
© 2025 SCOTUSreports.com. All rights reserved. | 1

John Breuner Co. v. Commissioner, 41 T.C. 60 (1964)

Expenses must be deducted for the taxable year in which they are paid or incurred,
irrespective of when the profits from the related sales are recognized as income.

Summary

John Breuner Co., an installment dealer, sought to deduct expenses related to its
“thrift club” sales in 1944, arguing these were deferred expenses. The Tax Court
held that these expenses should have been deducted in the years they were actually
paid or incurred, not deferred. Additionally,  the court addressed deductions for
travel expenses and a net operating loss carryover, disallowing the latter due to
insufficient evidence of a valid bad debt deduction in the prior year. The court
emphasized  the  principle  that  expenses  are  deductible  in  the  year  incurred,
regardless of when related income is realized.

Facts

John Breuner Co. operated a “thrift club” plan involving initial $10 contracts that
customers could use as credit for future purchases. The company deferred expenses
related to these plans, intending to deduct them when the benefits were realized
through  subsequent  purchases.  In  1944,  the  company  transferred  accumulated
liabilities from these plans directly to surplus, claiming the income was attributable
to prior years and deducting $22,780.30 as “Cost of Thrift Sales.” The Commissioner
disallowed this deduction, arguing it should have been taken in prior years.

Procedural History

The Commissioner  disallowed certain  deductions  claimed by  John Breuner  Co.,
leading  to  a  deficiency  notice.  Breuner  Co.  challenged  the  Commissioner’s
determination in Tax Court. The Tax Court upheld the disallowance of the “Cost of
Thrift  Sales”  deduction and the net  operating loss  carryover,  but  reversed the
disallowance of travel expenses.

Issue(s)

Whether the Tax Court can consider the deductibility of “Cost of Thrift Sales”1.
as an expense, despite the deficiency notice primarily addressing omitted
income.
Whether the expenses related to the thrift plan were properly deferred and2.
deductible in 1944.
Whether the Commissioner properly disallowed a General Expenses deduction3.
of $1,900 for buyers’ traveling expenses.
Whether the petitioner is entitled to a deduction in 1944 under section 122 (b)4.
(2), I. R. C., by reason of a net operating loss of $14,783.18 sustained in 1942.

Holding
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Yes, because the form of the notice informed the taxpayer that the expense1.
deduction would be challenged, and the taxpayer had full opportunity and did
produce evidence.
No, because expenses must be deducted in the year they are paid or incurred,2.
not when the related income is realized.
No, because the evidence submitted by the petitioner substantiates to a3.
reasonable degree that it expended $1,900 as traveling expenses in 1944
incurred in having three of its employees attend furniture marts held, in
Chicago and High Point, North Carolina.
No, because petitioner has not shown the presence here of the following three4.
factors all of which must be complied with before a taxpayer is entitled to a
deduction for bad debts under section 23 (k) (1).

Court’s Reasoning

The court reasoned that the expenses related to the thrift plan were essentially
promotional  and  should  have  been  deducted  in  the  years  they  were  incurred,
aligning with I.R.C. § 23(a) and § 43. The court stated that deductible items are not
to be allocated to the years in which the profits from the sales of a particular year
are to be returned as income, but must be deducted for the taxable year in which
the items are “paid or incurred” or “paid or accrued,” as provided by sections 43
and 48. It distinguished the case from those involving definite and mathematically
ascertainable future benefits, such as insurance premiums. Regarding the travel
expenses, the court found sufficient evidence to substantiate the deduction. As to
the  net  operating  loss,  the  court  found  that  the  taxpayer  had  not  adequately
demonstrated  that  the  debt  was  a  valid  debt  which  they  had  exhausted  all
reasonable means of collecting. The court stated that petitioner has not shown the
presence here of the following three factors all of which must be complied with
before a taxpayer is entitled to a deduction for bad debts under section 23 (k) (1).
(1) Initially the shareholder officers must have made “an’ unconditional obligation to
pay” the corporation, Allen-Bradley Co. v. Commissioner (C. A. 7) 112 F. 2d 333;
John Feist & Sons Co., 11 B. T. A. 138. (2) When a valid debt exists the corporation
must exhaust all  reasonable means of  collecting that debt.  Allen-Bradley Co.  v.
Commissioner, supra, p. 335; Nathan S. Gordon Corporation, 2 T. C. 571, 583. (3)
Since section 23 (k) (1) allows deductions for debts “which become worthless within
the taxable year,” the debt must have had some value at the beginning of the taxable
year. Grant B. Shipley, 17 T. C. 740.

Practical Implications

This case reinforces the principle that taxpayers must deduct expenses in the year
they are paid or incurred, which is crucial for aligning tax reporting with economic
reality.  It  prevents  businesses  from  manipulating  taxable  income  by  deferring
expenses to later years. The ruling impacts how businesses account for promotional
expenses and other costs associated with installment sales. The case highlights the
importance of proper substantiation for deductions and the need to demonstrate the



© 2025 SCOTUSreports.com. All rights reserved. | 3

validity and worthlessness of debts for bad debt deductions. It serves as a reminder
that tax deductions are strictly construed, and taxpayers must adhere to specific
statutory and regulatory requirements.


