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ARMEN, Special Trial Judge: This case was heard pursuant to

the provisions of section 7463 of the Internal Revenue Code in
effect at the time that the petition was filed.! The decision to
be entered is not reviewable by any other court, and this opinion

shoul d not be cited as authority.

! Unl ess otherwi se indicated, all subsequent section
references are to the Internal Revenue Code in effect for 1997,
the taxable year in issue, and all Rule references are to the Tax
Court Rules of Practice and Procedure.
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Respondent determ ned a deficiency in petitioners’ Federal
incone tax for the taxable year 1997 in the amount of $3,612.

After a concession by respondent,? the sole issue for
decision is whether petitioners engaged in an Ammvay activity for
profit within the neaning of section 183.
Backgr ound?

Sone of the facts have been stipulated, and they are so
f ound.

Petitioners are husband and wi fe and have been married since
1992. They resided in Houston, Texas, at the tine that their
petition was filed with the Court.

A Petiti oner Husband

Petitioner husband (M. Myer) is, by profession, a sal esman
of medi cal equi pnent and has been enpl oyed by Xonmed, Inc. (Xoned)
for approximately 15 years. Xomed specializes in the production
of medi cal equi pnent for use by health care providers who
practice in the ear, nose, and throat area. As a sal esman for

Xoned, M. Meyer typically contacts doctors and nurses within an

2 At trial, respondent conceded that petitioners are
entitled to the Schedule A, I1tem zed Deductions, deduction for
unr ei nbur sed enpl oyee busi ness expenses (incurred by petitioner
Karl Meyer in the course of his enploynent as a sal esman for
Xoned, Inc.) as clained by petitioners on their return for the
year in issue.

S At trial, we deferred ruling on respondent’s rel evancy
objection to petitioners’ Exhibit 23-P, a collection of business
articles. W now overrule that objection and admt the exhibit
into evidence.
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assi gned geographical territory in Texas for the purpose of
denonstrating and selling Xoned s products.

M. Meyer is conpensated by Xoned on a straight comm ssion
basis, and he is precluded by his enployer fromparticipating in
other for-profit sales activities. Hi s conpensation for 1994
t hrough 1999 was $80, 114, $83, 403, $116, 186, $97, 329, $140, 008,
and $149, 610, respectively.

B. Petitioner Wfe

Petitioner wwfe (Ms. Myer) is a honemaker and not her of
three children: Al exandra, born in July 1989; Jeffrey, born in
August 1993; and Andrea, born in March 1995.

In 1985, Ms. Meyer filed an assuned nane certificate with
the Harris County (Houston, Texas) Cerk’s Ofice, adopting the
busi ness nanme of Vickie Zozaya Enterprises. However, Ms. Myer
never conducted any type of activity with respect to this
enterprise.

In 1994, Ms. Meyer began designing and nmaking jewelry pins
and selling themat craft shows under the assunmed nane of
Trinkets, Etc. Less than a year thereafter, Ms. Myer ceased to
operate Trinkets, Etc. because its tinme-consum ng nature and | ack
of profitability did not allow Ms. Meyer to properly care for
her children. Petitioners’ inconme tax return for 1994 included a
Schedule C, Profit or Loss from Business, claimng a net |oss of

$188 (i.e, gross incone of $247 |less car expenses of $435) from



Trinkets, Etc.

C.__ Amay

I n August 1994, petitioners began to operate an Amay
di stributorship under the nanme of Meyer Enterprises. Petitioners
began the Ammay activity after being recruited as “downline”

di stributors by an “upline” distributor.

Amnay is a supplier of household and personal use products
that are sold by individuals (distributors) through direct
mar keting. An Amnay distributor purchases Ammay products for
resale to both custoners and “downline” distributors, as well as
for personal use.

At least in theory, Ammay distributors generate receipts by
selling Amnmay products directly to custoners and by recruiting
new di stributors. The new recruits becone “downline”
distributors of the sponsoring distributor and a part of his or
her organi zation.* In turn, each “downline” distributor is
encouraged to sponsor additional new distributors, all of whom
become a part of the initial distributor’s organization.®> Amay
does not assign exclusive geographical territories to any
di stributor, nor does Ammay inpose a m ni num sal es quota on any

di stributor.

