Heineman v. Commissioner, 82 T. C. 546 (1984)

Expenses for a separate office at a vacation home are deductible if the office is used
exclusively for business and enhances the taxpayer’s business performance.

Summary

In Heineman v. Commissioner, the Tax Court allowed Ben W. Heineman, CEO of
Northwest Industries, to deduct expenses for constructing and maintaining a
separate office at his summer home in Wisconsin. The office was used exclusively for
reviewing long-term corporate plans away from distractions in Chicago. The court
found these expenses were ordinary and necessary under IRC section 162(a)
because they enabled Heineman to perform his business duties more effectively. The
decision highlights that business expenses can be deductible even when incurred at
a personal vacation destination, provided they are directly related to business
activities and not personal living expenses.

Facts

Ben W. Heineman, president and CEO of Northwest Industries, used August each
year to review long-term corporate plans. In 1969, he built a separate office at his
summer home in Sister Bay, Wisconsin, costing $250,000. This office, suspended
from a cliff, was used exclusively for business, allowing Heineman to work without
distractions from his Chicago office. He worked there 6-7 days a week, 5-14 hours a
day during August. The office contained business equipment, and Northwest paid for
communication costs and a daily mailpouch. Heineman did not seek reimbursement
from Northwest, wanting to keep his property separate from corporate claims. He
deducted maintenance and depreciation expenses for this office on his tax returns
for 1976-1978, which the IRS disallowed.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Heineman'’s
federal income taxes for 1976-1978, disallowing deductions for the office’s
maintenance and depreciation. Heineman petitioned the Tax Court, which ruled in
his favor, allowing the deductions.

Issue(s)

1. Whether the expenses for constructing and maintaining a separate office at
Heineman’s vacation home are deductible under IRC sections 162(a) and 167 as
ordinary and necessary business expenses.

Holding

1. Yes, because the office was used exclusively for business purposes, enabling
Heineman to perform his duties more effectively, and the expenses were appropriate
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and helpful to his business activities.
Court’s Reasoning

The court applied the ordinary and necessary test from IRC section 162(a), finding
that the office expenses were appropriate and helpful for Heineman’s business
activities. The court accepted Heineman'’s testimony that he could review long-term
plans more effectively in the isolated Wisconsin office than in Chicago, where
distractions were inevitable. The court emphasized that business expenses are
deductible even if incurred during a personal trip, as long as they are directly
related to business activities (citing Treasury Regulation 1. 162-2(b)(1)). The court
rejected the Commissioner’s argument that Heineman should have sought
reimbursement from Northwest, noting that his failure to do so did not negate the
business purpose of the expenses. The decision was supported by case law like Lilly
v. Commissioner and Welch v. Helvering, which allow taxpayers to claim deductions
for business expenses that enhance their performance.

Practical Implications

This decision clarifies that business expenses incurred at a personal vacation
destination can be deductible if they are directly related to business activities and
not personal living expenses. Taxpayers should document the business purpose and
exclusive use of any office space at a vacation home to support such deductions. The
ruling may encourage executives to claim deductions for expenses that enhance
their business performance, even in non-traditional work settings. Practitioners
should advise clients to carefully distinguish between personal and business
expenses at vacation homes. The case has been cited in later decisions involving the
deductibility of business expenses at personal residences, such as Soliman v.
Commissioner (1993), which further refined the rules for home office deductions.
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