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Jack Dempsey’s Restaurant, Inc. v. Commissioner, 4 T.C. 117 (1944)

Payments made to a celebrity for the use of their name and for services rendered
are deductible as ordinary and necessary business expenses if the compensation is
reasonable and the arrangement is made at arm’s length.

Summary

Jack Dempsey’s Restaurant,  Inc.  sought to deduct the full  amount paid to Jack
Dempsey, the famous boxer, as a business expense. The Commissioner argued that a
portion of the payment was excessive. The Tax Court held that the entire amount
was  deductible,  finding  it  was  reasonable  compensation  for  both  the  use  of
Dempsey’s name and the services he provided by appearing at the restaurant. The
court  emphasized the  unique drawing power  of  Dempsey  and the  arm’s-length
nature of the agreement.

Facts

Jack Dempsey was associated with Jack Dempsey’s Restaurant, Inc. The restaurant
paid Dempsey $36,724.72 in 1942, designated as salary. This compensation was for
both the use of his name and his appearances at the restaurant. Dempsey’s presence
significantly  contributed  to  the  restaurant’s  success,  attracting  customers  who
hoped to see him. The agreement regarding Dempsey’s compensation was reached
after  considerable  disagreement  among  the  board  members,  ultimately  being
decided by a special resolutions committee.

Procedural History

The  Commissioner  of  Internal  Revenue  disallowed  a  portion  of  the  deduction
claimed by Jack Dempsey’s Restaurant, Inc., asserting that it was excessive. The
restaurant petitioned the Tax Court for a redetermination of the deficiency.

Issue(s)

Whether the full amount paid to Jack Dempsey in 1942 for the use of his name and
for  services  rendered  was  a  reasonable  expense  deductible  under  Section
23(a)(1)(A)  of  the  Internal  Revenue  Code.

Holding

Yes,  because the compensation paid to Dempsey was reasonable in amount for
services actually rendered and for the use of his name, constituting ordinary and
necessary business expenses.

Court’s Reasoning

The court emphasized that Dempsey’s name and presence were a major draw for the



© 2025 SCOTUSreports.com. All rights reserved. | 2

restaurant,  making  it  a  unique  establishment.  As  Harry  S.  Gerstein  testified,
“Without Dempsey it would be an ordinary restaurant.” The court also noted that the
compensation was comparable to what Dempsey received from other sources for
similar  endorsements  and  appearances.  The  court  considered  the  arm’s-length
negotiation process, highlighting the disagreement among board members and the
involvement  of  a  special  committee.  The  court  dismissed  the  Commissioner’s
argument related to Dempsey’s alleged violation of naval regulations, stating that it
was not the court’s role to enforce such regulations.

Practical Implications

This case provides guidance on determining the reasonableness of compensation
paid to celebrities or individuals whose name and likeness contribute significantly to
a  business’s  success.  It  highlights  the  importance  of  demonstrating  that  such
payments  are not  disguised distributions of  profit  and that  the agreement  was
reached through arm’s-length negotiations.  The case also clarifies  that  the Tax
Court is primarily concerned with tax law, not with enforcing tangential regulatory
issues. Later cases have cited this decision when evaluating the deductibility of
payments  made  for  marketing  or  promotional  services  when  a  personality  is
involved. It is crucial to document the value the individual brings to the business and
the basis for the compensation arrangement.


