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Dwyer v. Commissioner, 100 T. C. 458 (1993)

Clinical depression alone does not qualify as a disability for purposes of avoiding the
10% additional tax on early IRA withdrawals if the individual can still engage in
substantial gainful activity.

Summary

In Dwyer v. Commissioner, the Tax Court ruled that Robert J. Dwyer’s withdrawal of
$208,802 from his IRA in 1989 was subject to a 10% additional tax under IRC § 72(t)
because his clinical depression did not meet the statutory definition of disability.
Despite his mental health struggles, Dwyer continued to engage in stock trading, a
substantial  gainful activity,  throughout the year.  The court emphasized that the
regulatory standard for disability requires an inability to engage in any substantial
gainful activity, which Dwyer did not satisfy. This decision underscores the strict
criteria for qualifying as disabled under tax law and the limited exceptions to the
penalty for early IRA withdrawals.

Facts

In 1989, Robert J. Dwyer, a 53-year-old stock trader, formed Hampton Partners with
himself as the sole general partner and three limited partners. After experiencing
significant losses and facing a lawsuit from his partners, Dwyer withdrew $208,802
from his IRA in October 1989, intending to use it for stock trading. He reported this
as a taxable distribution on his 1989 tax return. During the last three months of
1989, Dwyer traded over 350 stocks, incurring substantial losses. He was diagnosed
with clinical depression in 1989, which he treated with medication and professional
consultations.  Despite  his  condition,  he  continued  his  stock  trading  activities
throughout the year.

Procedural History

The  IRS  determined  a  deficiency  and  penalties  for  Dwyer’s  1989  tax  return,
including a 10% additional tax on the early IRA distribution under IRC § 72(t).
Dwyer petitioned the U. S. Tax Court to challenge this determination. The court
focused on whether Dwyer’s clinical depression qualified him as disabled under the
tax code, thus exempting him from the additional tax.

Issue(s)

1. Whether Robert J. Dwyer’s clinical depression in 1989 qualified as a disability
under IRC § 72(t) and § 72(m)(7), thereby exempting him from the 10% additional
tax on early IRA withdrawals.

Holding

1.  No,  because  despite  his  clinical  depression,  Dwyer  was  able  to  engage  in
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substantial gainful activity, specifically stock trading, throughout 1989.

Court’s Reasoning

The court applied IRC § 72(t) and § 72(m)(7), which define disability as an inability
to  engage  in  any  substantial  gainful  activity  due  to  a  medically  determinable
impairment expected to be long-continued or result in death. The court noted that
the regulations under these sections require proof similar to that required for Social
Security  disability  benefits  and  specify  that  a  remediable  impairment  does  not
constitute  a  disability.  Dwyer’s  continued  stock  trading  activity,  despite  his
depression, demonstrated that he was not disabled under this definition. The court
rejected Dwyer’s arguments that his net trading losses and periodic psychiatric
consultations met the regulatory standard of inability to engage in gainful activity or
constant supervision. The court also referenced other cases with similar outcomes,
emphasizing the strict interpretation of the disability criteria under tax law.

Practical Implications

This decision clarifies that clinical depression, even if severe, does not automatically
qualify as a disability for tax purposes if  the individual  continues to engage in
substantial  gainful  activity.  Legal  practitioners  should  advise  clients  that  the
threshold for disability under IRC § 72(t) is high, requiring proof of inability to work,
similar to Social Security standards. This ruling impacts how taxpayers and their
advisors approach early IRA withdrawals, emphasizing the need for careful planning
and documentation of disability. It also highlights the limited exceptions to the 10%
penalty, such as the medical expense deduction under IRC § 72(t)(2)(B), which may
offer an alternative strategy for accessing IRA funds without penalty. Subsequent
cases  have  followed  this  precedent,  reinforcing  the  narrow  interpretation  of
disability in the context of early retirement plan distributions.