4 The sponsoring distributor is referred to as the “upline”
di stributor.

> The process of recruiting new distributors is often
referred to as “building the |l egs” of a distributor's network.
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Amnay maintains a “pyram d” incentive system Under this
system an “upline” distributor receives a bonus based on the
vol une of sales generated by his or her “downline” distributors.?®
Thus, the system presunes that the “upline” distributor’s
potential for profit will increase as his or her network of
“downl i ne” distributors becones w der and deeper.’

Because the “upline” distributor’s bonus is based on the
vol ume of sal es generated by “downline” distributors, such bonus
is not directly affected by a “downline” distributor’s
profitability or lack of profitability.

The Amway “pyram d” incentive systemis pronoted by Amway in
the formof the “9-4-2 plan”.® Under the “9-4-2 plan”, each
Amnay distributor is encouraged to personally recruit 9
“downline” distributors, each of whomin turn is encouraged to
recruit at least 4 “downline” distributors, each of whomin turn

is encouraged to recruit at least 2 “downline” distributors (for

6 The “upline” distributor’s bonus is also based on the
vol ume of sal es generated by the “upline” distributor hinself or
hersel f. However, the volune of such sales is generally mninal,
and the portion of the bonus attributable to such sales is
negl i gi bl e.

" The “width” of a network refers to the nunber of
“downline” distributors that are personally sponsored by the
distributor in question, and “length” refers to the nunber of
“downline” distributors that nmake up each “leg” of the network.

8 Mre typically, the Ammay systemis pronbted in the form
of the “6-4-2 plan”. See N ssley v. Comm ssioner, T.C Meno.
2000-178. The two plans are identical, except for the nunber of
first-tier “downline” distributors.
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a total of 117 “downline” distributors in the initial
distributor’s organi zation). The “9-4-2 plan” is pronoted as the
t heoretical break-even point for a distributorship, assum ng that
(1) the distributor and each “downline” distributor wwthin the

di stributor’s organi zati on purchases $200 of Amway products per
nmonth and that (2) the distributor does not have expenses
exceedi ng $2,000 per nmonth. At least in theory, the potential

for profit is enhanced as each of the 117 “downline” distributors
in the distributor’s network successfully inplenents the “9-4-2
pl an”.

The Amnay “9-4-2 plan” does not provide neani ngful gui dance
to distributors regardi ng how expenses incurred in pursuing an
Amnay activity may be reduced.

The structure of the Amway “pyram d” incentive system
effectively serves to discourage distributors fromspending their
time personally trying to sell Ammay products. In contrast, the
systemeffectively serves to encourage distributors to spend
their tinme trying to recruit an ever-increasi ng nunber of
“downl i ne” distributors.

Amnay distributors are entitled to purchase Amway products
for their personal use at distributor’s cost w thout the

customary percentage markup. °

® Although the record is not crystal clear, it would appear
that 30 percent was the customary markup.
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D. Nat ure of Petitioners’ Ammay Activity

At the tinme that they were recruited as Ammay distributors
i n August 1994, petitioners had no prior experience with Amnay or
an Amway type activity.

O her than accepting the Amnvay “9-4-2 plan”, petitioners
never devel oped a business plan for their Amway activity, nor did
they ever prepare profit projections or undertake any type of
mar ket anal ysis. Although petitioners maintained a nonthly
report of expenses incurred in pursing their activity, they never
prepared a break-even analysis nor a formal budget.

Despite their |lack of experience with either Ammay or an
Amnay type activity, petitioners never sought neani ngful counsel
fromdisinterested third parties. Rather, petitioners relied
principally on advice from *“upline” distributors and ot her
i nterested Amnay i ndi vi dual s.

Petitioners spent little tine personally trying to sel
Amnay products. |Indeed, from February through Septenber 1997, no
retail sales were nmade. Rather, petitioners concentrated on
trying to recruit, and retain, “downline” distributors. & oss
i ncone received by petitioners consisted principally of bonuses
earned fromthe sale, or personal consunption, of Amway products

by “downline” distributors.



- 8 -

E. Petitioners’ Separation and Its Effect on the Amnay
Activity

Upon becom ng Amway di stributors in August 1994, petitioners
assigned thenselves different roles. Because Ms. Meyer had
virtually no tine to spend operating a business outside the hone
due to parental obligations, and because of M. Myer’s
experience as a salesman, the task of operating the Amway
activity was initially assuned by M. Myer. Indeed, on their
inconme tax returns, petitioners identified M. Myer as
“proprietor” of the distributorship.

