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3 T.C. 696 (1944)

A contribution to an organization aimed at improving the administration of justice
can be a deductible business expense for an attorney, and the term ‘calendar year’
as used in Section 107 of the Internal Revenue Code may be interpreted to mean a
period of 365 days, not strictly January 1 to December 31.

Summary

Attorney Luther Ely Smith sought to deduct a contribution to the Missouri Institute
for  the  Administration  of  Justice  as  a  business  expense,  along  with  other
contributions.  The  Tax  Court  addressed  whether  a  fee  earned  over  five  years
qualified for special tax treatment under Section 107 of the Internal Revenue Code,
requiring it  to cover ‘five calendar years’.  It  held the legal fee was eligible for
special tax treatment and the contribution to the Missouri Institute was a deductible
business expense because it aimed to improve the legal system, directly benefiting
the  attorney’s  practice.  Other  contributions  were  treated  differently  based  on
evidence presented.

Facts

Luther Ely Smith, an attorney, received a contingent fee on May 22, 1939, for legal
services performed between May 16, 1934, and May 22, 1939. He also contributed
$2,500 to the Missouri Institute for the Administration of Justice, which sought to
change how judges were selected to reduce political influence. Smith believed this
would improve the legal climate and benefit his practice. He made other charitable
contributions and paid $3.50 to the library for a lost and damaged book.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Smith’s 1939
income tax. Smith contested the Commissioner’s determinations, arguing that the
legal  fee  qualified  for  special  tax  treatment  and  that  his  contributions  were
deductible. The Tax Court reviewed the Commissioner’s decision regarding the tax
deficiency.

Issue(s)

Whether the legal fee received by Smith qualified for special tax treatment1.
under Section 107 of the Internal Revenue Code, requiring the services to
cover a period of ‘five calendar years’.
Whether the contribution to the Missouri Institute for the Administration of2.
Justice was deductible as a business expense or a charitable contribution.
Whether contributions to the Civil Liberties Committee and the International3.
Committee for Political Prisoners were deductible.
Whether the contribution to the St. Louis League of Women Voters was4.
deductible.
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Whether the payment to the library for the damaged book was deductible as a5.
loss.

Holding

Yes, because the term ‘calendar years’ as used in Section 107 could be1.
interpreted to mean a period of 365 days, encompassing the five-year service
period.
Yes, the contribution to the Missouri Institute was deductible as a business2.
expense because it directly related to improving the legal profession and
Smith’s practice.
No, because the evidence presented was insufficient to determine the purpose3.
and activities of those organizations.
Yes, because the St. Louis League of Women Voters was organized and4.
operated exclusively for educational purposes.
No, because the damage to the book, resulting from negligence, did not5.
constitute a ‘casualty’ loss under the statute.

Court’s Reasoning

The court reasoned that the term ‘calendar year’ in Section 107 does not have a
fixed meaning and can refer to a period of 365 days, aligning with the legislative
intent  to  provide  tax  relief  for  services  spanning  five  years.  Regarding  the
contribution  to  the  Missouri  Institute,  the  court  found a  direct  nexus  between
improving the administration of justice and the attorney’s business interests. The
court stated, “It is an ordinary thing for lawyers to take an active personal and
financial  interest  in  movements  designed  to  improve  the  processes  of
justice…because the administration of justice is the business of lawyers.” The court
emphasized  that  this  contribution  differed  from  typical  political  contributions
because it  was aimed at  systemic improvement rather than influencing specific
legislation.  The  court  relied  on  precedent,  distinguishing  between  deductible
contributions to organizations promoting a trade or business and non-deductible
contributions lacking a clear  business connection.  Regarding the Civil  Liberties
Committee and International Committee for Political Prisoners, the court found the
evidence presented was insufficient to determine their purposes and activities, thus
disallowing the deductions. The court permitted deduction of contribution to the St.
Louis  League  of  Women Voters  since  its  activities  were  primarily  educational.
Finally, the loss of the book did not qualify as a casualty loss under the code.

Practical Implications

This case illustrates the potential for deducting contributions to organizations that
improve the legal  system as business expenses for attorneys,  provided a direct
benefit to their practice can be shown. It also clarifies that the term ‘calendar year’
in tax law may not always be rigidly interpreted as January 1 to December 31. This
ruling highlights the importance of carefully documenting the purpose and activities
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of organizations to which contributions are made when claiming deductions. Later
cases have cited Smith to support the deductibility of contributions that directly
benefit a taxpayer’s business, even when those contributions also have a broader
societal impact. It also informs how attorneys and other professionals can frame
arguments for deducting similar expenses by demonstrating a clear connection to
their professional activities.


