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Link v. Commissioner, 90 T. C. 460 (1988)

Educational expenses are deductible under Section 162(a) only if the taxpayer is
already established in a trade or business.

Summary

In Link v. Commissioner, the Tax Court ruled that Ross Link could not deduct the
costs of obtaining an MBA because he was not established in a trade or business at
the  time  he  pursued  the  degree.  Link  worked  briefly  at  Xerox  after  his
undergraduate degree but left to attend graduate school. The court found that his
short employment period and continuous academic pursuits indicated he had not yet
established  himself  in  a  trade  or  business.  This  case  clarifies  that  to  deduct
educational expenses, a taxpayer must demonstrate they are engaged in a trade or
business, not merely qualified for one.

Facts

Ross Link graduated from Cornell University with a bachelor’s degree in operations
research in May 1981. He then worked at Xerox Corp. from June to September 1981,
performing market research analytics. Link had applied to and been accepted into
the University of Chicago’s MBA program before starting at Xerox. He left Xerox to
attend the MBA program in September 1981, completing it in May 1983. During his
studies, he worked part-time as a research assistant at the University of Chicago and
as an intern at Northwest Industries. After obtaining his MBA, he began working at
Procter and Gamble as an operations research analyst. Link attempted to deduct
$3,629 in educational expenses for 1983, which the IRS disallowed, leading to the
Tax Court case.

Procedural History

The IRS issued a statutory notice of deficiency to Link on September 18, 1985, for
the 1983 tax year. Link petitioned the U. S. Tax Court, which heard the case and
issued its opinion on March 17, 1988, ruling in favor of the Commissioner.

Issue(s)

1. Whether Link was established in a trade or business prior to enrolling in the MBA
program, such that the costs of the MBA were deductible under Section 162(a) of
the Internal Revenue Code.

Holding

1.  No,  because Link had not  established himself  in  a  trade or  business before
pursuing his MBA; his brief employment at Xerox was seen as a temporary hiatus in
his academic pursuits.
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Court’s Reasoning

The court applied Section 162(a) and the regulations under Section 1. 162-5, which
require that educational expenses be ordinary and necessary to maintain or improve
skills in an existing trade or business. The court emphasized that a taxpayer must be
established in a trade or business to claim such deductions. It found that Link’s
employment at Xerox was too brief and his continuous academic pursuits indicated
he had not yet established himself in a trade or business. The court noted that while
Link was qualified for  a  trade or  business,  being qualified is  not  the same as
carrying on a trade or business. The court distinguished Link’s situation from cases
like Ruehmann v. Commissioner, where the taxpayer had established himself in a
trade or business before pursuing further education. The court concluded that Link’s
MBA expenses were not deductible because they were part of his ongoing education
rather than related to an established trade or business.

Practical Implications

This decision impacts how taxpayers should approach deductions for educational
expenses. It establishes that merely being qualified for a profession is insufficient;
taxpayers must show they are actively engaged in a trade or business to deduct
educational costs. This ruling affects tax planning for individuals pursuing further
education, particularly those transitioning from school to work. It also guides tax
practitioners  in  advising  clients  on  the  deductibility  of  educational  expenses,
emphasizing the need for a clear establishment in a trade or business. Subsequent
cases have continued to apply this principle, requiring a demonstrable connection
between the education and an existing trade or business.


