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1)

Coreen ("C") and Harold {"H"\'s expenditures

162 Trade or business -- In order for C to deduct the travel expenses to go to NYC, she

would be best off trying to deduct them under 182 trade or business expenses. This allows far
the maximum amount of deductions, and since C has been in the legal field for a long time (i.e.
she's a partner), this shouldn't be too difficult,

In order to meet 162 trade or business requirements, Groetzinger sets out a three-fold
test: 1) Is it the taxpayer's full time activity? 2) Is the taxpayer involved on a continual and
regular basis? and 3) Is the activity intended as a source of the taxpayer's livelihood? Here, the
facts state that C has no additional jobs, and since she is a law partner. the activity probably
takes up her full time. Similarly, being a law partner, she is most likely involved on a continual
and regular basis (I would need more facts for this) and 3) Given that she does not have any
other jobs, the law practice is probably intended to the be the source of taxpayer's livelihood.
As a result, C will probably be able to claim the law practice as her trade or business.

As part of 162, a taxpayer can deduct all travel "away from home" that is "ordinary and
necessary.” Weich gave "necessary" a broad meaning, such as "appropriate and helpful." In
addition, "ordinary" was deemed to be “ordinary in the course of day-to-day business.” Here, it
Is certainly "appropriate and helpful for C to attend a conference on the new tax law, and it is
probably “ordinary" in the course of day-to-day business to attend it as as well. As a result,

taxpayer will be able to deduct travel "away from home” because her activity is ordinary and

necessary. fM@ﬂ M/«éf%& I "hfff“i L

The NYC Tax law conference

Travel "away from home" - Section 162(a)(2) sets out how travel away from home can
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be deductible. Generally, if the activity is ardinary and necessary (which here it 18}, then the
travelling expenses (including meals and lodging that are not lavish under the circumstances)
will be dedcutible. Normally, "home" is considered business home and so personal trips from 3
personal residence to work are not deductible, However, trips from a personal residence to the
airport are considered deductible, as they are part of the entire trip, as the airport is considered
a "temporary work location” that falls under the exception is Revenue Ruling 99-7 -- #2. Hence
the cab fares to the airport in SF, as well as from the airport in NYC to the hotel and the

conference are fully deductible to C. Similarly, the cost of the airfare is fully deductible to C

under 162(a)(2). C will have ta prove the airfare was not "lavish” under the circumstances -- M

this shouldn't be hard because the IRS has rarely (never?) challenged a case on being "lavish \{a’

i
or extravagant " v@%ﬁ/‘f

Lodgings and Meals -- The lodging will likely also be fully deductible by C under the

=

circumstances, provided she can prove all of the above. The meals, however, are subject to \_l/

two rules. 1) The overnight rule -- meals are only deductible if they stay overnight and 2) They
are only deductible by 50% (subject to 274(n)).

H's Costs — In order for H's costs to be deductible under 162(a)(2) and 274, H must
meet the independent requirements for business deductions as mandated by 274(m)(3). Here,
H is a retired Army general, and appears to have nothing to do with the law. Therefore. it will
be very difficult to prove that it is ‘ordinary and necessary" for H to attend the tax law
conference. Moreover, H didn't even go to the conference. and spent those days sightseeing
and shopping. H therefore will not meet the indepdent requirements, and will not be able to
deduct any of the costs of travel, lodgings, or meals.

Entertaining clients at comedy club - In order to deduct the costs of the comedy club

(including drinks) of $100/person, C must meet the requirements of 274. This requires that the

entertainment and meals are only deductible if "directly related” (meaning business goes on
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during the entertainment) or "associated with" (meaning that the entertainment 1) have a
business purpose AND 2) either immediately proceed or follow a substantial bona fide businezs
discussion) the taxpayer's trade or business (274(n)). Further, the taxpayer must be present at
the entertainment.

Here. there are not sufficient facts to determine whether or not these meat the
independent requirements of 274 because there was no discussion af any business preceeding
or following (it would be hard ta talk during the comedy club). If it does meet the test, 50% of

the costs of tickets would be deductible as well as drinks ($50/person), BUT H would not

e

. N\ low e ot
(remember that H did not). J?'” 0 [‘QLV) %}ﬁmﬁﬁ PW tr-;*f/u{ﬁ W

Sightseeing and Broadway Play -- These are entirely personal costs, and fall under the

qualify, nor would the two client's spouses unless each met the indepdent test outlined above Wﬁ

ambit of 262 which says that personal expenditures are entirely non-deductible for either H or

C.

