenses.

3. Yes, because the taxpayer failed to provide sufficient evidence to establish the
reasonableness of the compensation paid to Fabe.

Court’s Reasoning

The court found the Commissioner’s evidence regarding over-ceiling whiskey sales
was based on vague and uncertain testimony, insufficient to prove unreported
income. Regarding travel expenses, the court acknowledged some business purpose
but found inadequate documentation. It invoked Cohan v. Commissioner, allowing it
to estimate a reasonable expense amount. As to the compensation, the court found
Fabe’s self-serving testimony uncorroborated and insufficient to establish the
reasonableness of the compensation, stating, “Here, we have little evidence as to the
services actually rendered and the value to be placed thereon other than Fabe’s self-
serving, sketchy, and uncorroborated testimony. It did not establish petitioner’s
contention as to amount or value of his services.” The court emphasized that
taxpayers must provide sufficient evidence to support claimed deductions and
cannot rely solely on their own testimony.

Practical Implications

This case reinforces the importance of maintaining detailed and accurate records to
substantiate tax deductions. Taxpayers should document travel expenses with
receipts and logs, and compensation arrangements should be supported by evidence
of the services rendered and their market value. The Cohan rule offers a limited
avenue for estimating expenses when precise records are unavailable, but it does
not relieve taxpayers of the burden of providing some evidence. This decision serves
as a reminder that the Tax Court requires more than just the taxpayer’s assertion to
overcome the presumption of correctness afforded to the Commissioner’s
determinations. Later cases cite this case to show the necessity of providing
sufficient documentation and evidence to support tax deductions, especially
regarding travel and employee compensation.
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