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31 T.C. 1249 (1959)

Interest paid on a loan to acquire a partnership interest is not deductible as a
business expense, nor are expenses incurred for the partnership without a specific
agreement  for  individual  partner  reimbursement.  The court  draws a  distinction
between expenses incurred in acquiring a business interest and those in carrying on
the business itself.

Summary

In 1953, Robert Wallendal sought to deduct from his gross income interest paid on
the unpaid balance of  a partnership interest purchase,  along with expenses for
drinks, food for potential customers, and a newspaper subscription. The U.S. Tax
Court held that the interest was not a deductible business expense, as it related to
acquiring a capital investment, not the operation of the business. Furthermore, the
court determined that expenses benefiting the partnership were not deductible by
an individual partner without a prior agreement for reimbursement. Therefore, the
Wallendals were not entitled to these deductions.

Facts

Robert and M.L. Lewis, Jr. entered into an agreement to purchase a half-interest in a
laundry  partnership.  The  agreement  stipulated  a  purchase  price  with  a  down
payment and semiannual installments with interest. Robert paid $499.06 in interest
during  the  tax  year.  His  activities  included  supervising  laundry  pickups  and
deliveries. While conducting these duties, Robert incurred expenses buying drinks
and food for potential customers. He also subscribed to a local newspaper, which he
used for  weather  reports  and to  observe  competitors’  specials.  The Wallendals
claimed these expenses on their joint tax return as deductions from gross income in
arriving at adjusted gross income.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the Wallendals’
income tax for 1953, disallowing the claimed deductions. The Wallendals petitioned
the  U.S.  Tax  Court,  challenging  the  IRS’s  decision.  The  Tax  Court  upheld  the
Commissioner’s determination, denying the deductions.

Issue(s)

1. Whether the interest paid on the purchase of a partnership interest is deductible
from gross income in computing adjusted gross income as a business expense under
Section 22(n)(1) of the Internal Revenue Code of 1939.

2. Whether expenses for drinks, food, and a newspaper subscription are deductible
as business expenses.
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Holding

1. No, because the interest expense was related to acquiring a capital asset, not the
carrying on of a trade or business.

2. No, because the expenses for drinks, food, and the newspaper subscription were
either not sufficiently related to the business or were partnership expenses not
agreed to be borne by Robert individually.

Court’s Reasoning

The court examined whether the expenses were attributable to a trade or business
carried on by the taxpayer under Section 22(n)(1) of the Internal Revenue Code of
1939. The court held that interest paid to acquire a partnership interest is not a
deductible business expense. The court reasoned that the interest was paid on a
personal obligation for acquiring a capital investment, akin to acquiring shares of
stock.  Additionally,  the  court  found  that  the  other  expenses  were  either  not
sufficiently business-related or, even if they were, they were partnership expenses.
The court stated, “The interest expense here involved, however, was not incurred
either by Robert in ‘carrying on’ any trade or business of his own, or by the laundry
partnership in carrying on its business.” Regarding the expenses incurred for the
partnership, the court stated that the general rule is that “business expenses of a
partnership are not deductible by particular partners on their individual returns,
except where there is an agreement among the partners that such expenses shall be
borne by particular partners out of their own funds.”

Practical Implications

This case clarifies the distinction between expenses incurred to acquire a business
interest (not deductible) and expenses related to operating a business (potentially
deductible). It highlights the importance of documenting specific agreements among
partners regarding expense sharing. It also informs how to analyze the nature of
business-related  expenses  and  whether  they  are  directly  attributable  to  the
taxpayer’s trade or business.  This case emphasizes that partners cannot deduct
partnership expenses on their individual returns unless an agreement exists for
them to bear the expense individually.


