Laurano v. Commissioner, 71 T. C. 535 (1979)

The Tax Court clarified the deductibility of business expenses for automobile,
telephone, and education, emphasizing the need for substantiation and the
distinction between commuting and business travel.

Summary

In Laurano v. Commissioner, the Tax Court addressed the deductibility of business
expenses claimed by Roger and Margaret Laurano for 1973. Roger, employed at a
catering business, sought deductions for automobile and home telephone expenses,
while Margaret, a teacher, claimed deductions for educational courses. The court
denied additional automobile expense deductions due to insufficient substantiation
and the classification of some travel as nondeductible commuting. However, it
allowed increased telephone expense deductions based on credible testimony and
upheld the full deduction for educational expenses, ruling that the courses
maintained or improved Margaret’s teaching skills, despite one being required for
New Jersey certification.

Facts

Roger Laurano worked for Layman Enterprises at Deli Haven in Freehold, NJ,
commuting 50 miles each way from his West Orange residence. He used his
personal car for both commuting and business-related travel. Roger claimed 20,000
business miles out of a total of 40,000 miles driven in 1973, but the IRS allowed only
10,000 business miles. Roger also used his home telephone for business, claiming
$770 in expenses, with the IRS allowing only $100. Margaret Laurano, a certified
teacher in Canada, taught at St. Joseph’s School in West Orange and took three
educational courses at Kean College in 1973, costing $245, to maintain or improve
her skills and obtain certification in New Jersey. The IRS disallowed the entire
educational expense deduction.

Procedural History

The Lauranos filed a joint federal income tax return for 1973, claiming various
business expense deductions. The IRS determined a deficiency and disallowed
portions of the claimed deductions. The Lauranos petitioned the U. S. Tax Court to
review the disallowed deductions. The Tax Court heard the case, focusing on the
deductibility of automobile, telephone, and educational expenses.

Issue(s)

1. Whether the Lauranos are entitled to a business expense deduction for
automobile expenses in excess of the amount allowed by the IRS?

2. Whether the Lauranos are entitled to a business expense deduction for home
telephone expenses in excess of the amount allowed by the IRS?

3. Whether the Lauranos have adequately substantiated their claimed educational
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expenses and, if so, whether such expenses are deductible business expenses?
Holding

1. No, because the Lauranos failed to substantiate the business use of their
automobile beyond the amount allowed by the IRS and some travel was classified as
nondeductible commuting.

2. Yes, because credible testimony established that Roger’s business use of the
home telephone exceeded $100, and the court allowed a $200 deduction based on
its best judgment.

3. Yes, because the educational expenses were adequately substantiated and the
courses maintained or improved Margaret’s skills as a teacher, despite one being
required for New Jersey certification.

Court’s Reasoning

The court applied Section 162 of the Internal Revenue Code, which allows
deductions for ordinary and necessary business expenses. For automobile expenses,
the court relied on Commissioner v. Flowers and Green v. Commissioner,
distinguishing between deductible business travel and nondeductible commuting.
The Lauranos’ failure to keep records and provide specific evidence of business use
led to the denial of additional deductions. For telephone expenses, the court used
the Cohan rule, allowing a deduction based on Roger’s credible testimony despite
incomplete records. Regarding educational expenses, the court applied Section 1.
162-5 of the Income Tax Regulations, ruling that all three courses maintained or
improved Margaret’s teaching skills. The court distinguished Sharon v.
Commissioner and Horodysky v. Commissioner, emphasizing that teaching duties in
different states involve the same general type of work, thus not constituting a new
trade or business.

Practical Implications

This decision underscores the importance of maintaining detailed records to
substantiate business expense deductions, particularly for automobile use.
Taxpayers should carefully document the business purpose of each trip to
distinguish it from commuting. For telephone expenses, the case illustrates the
application of the Cohan rule when records are incomplete but credible testimony is
available. In the realm of educational expenses, the ruling clarifies that courses
required for certification in a new jurisdiction may still be deductible if they
maintain or improve existing skills. Practitioners should advise clients to consider
the nature of their employment and the purpose of the education when claiming
such deductions. This case has been cited in subsequent rulings to support the
deductibility of educational expenses for teachers seeking certification in different
states.
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