In contrast, Ms. Meyer assuned responsibility for taking
care of the paperwork for the Ammay activity. This
responsi bility included inputting data related to i ncone and
expenses onto Quicken, the personal finance software program
Ms. Meyer would then periodically conpile a |list of expenses for
the preceding nonth. |In addition to such paperwork tasks, Ms.
Meyer al so “associated” with the wives of prospective and actual
“downl i ne” distributors.

In or about 1996 petitioners experienced nmarital problens
that lead to their separation in Cctober 1996 and the
commencenent of an action for divorce that Decenber. M. Myer
di sassoci ated hinself fromthe Amay distributorship, and Ms.
Meyer assumed her husband s role. In particular, petitioners
filed a Business Status Change Formw th Ammay in October 1996,

which formserved to renove M. Meyer’s nane fromthe
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distributorship and to place the distributorship in Ms. Myer’s
sol e nane.

In addition to the $1,500 in negotiated child support to
whi ch she was entitled, Ms. Meyer hoped to receive fromthe
Amnay di stributorship “enough noney so that | could continue
staying honme with nmy kids.” 1In this regard, Ms. Myer estinmated
t hat nonthly Amway inconme of $1,000 would be sufficient to
sustain herself and her children. |In order to produce that
income, Ms. Meyer estimated that 25 “downline” distributors were
requi red, each of whom needed to purchase $200 of Amnay products
for their personal use each nonth. 1In so estimating, Ms. Myer
relied on a profitability worksheet that was included with the
“9-4-2" plan given to her by her “upline” distributor.

Ms. Meyer devoted “very little” time to nmaking retai
sales. Rather, she “was out for distributors”. |In this regard,
Ms. Meyer attenpted to recruit “downline” distributors by
“tal king to anybody and everybody | knew. Anybody that shops.”
In order to talk to anyone who shops, Ms. Meyer would frequent
public areas, such as churches, malls, and parks, in order to
make contacts so that she could “distribute hope back into

people’'s lives.”.
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F. Petitioners’ Reconciliation and the Terni nation of the
Amnvay Activity

By Novenber 1997, petitioners had reconciled, and the
di vorce action was nonsuited. Subsequently, at sone point in
1998, petitioners decided that they would no | onger actively
pursue the Amway activity. Since that tinme, however, Ms. Myer
has continued to renew her status as an Amway di stributor in
order to retain the right to purchase Amway products, such as
vitam ns and cl eaning products, for petitioners’ personal use at
di scount prices.

G Petitioners’ Schedule C Losses

For all relevant years, specifically including the taxable
years 1994 through 1998, petitioners filed joint Federal inconme
tax returns. Petitioners attached to each of those returns a
Schedul e C, Incone or Loss From Business, identifying “Karl L
Meyer” as “proprietor” of “Meyer Enterprises” and describing the
princi pal business or service of such enterprise as
“Distribution”.

Petitioners have never reported a profit fromthe Amay
activity. Rather, petitioners have consistently clained | osses
fromthis activity and have used such | osses to offset M.
Meyer’ s conpensation as a sal esman.

The foll ow ng schedule reflects the | osses clainmed by
petitioners fromthe Ammay activity on Schedules C of their tax

returns for 1994 through 1998:



Year
1994
1995
1996
1997
1998

Since 1998 petitioners
Amnay activity.

Petitioners determ ned
Amway activity on Schedul es

t hrough 1998 as foll ows:

Net Loss
$4, 216
12, 805
16, 295
11, 251

4, 997
49, 564

have not clainmed any | osses fromthe

the ambunts of their | osses fromthe

Cof their tax returns for 1994

1994 1995 1996 1997 1998
G oss i ncone! $27 $1, 037 $504 $407 $2, 810
Less: expenses 4,243 13,842 16, 799 11, 658 7,807
Net | oss 4,216 12, 805 16, 295 11, 251 4,997

! Gross incone was essentially the bonuses earned fromthe
sal e (or personal consunption) of Ammay products by “downline”
distributors. Petitioners thenselves sold relatively few Amnay

products.

