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15 T.C. 956 (1950)

Expenses  incurred  for  education  leading  to  a  degree,  even  if  related  to  one’s
employment, are generally considered personal expenses and are not deductible for
income tax purposes.

Summary

Knut Larson,  employed as  an engineer,  sought  to  deduct  expenses for  evening
engineering courses he took at New York University. The Tax Court disallowed these
deductions, finding they were for educational purposes and of a personal character.
The court distinguished this case from situations where education is undertaken to
maintain an existing position rather than to attain a new one or improve professional
status. The court reasoned that Larson’s pursuit of a degree was aimed at improving
his earning capacity and professional status, making the expenses non-deductible.

Facts

Knut Larson was employed as a mechanic and later as an industrial engineer
by Ward Leonard Electric Co.
During 1945, Larson was enrolled in the New York University Evening
Division, School of Engineering, pursuing a Bachelor’s Degree in
Administrative Engineering.
He incurred expenses for tuition fees, books, paper, and transportation totaling
$636.49, which he sought to deduct as “engineering expenses” on his tax
return.
Larson claimed that his studies and subsequent degree led to increases in his
earning capacity.

Procedural History

Larson filed his tax return for 1945, claiming a deduction for engineering expenses.
The Commissioner of  Internal  Revenue disallowed the deduction,  resulting in a
deficiency assessment. Larson petitioned the Tax Court for a redetermination of the
deficiency.

Issue(s)

Whether  the  expenses  incurred  by  the  petitioner  for  tuition,  books,  and
transportation to attend evening engineering courses while employed as an engineer
are deductible as ordinary and necessary business expenses under the Internal
Revenue Code.

Holding

No,  because  the  expenses  were  for  educational  purposes  and  of  a  personal
character, aimed at obtaining a degree and improving the petitioner’s professional
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status and earning capacity, rather than maintaining his current position.

Court’s Reasoning

The Tax Court relied on the principle that expenses for education are generally
considered personal and non-deductible. The court distinguished the case from Hill
v.  Commissioner,  where educational  expenses  were allowed because they  were
necessary to maintain the taxpayer’s existing position. In Larson’s case, the court
emphasized that the expenses were incurred while he was studying for a Bachelor’s
Degree and that he claimed the degree led to increased earning capacity. The court
quoted Welch v. Helvering, stating that “Reputation and learning are akin to capital
assets…The money spent in acquiring them is well and wisely spent. It is not an
ordinary expense of the operation of a business.” The court found that whether the
expenses were purely personal to improve education or to improve professional
status, the result was the same: they were not deductible.

Practical Implications

This case reinforces the principle that educational expenses incurred to obtain
a degree are generally considered personal and are not deductible, even if the
education is related to one’s employment.
Taxpayers seeking to deduct educational expenses must demonstrate that the
education is primarily undertaken to maintain or improve existing job skills,
not to meet minimum educational requirements for a job or to qualify for a new
trade or business.
The case highlights the importance of distinguishing between expenses
incurred to maintain one’s current position versus those incurred to advance or
obtain a new position.
This ruling has been consistently applied in subsequent cases involving
educational expense deductions, influencing how tax professionals advise
clients on deductible education-related costs.


