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Beyer v. Commissioner, 92 T. C. 1304 (1989)

Disallowed investment interest expense can be carried forward, but only to the
extent it does not exceed the taxpayer’s taxable income in the year the interest was
paid.

Summary

In Beyer v. Commissioner, the U. S. Tax Court addressed the carryover of disallowed
investment interest expenses under IRC § 163(d). The Beyers sought to carry over
their 1981 and 1982 disallowed investment interest expenses to 1983. The court
ruled that only the 1981 carryover could be used in 1983, as the 1982 carryover
exceeded their 1982 taxable income. The decision emphasized that the carryover is
limited to the amount of taxable income in the year the expense was paid, aiming to
prevent deductions that were not previously allowable due to insufficient income.

Facts

Arthur and Catherine Beyer incurred investment interest expenses in 1981 and
1982. In 1981, they had $151,849 in disallowed interest due to the limitations under
IRC § 163(d). In 1982, they incurred an additional $25,754 in investment interest,
but only $14,748 was deductible, leaving $162,855 disallowed ($151,849 from 1981
plus $11,006 from 1982). Their taxable income in 1982 was $8,095. The Beyers
attempted to carry forward the full $162,855 to 1983, claiming a total of $234,517 in
investment interest expense for that year, including $71,662 incurred in 1983.

Procedural History

The case was submitted to the U. S. Tax Court under Rule 122. The Commissioner
determined  deficiencies  in  the  Beyers’  1983  and  1984  federal  income  taxes,
asserting that the carryover of disallowed investment interest from 1982 should be
limited to their 1982 taxable income of $8,095. The Beyers conceded the 1984
deficiency and the addition to tax for 1983, leaving the carryover issue for the court
to decide.

Issue(s)

1. Whether the Beyers could carry over the disallowed investment interest expense
from 1981 and 1982 to 1983 to the extent that  the total  carryover from 1982
exceeded their taxable income for 1982.
2.  Whether,  in the alternative,  the Beyers could add the disallowed investment
interest expense to their basis in securities or whether they were in the trade or
business of trading securities, thus making IRC § 163(d) inapplicable.

Holding

1. No, because the court held that the 1982 disallowed investment interest expense
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could not be carried over to 1983 to the extent it exceeded the Beyers’ 1982 taxable
income. However, the 1981 disallowed investment interest expense could be carried
over to 1983.
2. No, because the court found that the Beyers did not prove they were in the trade
or business of trading securities, and they could not add the disallowed investment
interest expense to their basis in securities without an election under IRC § 266.

Court’s Reasoning

The court interpreted IRC § 163(d) and its legislative history to determine that
disallowed investment interest expense can only be carried forward to the extent it
does not exceed the taxpayer’s taxable income in the year the interest was paid. The
court relied on the House and Senate reports and the General Explanation of the Tax
Reform Acts  of  1969 and 1976,  which indicated that  the  carryover  should  not
include amounts that would not have reduced taxable income in the year the interest
was paid. The court distinguished between the 1981 and 1982 carryovers, allowing
the former because it was within the taxable income limit for 1981, while denying
the latter because it exceeded the 1982 taxable income. The court also rejected the
Beyers’ alternative arguments, citing Purvis v. Commissioner to deny the addition to
basis and finding insufficient evidence to support the trade or business claim.

Practical Implications

This decision limits the carryover of disallowed investment interest expenses to the
taxable income of the year the expense was paid, affecting how taxpayers and their
advisors  plan  and report  such expenses.  It  reinforces  the  need for  careful  tax
planning to ensure that investment interest expenses do not exceed income in any
given year,  as any excess cannot be carried forward.  The ruling may influence
taxpayers to reconsider the timing of  their  investments or to explore other tax
strategies, such as electing to capitalize interest under IRC § 266. Subsequent cases
and IRS guidance have continued to reference Beyer in determining the scope of
carryover limitations under IRC § 163(d).