Petitioners deducted expenses for the Ammay activity on

Schedule C of their tax returns for 1994 through 1998 as foll ows:



1994 1995 1996 1997 1998

Adverti si ng --- $231 $392 $173 $292

Car expenses $1,912 5,472 5, 560 6, 888 2,621

Conmi ssi ons/ f ees 120 382 33 --- ---

Legal / prof. services --- 560 --- --- ---

O fice expense --- --- 577 78 133

Suppl i es 1,162 1,582 --- 1,352 1,684

Travel 605 200 2,574 616 ---

Meal s/ entertai nnent? 405 169 194 52 186

Uilities --- 761 836 608 348
O her expenses

Pubs 15 3, 289 3, 226 --- ---

Sem nar s/ wor kshops --- 1,196 2,587 1, 364 1,104

Ral ly tickets 24 --- --- --- ---

Cel | phone --- --- 592 458 1, 086

Dues --- --- --- 56 28

Post age --- --- 128 13 11

Voi ce way --- --- --- --- 314

Total expenses 4,243 13, 842 16, 699 11, 658 7,807

INet after 50-percent reduction per sec. 274(n).

For the year in issue, petitioners deducted car expenses for
a Suburban SUV based on “business” use of 74.13 percent.

Petitioners determ ned this percentage based on the foll ow ng

figures:
“Busi ness” mles driven 21, 867
Personal mles driven 7,633
Total mles driven 29, 500

Di scussi on

Under section 183(a), if an activity is not engaged in for
profit, then no deduction attributable to the activity shall be
al l oned except to the extent provided by section 183(b). 1In
pertinent part, section 183(b) allows deductions to the extent of
gross incone derived froman activity that is not engaged in for

profit.
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Section 183(c) defines an activity not engaged in for profit
as “any activity other than one with respect to which deductions
are allowable for the taxable year under section 162 or under
paragraph (1) or (2) of section 212.” Deductions are allowable
under section 162 or under section 212(1) or (2) if the taxpayer
is engaged in the activity with the “actual and honest objective

of making a profit.” Ronnen v. Conm ssioner, 90 T.C. 74, 91

(1988); Dreicer v. Conm ssioner, 78 T.C. 642, 645 (1982), affd.

wi t hout opinion 702 F.2d 1205 (D.C. Cr. 1983).
The existence of the requisite profit objective is a
gquestion of fact that nust be decided on the basis of the entire

record. Benz v. Comm ssioner, 63 T.C. 375, 382 (1974). 1In

resolving this factual question, greater weight is accorded
objective facts than a taxpayer's statenent of intent. Westbrook

v. Conmi ssioner, 68 F.3d 868, 875-876 (5'" Cir. 1995), affg. T.C

Meno. 1993-634; sec. 1.183-2(a), Incone Tax Regs. For purposes
of deciding whether the taxpayer has the requisite profit
objective, profit means econom c profit, independent of tax

savings. Surloff v. Conmm ssioner, 81 T.C. 210, 233 (1983).

The regul ations set forth a nonexhaustive list of factors
that may be considered in deciding whether a profit objective
exists. These factors are: (1) The manner in which the taxpayer
carries on the activity; (2) the expertise of the taxpayer or his

advisers; (3) the time and effort expended by the taxpayer in
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carrying on the activity; (4) the expectation that the assets
used in the activity may appreciate in value; (5) the success of
the taxpayer in carrying on other simlar or dissimlar
activities; (6) the taxpayer's history of inconme or |osses with
respect to the activity; (7) the anount of occasional profits, if
any, which are earned; (8) the financial status of the taxpayer;
and (9) any elenents indicating personal pleasure or recreation.
Sec. 1.183-2(b), Incone Tax Regs.

No single factor, nor even the existence of a majority of
factors favoring or disfavoring the existence of a profit

objective, is controlling. 1d.; Ogden v. Conm ssioner, T.C

Meno. 1999-397, affd. per curiam 244 F.3d 970 (5'" Cir. 2001).
Rat her, the relevant facts and circunstances of the case are

determnative. Golanty v. Comm ssioner, 72 T.C 411, 426 (1979),

affd. wi thout published opinion 647 F.2d 170 (9th Gr. 1981).

Based on all of the facts and circunstances in the present
case, we hold that petitioners did not engage in the Amway
activity for profit wthin the nmeaning of section 183.

We shall not analyze in depth all nine of the factors
enunerated in the regulation but rather focus on sonme of the nore
i nportant ones that informour decision.

First, the history of consistent and substantial |osses
incurred by petitioners in the Ammay activity is indicative of a

| ack of profit objective. See Golanty v. Conm ssioner, supra at
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427; sec. 1.183-2(b)(6), Income Tax Regs. A series of |osses
during the initial stage of an activity is not necessarily an
indication that a taxpayer is not engaged in an activity for
profit. Sec. 1.183-2(b)(6), Income Tax Regs. However, if such
| osses continue beyond the period in which it is customary for an
activity to becone profitable, then the losses, if they are
unexpl ai nabl e, may be indicative of a |lack of a profit objective.
Id.

