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Iglesias v. Commissioner, 76 T. C. 1060 (1981)

Educational expenses for psychoanalysis are deductible under Section 162 if they
maintain  or  improve  skills  required  in  the  taxpayer’s  current  employment,  not
merely for future qualification in a new trade or business.

Summary

In Iglesias v. Commissioner, the court addressed whether a second-year resident
physician could exclude part of his compensation as a fellowship grant and deduct
costs of psychoanalysis. The court ruled that none of his compensation qualified as a
fellowship grant and upheld the deduction of psychoanalysis expenses, finding they
improved his skills as a physician treating psychiatric patients. The case clarified the
distinction between educational expenses that maintain current skills versus those
preparing for a new trade or business, emphasizing the need for a direct connection
to current employment for deductibility.

Facts

Jose P. Iglesias, a licensed physician and second-year resident in psychiatry at State
University Hospital-Kings County Hospital Medical Center, received compensation
from the hospital and for psychiatric consulting services elsewhere. He excluded
$3,600 of his hospital compensation as a fellowship grant and deducted costs for
psychoanalysis, which he underwent to improve his skills in treating psychiatric
patients. Approximately 98% of second-year residents in the program underwent
psychoanalysis,  though  it  was  not  required  for  residency  completion  or  board
certification in psychiatry.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Iglesias’s 1975
federal income tax and an addition to the tax. Iglesias petitioned the United States
Tax Court to challenge these determinations. The court addressed two main issues:
the excludability of part of Iglesias’s compensation as a fellowship grant and the
deductibility of his psychoanalysis expenses.

Issue(s)

1. Whether $3,600 of the amount received by Iglesias as a second-year resident
during 1975 is excludable from gross income as a fellowship under Section 117.
2.  Whether  expenses  Iglesias  incurred  in  undergoing  psychoanalysis  qualify  as
ordinary and necessary business expenses deductible under Section 162.

Holding

1. No, because the payments received by Iglesias were compensation for services
rendered to the hospital, not excludable fellowship grants.
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2. Yes, because the psychoanalysis maintained and improved the skills required by
Iglesias in his employment as a licensed physician treating psychiatric patients.

Court’s Reasoning

The court  found that  Iglesias’s  compensation  was  for  services  rendered,  not  a
fellowship grant, consistent with previous cases involving residents and interns. For
the  psychoanalysis  deduction,  the  court  applied  Section  162  and  the  related
regulations, determining that the psychoanalysis directly improved Iglesias’s skills
in his current role. The court rejected the argument that psychoanalysis prepared
Iglesias for a new trade or business (psychiatry), as it was not part of the residency
program  or  a  requirement  for  board  certification.  The  court  cited  Voigt  v.
Commissioner,  where  psychoanalysis  costs  were  deductible  for  a  clinical  social
worker,  reinforcing  the  principle  that  self-understanding  directly  improves
diagnostic skills. The court emphasized that psychoanalysis was not required by the
hospital or for board certification, thus not part of a program leading to a new trade
or business.

Practical Implications

This  decision  clarifies  that  educational  expenses  must  be  directly  related  to
maintaining or improving skills required in the taxpayer’s current employment to be
deductible  under  Section  162.  For  medical  professionals  and  others  in  similar
training  programs,  it  establishes  that  optional  educational  activities  like
psychoanalysis can be deductible if they enhance current job performance, even if
they may also benefit future career advancement. Legal practitioners should note
the distinction between current employment skills and preparation for a new trade
or business when advising clients on educational expense deductions. Subsequent
cases have applied this ruling to various professions, reinforcing the need for a
direct link to current employment for deductibility.


