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Burnstein v. Commissioner, 66 T. C. 492 (1976)

Educational expenses that qualify a taxpayer for a new trade or business are not
deductible as ordinary and necessary business expenses.

Summary

Muriel Burnstein, a special education teacher, sought to deduct expenses incurred
in obtaining a Master of Social Work (M. S. W. ) degree. The IRS disallowed the
deduction,  arguing that the education led to qualifying her for a new trade or
business. The U. S. Tax Court upheld the IRS’s decision, ruling that the M. S. W.
degree  enabled  Burnstein  to  enter  the  profession  of  social  work,  which  was
considered a new trade or business. The court emphasized that the objective effect
of  the  education,  rather  than  the  taxpayer’s  subjective  intent,  determines
deductibility  under  Section  162(a)  of  the  Internal  Revenue  Code  and  the
corresponding  regulations.

Facts

Muriel  Burnstein  held  a  Master  of  Education  degree  and  worked  as  a  special
education teacher at Variety Children’s Home, focusing on dyslexic children and
counseling their parents. In 1970, she resigned from this position to pursue an M. S.
W. degree at Tulane University. After receiving her M. S. W. in 1971, she served a
postgraduate  internship  and  subsequently  worked  as  a  social  worker  at  Touro
Infirmary Mental Health Center, where an M. S. W. was a minimum requirement.
She later started a private practice in psychiatric social work. Burnstein attempted
to deduct $2,930 in educational expenses related to her M. S. W. on her 1971 tax
return.

Procedural History

The IRS disallowed the deduction and determined a deficiency of $1,728. 70 in
Burnstein’s 1971 income tax. Burnstein petitioned the U. S. Tax Court to challenge
the  IRS’s  determination.  The  Tax  Court  heard  the  case  and  issued  a  decision
upholding the IRS’s disallowance of the deduction.

Issue(s)

1. Whether the educational expenses incurred by Muriel Burnstein in obtaining her
M. S. W. degree were deductible under Section 162(a) of the Internal Revenue Code
as ordinary and necessary business expenses.

Holding

1. No, because the education led to qualifying Burnstein in a new trade or business,
namely  social  work,  which  is  not  deductible  under  Section  162(a)  and  the
corresponding regulations.
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Court’s Reasoning

The court applied Section 162(a) of the Internal Revenue Code and the regulations
under Section 1. 162-5, which state that educational expenses are deductible only if
they do not lead to qualifying the taxpayer in a new trade or business. The court
found that social work is a recognized profession and that the M. S. W. degree
qualified Burnstein to enter this profession. The court emphasized the objective
nature of the test, stating that the taxpayer’s subjective intent is irrelevant. Expert
testimony  and  Burnstein’s  subsequent  employment  as  a  social  worker,  which
required the M. S. W. degree, supported the court’s conclusion. The court cited
previous cases like Bodley and O’Donnell to reinforce the objective standard applied
in determining the deductibility of educational expenses.

Practical Implications

This decision clarifies that educational expenses leading to qualification in a new
trade  or  business  are  not  deductible,  regardless  of  the  taxpayer’s  intent  or
continued work in their previous field. Legal practitioners advising clients on tax
deductions  should  ensure  that  educational  pursuits  are  directly  related  to
maintaining or improving skills in an existing trade or business, not entering a new
one. The ruling impacts how taxpayers and their advisors approach the deductibility
of  educational  expenses,  emphasizing the need for  careful  consideration of  the
objective  effect  of  the  education.  Subsequent  cases,  such  as  Weiszmann  v.
Commissioner, have reaffirmed this principle, further solidifying its impact on tax
practice.


