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Dyer v. Commissioner, T.C. Memo. 1958-4

Expenses  incurred  in  a  proxy  fight  by  a  non-business  investor  are  generally
considered personal expenses and are not deductible as ordinary and necessary
business  expenses  or  expenses  for  the  production  of  income;  however,  legal
expenses to protect one’s professional reputation are deductible business expenses.

Summary

The petitioner,  a  practicing lawyer,  deducted expenses related to a proxy fight
against Union Electric Company, expenses for a libel suit against a newspaper, and
expenses for testifying before a Congressional committee. The Tax Court disallowed
the  proxy  fight  and  Congressional  testimony  expenses,  finding  they  were  not
ordinary and necessary business expenses under Section 162 or expenses for the
production of income under Section 212 of the Internal Revenue Code. However, the
court  allowed  the  deduction  for  the  libel  suit  expenses,  reasoning  they  were
incurred to protect the petitioner’s professional reputation as a lawyer and thus
were ordinary and necessary business expenses.

Facts

The  petitioner,  a  practicing  attorney,  purchased  250  shares  of  Union  Electric
Company stock. He engaged in a proxy fight, not to gain control, but to oppose
management proxies. He incurred expenses in this proxy contest. Separately, he
filed a libel suit against a newspaper and incurred legal expenses. He also incurred
expenses related to voluntary testimony before the Joint Congressional Committee
on Atomic Energy.

Procedural History

The Commissioner  of  Internal  Revenue disallowed a  portion  of  the  petitioner’s
claimed business expense deductions. The petitioner contested this determination in
the Tax Court.

Issue(s)

Whether expenses incurred in a proxy fight against a corporation’s1.
management are deductible as ordinary and necessary business expenses
under Section 162 of the Internal Revenue Code or as expenses for the
production of income under Section 212.
Whether legal expenses incurred in a libel suit are deductible as ordinary and2.
necessary business expenses under Section 162 of the Internal Revenue Code.
Whether expenses incurred for voluntary testimony before a Congressional3.
committee are deductible as ordinary and necessary business expenses under
Section 162 or as expenses for the production of income under Section 212.

Holding
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No, because the proxy fight expenses were not incurred in the petitioner’s1.
trade or business as a lawyer, nor were they sufficiently related to investment
activities to be considered for the production of income or the management of
income-producing property.
Yes, because the libel suit expenses were incurred to protect the petitioner’s2.
reputation as a lawyer, which is directly related to his trade or business.
No, because the expenses for Congressional testimony were not related to the3.
petitioner’s trade or business or for the production of income.

Court’s Reasoning

The court reasoned that the proxy fight expenses were personal in nature and not
related to the petitioner’s business as a lawyer. The court cited Revenue Ruling
56-511, which held that expenses for stockholders attending company meetings are
generally non-deductible personal expenses unless related to a trade or business.
The  court  stated,  “Neither  do  we  think  that  they  were  sufficiently  related  to
petitioner’s  investment  activities  as  a  stockholder  of  Union  to  warrant  their
deduction as expenditures incurred and paid for ‘the production or collection of
income, or for the management, conservation, or maintenance of property held for
the production of income.’“

Regarding the libel suit expenses, the court relied on Paul Draper, 26 T.C. 201
(1956), and found that expenses incurred to protect one’s professional reputation
are deductible business expenses. The court noted, “The substance of petitioner’s
testimony as to this libel suit was that the purpose of it was to protect his reputation
as a lawyer.” The court accepted the petitioner’s good faith claim that the suit was
to protect his professional reputation.

As for the Congressional testimony expenses, the court found no connection to the
petitioner’s legal practice or income production. The court stated that while the
petitioner’s testimony might have been commendable, no statute allowed for the
deduction of such expenses in this context.

Practical Implications

This  case  clarifies  the  distinction  between  deductible  business  expenses,  non-
deductible personal investment expenses, and expenses for protecting professional
reputation. It highlights that for an individual investor, mere stock ownership and
related proxy fights are generally considered personal investment activities,  not
rising  to  the  level  of  a  trade  or  business  for  expense  deductibility  purposes.
However, it also establishes that legal actions taken to defend one’s professional
reputation  are  considered  directly  related  to  one’s  trade  or  business  and  the
associated legal expenses are deductible. This case informs tax practitioners and
investors  about  the  limitations  on  deducting  expenses  related  to  shareholder
activism and the importance of demonstrating a clear business nexus for expense
deductibility, particularly when reputation is at stake.