Part-Business/Part-Pleasure - Reg. Section 1.162-2(b) says that if a trip is part-

business/part-pleasure, the trip is only deductible if it is primarily for business, and secondarily
for pleasure. If the trip is primarily for pleasure, the regular business expenses are deductible.
but the traveling expenses (including meals + lodgings) are entirely non-deductible.

Here, it appears as if the trip is 3 days business for C out of possibly 5 or 6 days total
(the rest being pleasure). This is a facts and circumstances test — if the court finds it is

primarily business, all travel and lodgings + 50% meals are deductible if not then only the

business expenses. | ﬁ\gﬂ |9 \?‘3

H's Hunting Activities

In order for H to claim deductions. he must first determine whether or not his activity is a

183 hobby activity or a 212 or 162 business. The difference is crucial because under 183,
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(-
losses deductible are limited to the amout of gain whereas in 212 and 162, losses are unlimitedjj i
V4

and can carryforward 20 years and back 3 years {subject to modification in future years). ﬂjﬁjﬂ
(

e
Section 183 "Hobby" profits -- The facts state that for most of H's adult life, his "hobby"

has been big game hunting. In order to kick H out of the 183 and into 212 or 162, he must
overcome the presumption under 183(d) which says that he must have a profit for 3 out of 5
years in order to be not considered a 183 hobby. Here, the facts state that H has had a loss in
3 out of 3 years. Therefore, even if H had a profit in years 4 and 5, he still would not be able to
meet the presumption. Therefore, in order to be considered for something outside of 183, the
following factors might help H subject to Sec 1,183-2: 1) Manner in which H carries on activity
2) Expertise of H 3) Time and effort 4) Expectation of appreciation in assets 5) Success in
carrying on similar activities 6) History of income or loss 7) Amount of occasional profits 8)
Financial status of H and 9) Elements of personal pleasure for H.

Elements #6 and #7 certainly do not favar H since he has lost money for 3 years and not
made very much profit. Further, there is a lot of personal pleasure for H so element #2 does
not help him (it's been his hobby his whole life). Hes retired so his expectation of profit is not
truly relevant bic he is not doing it ta make a living since he's retired. All of these factors point
that it is probably not going to be a trade or business under 182 or investment under 212. As a
result, all of H's losses will be limited to the amount of gain he has. That means in year #1 he
can only deduct 900. year #2, 52,500, and year #3 $2.800.

Further, H cannot decut all of the safaris to Africa because these would only be
deductible as travel under 162.

sSection 185 Start-up costs - In the alternative, H can argue that his several safari trips

to africa as well as game-hunting film costs as well as letter and brochures are al| "start-up"
costs for the eventual business that he started and are therefore deductible up to 5k (reduced

by the amount over 50k) and captialized over 180 month period. The problem with this
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argument is that H never "started" any trade or business because he was never taken out of
183 and into 162 as outlined above. So this argument will fail

Section 212 -- Finally, H can try to argue under 212{1) that he is in a "service"
professsion for the production of income and so all of his losses should be fully deductible.
This argument may work, but it still lacks any real foundation since the elements in 183 as

outlined by 1183 -2 are very much not in favor of H. So H will probably lose on this argument

as well U(D (LQU

C's payment to ex-spouse

if C's payments to Max ("M") are considered alimony under section 71, then they will be
specifically deductible by C pursuant to section 215(b) and included in M's income pursuant to

section 71.

Section 71 Alimony -- Section 71 specifically sets out a test to determine what is alimony

and what is not alimony. Here are the factors: 1) The payment must be made pursuantto a
divorce or separation agreement 2) it must be cash, check, or money order 3) Payment must be
received by or on behalf of spouse pursuant to separation agreement 4} The agreement cannot
say itis NOT alimony 5) The parties cannot be living together at the time the payment is made
6) there must be no liability to make payments after the death of the spouse AND 7) the
payment is not for child support.

Since the list includes and AND at the end, every single element must be satizfied for it
to be considered alimony. [f one is not satisfied, then it is not considered alimony and will not
be deductible.

Here, the payment was made pursuant to a divorce decree, and since it is $3.000 cash
that satisifies the second element as well. The payment appears to be received by the spouse

(M). The fact that the divorce decree states that all payments are deductible by C and
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