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Weir v. Commissioner, 109 F.2d 996 (6th Cir. 1940)

To deduct a loss as a transaction entered into for profit under Section 23(e)(2) of the
Internal Revenue Code, the taxpayer’s primary motive must be to make a profit, not
merely an incidental hope of profit subordinate to a personal or hobby-related goal.

Summary

The Sixth Circuit  Court of  Appeals addressed whether a taxpayer could deduct
losses incurred from guaranteeing the debts of a company in which they were a
stockholder. The court held that to be deductible as a transaction entered into for
profit, the taxpayer’s primary motive in entering the transaction must be for profit,
not personal satisfaction. The court found that the taxpayer’s primary motive was to
improve their neighborhood and social standing, not to generate a profit, and thus
the losses were not deductible.

Facts

The taxpayer, Mr. Weir, guaranteed the debts of a company called the Grand Riviera
Hotel Company, in which he owned stock. He also purchased stock in the company.
The Grand Riviera Hotel Company went bankrupt, and the taxpayer had to make
good on his guarantee, resulting in a financial loss. Mr. Weir sought to deduct this
loss on his income tax return as a loss incurred in a transaction entered into for
profit under Section 23(e)(2) of the Internal Revenue Code.

Procedural History

The Commissioner of Internal Revenue disallowed the deduction. The Board of Tax
Appeals upheld the Commissioner’s determination. The taxpayer appealed to the
Sixth Circuit Court of Appeals.

Issue(s)

Whether the taxpayer’s losses, incurred as a result of guaranteeing the debts of a
corporation  in  which  he  held  stock,  are  deductible  as  losses  incurred  in  a
transaction entered into for profit under Section 23(e)(2) of the Internal Revenue
Code when his primary motive was not to generate a profit.

Holding

No, because the taxpayer’s primary motive was not to make a profit but to benefit
his  neighborhood  and  social  standing,  the  losses  are  not  deductible  as  losses
incurred in a transaction entered into for profit.

Court’s Reasoning

The court emphasized that to deduct a loss under Section 23(e)(2), the transaction
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must be “primarily” for profit. While the hope of a financial return is always present
in business transactions, it cannot be the dominant purpose if the deduction is to be
allowed. The court reviewed the facts and found that Mr. Weir’s primary motive in
guaranteeing the company’s debts was to benefit the community and enhance his
own social standing, not to generate a profit. The court noted that Mr. Weir testified
he  was  trying  to  “help  the  neighborhood”  and  testified  to  the  importance  of
maintaining his standing within the community. The court stated, “A hope of profit,
though present, is not enough if it is secondary to some other dominant purpose.”
The court noted that while improvement of the neighborhood and preservation of
the taxpayer’s social standing would indirectly benefit the corporation, it was not
the “prime thing” in the taxpayer’s motives.

Practical Implications

This case clarifies the importance of  establishing a primary profit  motive when
seeking to  deduct  losses  under Section 23(e)(2)  of  the Internal  Revenue Code.
Taxpayers must demonstrate that their main goal was to generate a profit, not to
pursue personal interests or hobbies. This requires a careful examination of the
taxpayer’s intent, actions, and surrounding circumstances. Subsequent cases have
cited Weir to reinforce the principle that the profit motive must be the driving force
behind the transaction to justify the deduction of losses. Evidence of consistent
losses, lack of business acumen, or a strong personal connection to the activity can
undermine a claim of primary profit motive.


