Taubman v. Commissioner, 60 T. C. 822 (1973)

Educational expenses incurred to qualify for a new trade or business are not
deductible as ordinary and necessary business expenses under section 162(a).

Summary

In Taubman v. Commissioner, the Tax Court ruled that educational expenses
incurred by a certified public accountant (CPA) for obtaining a law degree were not
deductible under section 162(a) as they qualified him for a new trade or business,
namely the practice of law. Morton S. Taubman, a CPA, sought to deduct $764 in
expenses related to his legal education, arguing that it maintained and improved his
skills in his current profession. However, the court applied the objective test from
the amended section 1. 162-5 of the Income Tax Regulations, which disallowed such
deductions for education leading to a new trade or business. The decision highlights
the Commissioner’s authority to change regulations and the prospective application
of such changes, impacting how professionals can claim educational expense
deductions.

Facts

Morton S. Taubman, a CPA, began studying law at the University of Baltimore,
College of Law, in 1966 while working as a revenue agent for the IRS. In 1968, he
became a CPA and joined a national accounting firm, later specializing in real estate
tax advice. In 1969, the year in question, Taubman completed his legal education,
incurring $764 in expenses for tuition, books, and travel. He claimed these expenses
as deductions on his 1969 tax return, asserting they were necessary to maintain and
improve his skills as a CPA. The Commissioner disallowed the deduction, arguing
that the legal education qualified Taubman for a new trade or business.

Procedural History

The Commissioner determined a deficiency in Taubman’s 1969 income tax and
disallowed the claimed $764 deduction for educational expenses. Taubman
petitioned the Tax Court for a redetermination of the deficiency. The court’s decision
focused solely on the deductibility of the educational expenses under section 162(a).

Issue(s)

1. Whether the educational expenses incurred by Taubman in pursuit of a law
degree were deductible under section 162(a) as ordinary and necessary business
expenses.

Holding

1. No, because the educational expenses were incurred as part of a program of study
that qualified Taubman for a new trade or business, the practice of law, and thus
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were not deductible under the objective test set forth in section 1. 162-5 of the
Income Tax Regulations.

Court’s Reasoning

The court applied the objective test from the amended section 1. 162-5 of the
Income Tax Regulations, which disallowed deductions for educational expenses
leading to qualification in a new trade or business. The court rejected Taubman’s
argument that he should be allowed to deduct the expenses under the pre-1968
subjective “primary purpose” test, emphasizing the Commissioner’s authority to
prospectively change regulations. The court cited precedent, such as Helvering v.
Wilshire Oil Co. , to support the Commissioner’s ability to alter regulations. The
court also distinguished Taubman’s situation from cases where deductions were
allowed for teachers pursuing related roles, noting that becoming a lawyer
constituted a new trade or business distinct from Taubman’s current profession as a
CPA. The court upheld the disallowance of the deduction, finding that Taubman’s
legal education qualified him for a new trade or business.

Practical Implications

This decision clarifies that professionals cannot deduct expenses for education that
qualifies them for a new trade or business, even if such education improves skills in
their current profession. Legal and tax practitioners must advise clients on the
limitations of section 162(a) deductions, particularly when clients consider pursuing
education that could lead to a new career. The ruling reinforces the Commissioner’s
authority to change regulations prospectively, affecting how taxpayers plan and
claim deductions. Future cases involving educational expense deductions will likely
reference this decision, emphasizing the objective test over subjective intent. This
case also highlights the importance of understanding the nuances of tax regulations
and their application to specific professions, guiding practitioners in advising clients
on tax planning strategies.
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