Watson v. Commissioner, 31 T.C. 1014 (1959)

A physician can deduct the expenses of education as ordinary and necessary
business expenses if the education maintains or improves skills required in their
trade or business, even if it is not customary for other practitioners to undertake
such education.

Summary

The Tax Court considered whether a physician could deduct expenses incurred for
psychoanalytic training as business expenses. The physician, an internal medicine
specialist, sought the training to improve his skills in his existing practice, which
included psychosomatic medicine. The Commissioner disallowed the deduction,
arguing that such training was not customary for internists. The Tax Court reversed,
holding that the education expenses were deductible because the training improved
the doctor’s existing skills, aligning with the purpose outlined in the regulations. The
court emphasized that the focus should be on the purpose of the education, not
necessarily on its customariness within the profession, as long as it aids in the
practitioner’s existing trade or business.

Facts

Dr. John S. Watson, a practicing physician specializing in internal medicine, sought
additional training in psychoanalytic techniques to improve his skills in treating
patients. He engaged in psychoanalysis with a psychiatrist in Detroit for 225 hours
over three years. He claimed these expenses as business deductions. The
Commissioner of Internal Revenue disallowed the deductions, asserting that the
expenses were not “ordinary and necessary” business expenses.

Procedural History

The Watsons filed joint income tax returns for 1954 and 1955, claiming the
psychoanalytic training expenses as business deductions. The Commissioner
disallowed the deductions, determining deficiencies in the taxpayers’ income tax.
The taxpayers petitioned the Tax Court for a review of the Commissioner’s decision.

Issue(s)

1. Whether the expenses incurred by the physician for psychoanalytic training were
“ordinary and necessary” business expenses under I.LR.C. § 1627?

2. Whether the expenses were deductible under the Treasury Regulations section
1.162-5, which deals with expenses for education?

Holding

1. Yes, because the psychoanalytic training improved the skills Dr. Watson used in
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his existing internal medicine practice.

2. Yes, because the training was undertaken primarily to improve the skills required
by the taxpayer in his trade or business.

Court’s Reasoning

The court considered the Commissioner’s argument that the expenses were not
“ordinary” because it was not proven that it was customary for internists to take
such specialized courses. The court disagreed with this narrow interpretation and
relied on the “liberalized” rules from the regulations, specifically section 1.162-5,
which stated that education expenses are deductible if undertaken primarily to
maintain or improve skills required in the taxpayer’s trade or business. The court
held that the focus should be on the purpose of the education, not necessarily on
whether it was customary for other practitioners. The court found that Dr. Watson’s
training was directly related to improving his skills in internal medicine, allowing
him to treat patients more competently and thoroughly, particularly in the area of
psychosomatic medicine, which he already used in his practice.

The court also referenced the regulations’ example that distinguished between
training to become a specialist and training to improve general skills within the
existing field. The court compared Dr. Watson to the general practitioner who took a
course to improve his skills in his general practice. Since Dr. Watson’s aim was to
enhance his skills as an internist, the court considered the expenses deductible.

The court stated, “The record clearly shows that petitioner undertook the course for
educational purposes and that his aim was to maintain and improve his skill as an
internist.”

Practical Implications

This case provides valuable guidance on the deductibility of education expenses for
professionals. It establishes that the expenses are deductible as long as the
education is related to the taxpayer’s current trade or business and improves skills
used in that profession. This principle is particularly important for professionals in
fields like medicine, law, and accounting, where continuing education is common.
The court’s emphasis on the
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