Since the inception of the Ammay activity in 1994,
petitioners never earned a profit therefrombut rather incurred
| osses for 5 consecutive years. Indeed, petitioners’ aggregate
| osses for the 5-year period from 1994 through 1998 anopunted to
$49, 564, thus averagi ng approxi mately $10, 000 per year.

Further, no significant trend is discernible in the history
of petitioners’ |osses. For 1994, 1995, 1996, and 1997,
petitioners incurred | osses of $4,216, $12,805, and $16, 295, and
$11, 251 respectively. It bears nmention that petitioners becane
Amnay distributors in the latter part of 1994; thus, the |loss for
that year is based solely on 4 nonths of operation. Further,
although it is true that petitioners’ |oss decreased in 1998 to
$4,997, it is also true that 1998 was the last year in which
petitioners actively pursued the Ammay activity.

Second, we are not convinced that petitioners conducted the

Amnvay activity in a businesslike manner. Sec. 1.183-2(b)(1),
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I ncone Tax Regs. Although petitioners maintained conputer-
generated records for the Ammay activity (and nay al so have
utilized a separate bank account), such records appear to have
been maintained principally to satisfy substantiation
requi renents inposed by the Internal Revenue Code and thus to
“guarantee” the deductibility of expenses. |In contrast, such
records do not appear to have been used as anal ytic or diagnostic
tools in an effort to achieve profitability of the Amway
activity. As we have previously stated:

t he keepi ng of books and records may represent nothing

nore than a conscious attention to detail. In this

case, there has been no show ng that books and records

were kept for the purpose of cutting expenses,

i ncreasing profits, and evaluating the overall

performance of the operation. The petitioner reviewed

her records, but she has failed to show that she used

themto inprove the operation of the enterprise.
[ Golanty v. Conm ssioner, supra at 430.]

Mor eover, petitioners did not maintain certain types of
records, nor did petitioners enploy certain el enmentary busi ness
practices that one woul d expect of individuals pursuing an

activity with a profit objective. See N ssley v. Conm Ssioner,

T. C Meno. 2000-178; Ogden v. Commi ssioner, supra; Theisen v.

Conmi ssioner, T.C. Menp. 1997-539; Hart v. Commi ssioner, T.C

Meno. 1995-55. Thus, although a nonthly report of expenses was
mai nt ai ned, neither profit projections, a break-even analysis,
nor a formal budget was ever prepared. Further, no narket

anal ysis was ever undertaken, nor was any business plan (other
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than the Amway “9-4-2 plan”) ever devel oped.

Furthernore, for the year in issue, no in-depth analysis was
ever performed in order to determ ne how many “downline”
distributors were needed to attain a break-even point. Although
Ms. Meyer estimated that 25 distributors were required to attain
a “bare bones” standard of living, such estimte was not based on
a business plan or any independent analysis. Rather, Ms. Myer
was content to rely on the profitability worksheet given to her
by an “upline” distributor.

A third factor mlitating against petitioners’ claim of
profit objective is the fact that petitioners had no experience
with Ammay or an Amway type of activity at the tinme that they
were recruited by an Ammvay distributor. See sec. 1.183-2(b)(2),
| ncone Tax Regs. Since that tinme, petitioners have principally
relied only on advice from “upline” distributors and ot her
i nterested Amnay i ndi vi dual s.

Yet, under the Ammay system the “upline” distributor’s
bonus is not directly affected by the “downline” distributor’s
profitability or lack of profitability; rather, what is inportant
to the “upline” distributor is the “downline” distributor’s
vol une of sales. Nevertheless, petitioners have steadfastly
refused to seek neani ngful counsel fromdisinterested third

parties regardi ng neans by which the Ammay activity m ght be nade
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profitable.® See Poast v. Conm ssioner, T.C Menp. 1994-399

(“for the nost part, petitioners’ advisers were not experts as
much as they were upliners with a financial stake in petitioners’

retail and downline sales”); Ogden v. Conm ssioner, T.C. Meno.

1999- 397 (“Amnay distributors nmay be biased when di scussi ng Amway
because they have a natural desire to advance the organi zation
and/or obtain inconme froma downliner.”).

Petitioners’ refusal to seek neani ngful counsel from
disinterested third parties is all the nore telling given the
fact that the advice received frominterested Amnay i ndividual s
did nothing to reverse petitioners’ history of uninterrupted and
substantial |osses. Furthernore, the record suggests that the
“advice” petitioners received consisted of little nore than
pl ati tudes, generalities, and encouragenent to “give it al
you’ ve got”.

