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Gallery v. Commissioner, 59 T. C. 589 (1973)

Education  expenses  for  cooperative  students  are  not  deductible  as  business
expenses if the primary purpose is to meet general educational requirements for a
degree, not to maintain or improve job-specific skills.

Summary

In  Gallery  v.  Commissioner,  Thomas  Gallery,  a  student  in  Ford  Motor  Co.  ‘s
cooperative education program, claimed deductions for education, travel, meals, and
lodging expenses incurred while pursuing an engineering degree at the University of
Detroit. The Tax Court ruled that these expenses were not deductible under Section
162(a) of the Internal Revenue Code, as they were primarily for meeting general
educational requirements rather than maintaining or improving job-specific skills.
The decision hinged on the fact that Gallery’s employment with Ford was part of his
overall educational program, not a separate trade or business, thus classifying the
expenses as personal under Section 262.

Facts

Thomas  Gallery  transferred  to  the  University  of  Detroit  in  1966  to  study
engineering.  He joined Ford Motor  Co.  ‘s  College Cooperative  Program,  which
required him to alternate between academic terms and work assignments at Ford. In
1967, Gallery claimed deductions for expenses related to his education and living
costs, asserting these were necessary to maintain his job at Ford. He worked at
Ford’s Buffalo stamping plant and Dearborn frame plant during his cooperative
program periods. Gallery reported $6,892. 83 in wages from Ford and deducted
$1,188 for educational and business expenses, including tuition, travel, meals, and
lodging.

Procedural History

The IRS disallowed Gallery’s deductions, leading to a deficiency notice for $175. 73.
Gallery and his wife filed a petition with the Tax Court challenging the disallowance.
The Tax Court heard the case and issued a decision in favor of the Commissioner,
affirming the IRS’s determination that the claimed deductions were not allowable
under the relevant sections of the Internal Revenue Code.

Issue(s)

1. Whether Gallery’s educational expenses were deductible under Section 162(a) of
the Internal Revenue Code as ordinary and necessary business expenses.
2. Whether Gallery’s travel, meals, and lodging expenses were deductible under
Section 162 as business expenses incurred while away from home.

Holding
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1. No, because Gallery’s primary purpose in incurring the educational expenses was
to meet the general educational requirements for his engineering degree, not to
maintain or improve specific job skills required by Ford.
2. No, because Gallery’s travel,  meals,  and lodging expenses were not incurred
primarily for a trade or business but as part of his overall education as a student.

Court’s Reasoning

The Tax Court applied Section 162(a) and the regulations under Section 1. 162-5,
which allow deductions for educational expenses if they maintain or improve skills
required  in  employment  or  meet  express  employer  requirements.  The  court
emphasized  that  Gallery’s  expenses  were  for  meeting  general  educational
requirements  for  his  degree,  not  for  maintaining  or  improving  specific  skills
required by Ford. The court noted that Gallery’s work at Ford was part of  his
educational program, not a separate trade or business, thus classifying the expenses
as personal under Section 262. The court also considered the burden of proof on
Gallery to overcome the presumption of correctness of the IRS’s determination,
which he failed to do. The court cited relevant case law, such as Welch v. Helvering
and Fleischer v. Commissioner, to support its conclusion that Gallery’s expenses
were non-deductible personal expenses. The court also addressed the 1967 revisions
to the regulations, which did not change the outcome as Gallery’s primary purpose
was not relevant under the new rules.

Practical Implications

This  decision  clarifies  that  students  in  cooperative  education  programs  cannot
deduct educational expenses as business expenses if the primary purpose is to meet
general  educational  requirements  for  a  degree.  Attorneys and tax professionals
advising clients in similar programs must ensure that any claimed deductions are
directly  linked  to  maintaining  or  improving  specific  job  skills  required  by  the
employer,  not  merely  to  meet  academic  requirements.  The  ruling  impacts  how
students and cooperative program participants should approach their tax filings,
emphasizing the distinction between personal educational expenses and those that
qualify as business expenses. Businesses offering cooperative education programs
should be aware that students participating in these programs are unlikely to be
able to deduct related expenses, potentially affecting how they structure and market
such programs. Subsequent cases, such as Ronald F. Weiszmann, have continued to
apply and refine these principles.


