Jones v. Commissioner, 131 T. C. 25 (U. S. Tax Ct. 2008)

In Jones v. Commissioner, the U. S. Tax Court ruled that expenses for a day trading
course, including travel and lodging, could not be deducted under Section 212(1) of
the Internal Revenue Code. The court held that the course constituted a seminar
under Section 274(h)(7), which disallows such deductions for investment-related
meetings, despite the course’s one-on-one nature and the absence of recreational
activities. This decision underscores the broad application of Section 274(h)(7) in
limiting deductions for investment education expenses.

Parties

Carl H. Jones III and Rubiela Serrato, Petitioners, v. Commissioner of Internal
Revenue, Respondent.

Facts

Carl H. Jones III, an electrical engineer eligible for retirement, was laid off in 2002
and began day trading. In 2003, Jones, who had invested in stocks for 35 years,
traveled approximately 750 miles from his Florida home to Georgia to attend a five-
day one-on-one day trading course called DayTradingCourse. com, run by Paul
Quillen. The course involved intensive training in day trading strategies, Japanese
candlestick patterns, and a psychological exam. Jones spent approximately 6. 5
hours daily on trading activities and did not engage in recreational activities during
the course. The total cost of the course and related expenses, including lodging,
travel, food, and a course book, amounted to $6,053. 06. Jones and Serrato claimed
these expenses as miscellaneous itemized deductions on their 2003 federal income
tax return.

Procedural History

On or about March 31, 2006, the Commissioner issued a notice of deficiency to
Jones and Serrato, disallowing the claimed deductions. The petitioners timely filed a
petition with the U. S. Tax Court, which held a trial and issued its decision on July
28, 2008. The court applied the standard of review under Rule 142(a) of the Tax
Court Rules of Practice and Procedure, placing the burden of proof on the
petitioners to show that the Commissioner’s determination was incorrect.

Issue(s)

Whether the expenses related to a one-on-one day trading course are deductible
under Section 212(1) of the Internal Revenue Code when the course is considered a
seminar under Section 274(h)(7)?

Rule(s) of Law

Section 212(1) of the Internal Revenue Code allows deductions for ordinary and
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necessary expenses paid or incurred for the production or collection of income.
However, Section 274(h)(7) disallows deductions under Section 212 for expenses
allocable to a convention, seminar, or similar meeting. The legislative history of
Section 274(h)(7) indicates that it was enacted to prevent deductions for investment
seminars, particularly those held in vacation-like settings, which may offer
substantial recreation time.

Holding

The U. S. Tax Court held that the one-on-one day trading course attended by Jones
was a seminar within the meaning of Section 274(h)(7), and thus, the related
expenses were not deductible under Section 212(1).

Reasoning

The court’s reasoning focused on the interpretation of Section 274(h)(7) and its
application to the facts of the case. The court cited the legislative history of Section
274(h)(7), which was enacted to curb deductions for investment seminars, noting
that the statute’s scope is broad and not limited by the absence of recreational
activities or the one-on-one nature of the course. The court referenced the case of
Gustin v. Commissioner, which allowed deductions for convention expenses, but
noted that Congress had effectively overruled this decision by enacting Section
274(h)(7). The court defined a seminar as a meeting for giving and discussing
information, concluding that the day trading course fit this definition. The court also
noted that the petitioners could not claim deductions under Section 162 for trade or
business expenses, as they conceded they were not in the trade or business of day
trading. The court considered all arguments made by the parties but found them
irrelevant or without merit in light of the clear statutory language and legislative
intent of Section 274(h)(7).

Disposition

The court entered its decision under Rule 155, disallowing the deduction of the
expenses related to the day trading course.

Significance/Impact

The decision in Jones v. Commissioner clarifies the broad application of Section
274(h)(7) in disallowing deductions for investment-related seminars, even if they are
one-on-one and devoid of recreational activities. This ruling impacts taxpayers who
seek to deduct expenses for educational courses related to investment activities,
reinforcing the legislative intent to limit such deductions. Subsequent courts have
applied this decision consistently, and it serves as a reminder for tax practitioners to
carefully consider the applicability of Section 274(h)(7) when advising clients on
potential deductions for investment education expenses.
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