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18 T.C. 321 (1952)

A payment to an organization is not a deductible nonbusiness expense if it lacks a
proximate relationship to the production or collection of the taxpayer’s income or
the management, conservation, or maintenance of their income-producing property.

Summary

Bertie Charles Forbes, publisher of Forbes Magazine, sought to deduct a $1,000
payment to the Investors League, Inc., as a nonbusiness expense. The Tax Court
disallowed the deduction, holding that the payment lacked a proximate relationship
to Forbes’s income production or the management of his investments. The court
reasoned that there was no evidence that the payment directly influenced Forbes’s
investment decisions or increased his investment income. This case clarifies the
requirement of a direct and proximate link between an expenditure and income-
producing activities for a nonbusiness expense to be deductible.

Facts

Bertie Charles Forbes was the publisher, editor, and writer of Forbes Magazine. In
1946, he made a $1,000 payment to Investors League, Inc., a non-profit organization
he helped found. Forbes owned a significant portfolio of corporate securities valued
at $147,730, and he was also the income beneficiary of a trust holding additional
securities. During the year, Forbes engaged in substantial securities transactions,
with  sales  totaling  $78,250  and  purchases  of  $23,500.  His  income  included
dividends, interest, trust income, salary, royalties, and director’s fees.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Forbes’s income
tax for 1946 and disallowed the deduction of the $1,000 payment to the Investors
League. Forbes petitioned the Tax Court for a redetermination of the deficiency.

Issue(s)

Whether the $1,000 payment to the Investors League, Inc., constitutes a deductible
nonbusiness expense under Section 23(a)(2) of the Internal Revenue Code.

Holding

No, because there was no proximate relationship between the payment and the
production or collection of Forbes’s income or the management, conservation, or
maintenance of his income-producing property.

Court’s Reasoning

The Tax Court applied Section 23(a)(2) of the Internal Revenue Code, which allows
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deductions for ordinary and necessary nonbusiness expenses paid for the production
or collection of income, or for the management, conservation, or maintenance of
property held for the production of income. The court emphasized the requirement
of a “proximate relationship” between the expenditure and the income-producing
activity. Quoting Treasury Regulations, the court stated the test is “whether the
payment was made with the purpose and with the reasonable expectation that
income  would  flow  directly  therefrom  to  the  petitioner.”  The  court  found  no
evidence that the payment to the Investors League directly influenced Forbes’s
investment  decisions  or  increased  his  income.  The  court  noted  that  while  the
Investors League engaged in activities such as publishing bulletins and advocating
for investors’ interests, there was no “quid pro quo” or direct benefit to Forbes that
would justify the deduction. The court distinguished the case from others where a
direct link between the expense and income production was established.

Practical Implications

This case reinforces the principle that to deduct a nonbusiness expense, a taxpayer
must demonstrate a direct and proximate relationship between the expenditure and
their  income-producing activities.  It  clarifies that contributions to organizations,
even those related to investment, are not deductible unless they provide a direct and
measurable benefit to the taxpayer’s income or investment management. Attorneys
advising clients on tax deductions must carefully analyze the connection between
expenses and income, ensuring a clear and demonstrable link.  Later cases cite
Forbes for its emphasis on the proximate relationship requirement in determining
the deductibility of nonbusiness expenses.