A fourth factor mlitating against petitioners’ claimis the
anount of tine that petitioners devoted to the Amway activity.
See sec. 1.183-2(b)(3), Incone Tax Regs. In this vein, Ms.

Meyer repeatedly testified that the key to a successful Amay
“busi ness” was not selling products, but rather establishing an

extensi ve network of “downline” distributors in order to “change

10 We do not regard general encouragenent given by Ms.
Meyer’s divorce lawer to “stick with it” to constitute
meani ngf ul busi ness counsel. In any event, Ms. Myer admtted
that this individual never gave her advice concerning how the
Amnay activity m ght be nmade profitable.
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the way people shop”. However, for the year in issue, Ms. Myer
coul d not approximte how nmuch tinme she spent on the Amnay
activity, other than to state that “very little” time was devoted
to retail sales. Indeed, the record reflects that no sales were
made for a consecutive 8-nonth period. Ms. Myer’'s time and
effort consisted of nothing nore than engaging in the daily
activities of a honmemaker and nother. Her testinony at trial
underscores this concl usion:

Q Do you know how nmuch tinme you spent a day or a
week during 1997 show ng the plan?

* * * * * * *
A: Not much in the begi nning because again, like |
said, | was out neeting people, getting to know soneone to —

in order to showthemthe plan, * * * | went to a | ot of
Bible studies. * * * | was attendi ng Second Bapti st Church,
and they had a lot of singles activities, and so | would go

to them
| went to shopping in the mall. That’'s places | could
take the kids. | would go to parks. | would go to -

basically | talked to people, and anywhere and any way t hat

| could get a nanme, sonething that | could find in comon

with themto get back with themagain later to try and
devel op and build a friendship.

Fifth, section 1.183-2(b)(8), Inconme Tax Regs., provides
that “Substantial inconme from sources other than the activity
(particularly if the losses fromthe activity generate
substantial tax benefits) may indicate that the activity is not
engaged in for profit especially if there are personal or

recreational elenents involved.” Golanty v. Conm SSioner, supra

at 428-429; see Ransomv. Conm ssioner, T.C. Mnp. 1990-381.
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In the present case, M. Meyer is a successful sal esman.
Hi s aggregate comm ssion incone for the 3-year period from 1994
to 1996 amounted to $279, 703, or approxi mately $93, 000 per year.
For 1997, the year in issue, M. Myer’ s conm ssion incomne
exceeded $97,000. On joint returns for each of these 4 years,
petitioners clained | osses fromtheir Amway activity, which
| osses served to reduce M. Meyer’s conpensation, thereby
decreasing petitioners’ taxable inconme and achi eving substanti al
tax savings.

This Court has observed that “there are significant el enents
of personal pleasure attached to the activities of an Amway
di stributorship” and that an “Amwnay distributorship presents
taxpayers with opportunities to generate business deductions for

essentially personal expenditures.” Brennan v. Comm ssSioner,

T.C. Meno. 1997-60; see also sec. 1.183-2(b)(9), Incone Tax
Regs.; cf. sec. 1.183-2(b)(8), Incone Tax Regs., regarding the
reference to “personal or recreational elenents” quoted above.

Mor eover, petitioners received a personal benefit fromtheir
Amnay activity through their ability to purchase Amway products
for their own personal use at distributor’s cost w thout the

customary percentage markup. At trial, petitioners candidly

11 Those savings al so hel ped to finance car expenses.
Thus, for exanple, in 1997 petitioners deducted autonobile
expenses on their Suburban SUV based on “busi ness” use in excess
of 74 percent.



- 21 -
admtted that one of the major benefits of being Ammay
di stributors was the savings that they could realize on the
purchase of products for personal use. The fact that Ms. Myer
has continued to renew her Amnay nenbership in order to purchase
mer chandi se at discount prices illustrates the personal dinension
of the Amnay activity.

On this record, we find that petitioners did not have the
requi site objective in 1997 of making a profit in the Amway
activity. Accordingly, we hold that petitioners are not entitled
to deduct the loss fromthe Amway activity for that year

Revi ewed and adopted as the report of the Small Tax Case
Di vi si on.

In order to give effect to our disposition of the disputed

i ssue, as well as respondent’s concession, see supra note 2,

Deci sion will be entered

under Rul e 155.




