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Schooler v. Commissioner, 68 T. C. 867 (1977)

Taxpayers  must  substantiate  wagering  losses  with  adequate  records  to  claim
deductions against unreported wagering income.

Summary

Fred  Schooler,  a  frequent  racetrack  bettor,  sought  to  deduct  wagering  losses
against his unreported winnings for 1973. The U. S. Tax Court held that Schooler
failed  to  meet  his  burden of  proof  because  he  kept  no  records  of  his  betting
transactions.  The  court  emphasized  the  necessity  of  detailed  recordkeeping  to
substantiate  deductions,  rejecting  Schooler’s  argument  that  his  lifestyle  and
borrowing habits were sufficient evidence of losses. This decision underscores the
importance of maintaining accurate records for claiming wagering loss deductions
under Section 165(d) of the Internal Revenue Code.

Facts

Fred Schooler frequently bet on dog and horse races at various racetracks, spending
significant  time and money on these activities.  He did not  keep records of  his
winnings or losses. In 1973, Schooler reported no wagering gains or losses on his
tax return, but the IRS determined he had unreported wagering income of $14,773
based  on  Form  1099  information.  Schooler  claimed  his  losses  exceeded  his
winnings, citing his lifestyle and substantial borrowing as evidence. However, he
provided no specific documentation of his betting transactions.

Procedural History

The IRS determined a deficiency in Schooler’s 1973 federal income taxes due to
unreported wagering income. Schooler petitioned the U. S. Tax Court, arguing that
his losses should offset this income. The court reviewed the case and issued its
decision on September 7,  1977,  finding that Schooler failed to substantiate his
claimed losses.

Issue(s)

1.  Whether  Schooler  substantiated  his  wagering  losses  for  1973  to  the  extent
required to offset his unreported wagering income?

Holding

1.  No,  because  Schooler  failed  to  provide  adequate  records  or  evidence  to
substantiate his claimed wagering losses.

Court’s Reasoning

The  court  applied  Section  165(d)  of  the  Internal  Revenue  Code,  which  allows
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deductions for wagering losses only to the extent of wagering gains. Schooler had
the  burden  to  prove  his  losses,  but  he  provided  no  records  of  his  betting
transactions.  The  court  rejected  Schooler’s  arguments  that  his  lifestyle  and
borrowing habits were sufficient evidence of losses. It emphasized the importance of
maintaining  detailed  records,  noting  that  other  deductions  also  require
substantiation. The court also referenced the Cohan rule, which allows estimated
deductions in some cases, but found no basis for estimating Schooler’s losses due to
the  lack  of  any  concrete  evidence.  The  decision  was  influenced  by  policy
considerations  favoring  accurate  tax  reporting  and  the  need  for  taxpayers  to
substantiate deductions with records.

Practical Implications

This decision reinforces the strict requirement for taxpayers to maintain detailed
records of wagering transactions to claim deductions. Legal practitioners advising
clients involved in gambling should emphasize the necessity of keeping a daily diary
or similar records. This case may affect how similar cases are analyzed, with courts
likely to demand clear evidence of losses. Businesses in the gambling industry may
need to inform patrons about the importance of recordkeeping for tax purposes.
Subsequent cases have cited Schooler to support the need for substantiation of
wagering losses, such as in Donovan v. Commissioner and Stein v. Commissioner,
where taxpayers also failed to provide adequate evidence of their losses.


