Lage v. Commissioner, 52 T. C. 130 (1969)

Informal education expenses for improving business skills required in employment
are deductible as ordinary and necessary business expenses under Section 162(a) of
the Internal Revenue Code.

Summary

Walter G. Lage, vice president of a construction company, paid $2,667 to a
management consultant for education and training in corporate management. The
IRS disallowed the deduction, arguing it wasn’t ‘education. * The Tax Court held that
the expenditure was deductible under Section 162(a) because it improved skills
required in Lage’s employment. The court rejected the IRS’s narrow definition of
education, affirming that informal, tutorial education can qualify for deductions if it
improves job-required skills.

Facts

Walter G. Lage was employed as vice president and general superintendent of
Chaney & James Construction Co. in 1964. He paid $2,667 to Tol S. Higginbotham
ITI, a psychologist and management consultant, for education and training in
corporate management areas such as finance, bonding, accounting, and personnel
management. This training was necessary due to the company’s financial difficulties
and Lage’s own deficiencies in these management areas. The payment was made
from Lage’s personal bonus, not from company funds.

Procedural History

The Commissioner of Internal Revenue determined a deficiency of $804. 60 in
Lage’s 1964 federal income taxes, disallowing the deduction for the management
training fees. Lage petitioned the Tax Court, which held that the expenditure was
deductible under Section 162(a) of the Internal Revenue Code.

Issue(s)

1. Whether the expenditure of $2,667 paid by Lage for management training and
education is deductible as an ordinary and necessary business expense under
Section 162(a) of the Internal Revenue Code.

Holding

1. Yes, because the expenditure was for ‘education’ that improved skills required by
Lage in his employment as vice president of Chaney & James Construction Co. , and
thus qualifies as an ordinary and necessary business expense under Section 162(a).

Court’s Reasoning
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The court applied Section 162(a) and the regulations under Section 1. 162-5(a)(1),
which allow deductions for educational expenses that maintain or improve skills
required in employment. The court rejected the IRS’s argument that the training
was not ‘education,” stating that education includes acquiring knowledge from a
tutor. The court found that Higginbotham was qualified as a management
consultant, despite his lack of formal education. The court emphasized that the
training was not for meeting minimum job requirements or qualifying for a new
position, but rather to improve Lage’s existing managerial skills in response to the
company’s specific financial and operational challenges. The court also noted that
the expense would be deductible even if viewed as advice on specific managerial
problems, given the special circumstances of the case.

Practical Implications

This decision expands the definition of ‘education’ for tax deduction purposes to
include informal, tutorial education that improves job-required skills. Attorneys
should advise clients that expenses for non-institutional education, such as private
consulting, can be deductible if they enhance skills needed for their current
employment. This ruling may encourage businesses to invest in specialized,
personalized training for their employees, knowing that such expenditures could be
tax-deductible. Subsequent cases have cited Lage to support the deductibility of
various forms of informal education and training expenses.
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