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Ryman v. Commissioner, 51 T. C. 799, 1969 U. S. Tax Ct. LEXIS 180 (U. S.
Tax Court, February 28, 1969)

Expenditures that provide benefits beyond the taxable year are capital expenditures,
not  deductible  as  ordinary  business  expenses,  and  personal  expenses  are  not
deductible.

Summary

In Ryman v. Commissioner, the U. S. Tax Court ruled that a law professor’s bar
admission  fee  and  the  cost  of  a  celebratory  reception  were  not  deductible  as
business expenses. The court determined that the bar admission fee was a capital
expenditure because it secured benefits beyond the taxable year, and thus was not
‘ordinary’ under IRC Section 162(a). The reception costs were deemed personal
expenses under IRC Section 262, as the primary motivation was social rather than
business-related. This case underscores the importance of distinguishing between
capital and ordinary expenses and the necessity of proving a primarily business-
related purpose for expenditures to be deductible.

Facts

Arthur  E.  Ryman,  Jr.  ,  a  full-time  law professor  at  Drake  University,  incurred
expenses for admission to the Iowa bar and a reception celebrating his admission.
Ryman deducted these expenses as business expenses under IRC Section 162(a).
The  bar  admission  fee  was  $126,  and  the  reception  cost  $177.  17.  Ryman’s
admission to the Iowa bar was not required for his employment at the law school,
and he earned minimal income from practicing law. The reception was held on a
Saturday evening and included the university president, deans, faculty members,
and their spouses.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Ryman’s 1963
income tax and disallowed the deductions. Ryman petitioned the U. S. Tax Court to
challenge this determination. The Tax Court heard the case and issued its decision
on February 28, 1969, affirming the Commissioner’s disallowance of the deductions.

Issue(s)

1. Whether the bar admission fee of $126 is deductible as an ordinary and necessary
business expense under IRC Section 162(a)?
2. Whether the $177. 17 cost of the reception is deductible as an ordinary and
necessary business expense under IRC Section 162(a) or as an expense for the
production of income under IRC Section 212?

Holding
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1.  No,  because the  bar  admission fee  was  a  capital  expenditure  that  provided
benefits beyond the taxable year, and thus was not ‘ordinary’ under IRC Section
162(a).
2. No, because the primary motivation for the reception was personal rather than
business-related, making the cost nondeductible under IRC Section 262.

Court’s Reasoning

The court reasoned that the bar admission fee was a capital expenditure because it
secured a benefit (admission to the bar) that extended beyond the taxable year,
following the Supreme Court’s distinction in Welch v. Helvering between ordinary
and capital expenditures. The court emphasized that the fee was not an ordinary
expense because it was not recurring and its benefits were not limited to the year it
was incurred. For the reception, the court found that the primary motivation was
personal  rather than business-related,  as evidenced by the social  nature of  the
event, its timing on a Saturday evening, and the inclusion of spouses. The court
cited Section 262, which disallows deductions for personal expenses, and noted that
any business benefit was incidental. The court also referenced cases like Vaughn V.
Chapman and James Schulz  to  support  its  stance on the deductibility  of  social
expenses.

Practical Implications

This decision impacts how professionals, especially those with multiple roles like
academics and practitioners, should treat expenses related to professional licenses
and social events. It clarifies that expenses for licenses or certifications that provide
long-term benefits must be treated as capital expenditures, not as ordinary business
expenses deductible in the year incurred. Practitioners must carefully document the
business purpose of social events to claim deductions, as the primary motivation
must be business-related. The ruling also influences tax planning, as taxpayers must
consider  the  long-term  benefits  of  expenditures  when  determining  their
deductibility. Subsequent cases, such as William Wells-Lee v. Commissioner, have
further explored these principles, reinforcing the distinction between capital and
ordinary expenses.


