T.C. Memo. 1949-90

Expenses related to activities pursued primarily for personal satisfaction or as a
hobby, rather than with a bona fide expectation of profit, are not deductible as
business expenses under Section 23(a)(1)(A) of the Internal Revenue Code.

Summary

Cornelius Vanderbilt, Jr. sought to deduct expenses related to his activities
concerning “Mass Consumption” as business expenses. The Tax Court disallowed
the deductions, finding that Vanderbilt’s activities were more akin to a hobby or a
scientific study than a trade or business. The court emphasized the lack of profit
motive, the negligible income generated, and Vanderbilt’s primary engagement in
other businesses. The court concluded that Vanderbilt’s pursuit of “Mass
Consumption” was driven by personal satisfaction and a desire to enhance his
reputation as a scholar, rather than a genuine expectation of profit.

Facts

Cornelius Vanderbilt, Jr., a businessman involved in managing multiple companies,
became interested in an economic theory called “Mass Consumption.” He wrote
about the subject and incurred expenses related to it. Vanderbilt derived an income
of approximately $17,000 from two of his companies. However, he reported no
income from “Mass Consumption” activities during the taxable years in question.
His tax returns inconsistently characterized the expenses, sometimes as business
expenses and once as a charitable contribution. He testified his profit would be from
lectures and sale of pamphlets, but lacked concrete plans.

Procedural History

The Commissioner of Internal Revenue denied Vanderbilt’s deductions for expenses
related to “Mass Consumption.” Vanderbilt then petitioned the Tax Court for a
redetermination of the deficiency.

Issue(s)

Whether the petitioner, in the taxable years, was engaged in a business, in making
the expenditures in question here, that is, in connection with “Mass Consumption”?

Holding

No, because a fair appraisal of all the circumstances is convincing that the petitioner
was not in the taxable years expecting to make a profit, and that the closest
approach thereto was a vague idea that sometime in the future there might be such,
in a position with the “Mass Consumption” organization, much as in the Osborn
case, and that he was pursuing, not a business, but a hobby, as in the Chaloner case.
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Court’s Reasoning

The court determined that Vanderbilt’s activities related to “Mass Consumption” did
not constitute a trade or business under Section 23 of the Internal Revenue Code.
The court relied on several factors: (1) Vanderbilt was primarily engaged in other
businesses; (2) the income from “Mass Consumption” was negligible; (3) the
evidence suggested a lack of profit motive; and (4) Vanderbilt’s own statements
indicated that his primary motivation was to enhance his reputation as a scholar.
The court distinguished this case from Doggett v. Burnet, where the taxpayer
devoted her entire time to publishing and selling books with possibilities of large
current profit. The court found similarities to Chaloner v. Helvering and James M.
Osborn, where deductions were disallowed because the activities were deemed
hobbies or lacking a genuine profit motive. The court emphasized that, as stated in
Cecil v. Commissioner, “if the gross receipts from an enterprise are practically
negligible in comparison with expenditures over a long period of time it may be a
compelling inference that the taxpayer’s real motives were those of personal
pleasure as distinct from a business venture.”

Practical Implications

This case illustrates the importance of demonstrating a bona fide profit motive when
seeking to deduct expenses as business expenses. Taxpayers must show that their
activities are undertaken with the primary intention of making a profit, rather than
for personal enjoyment or self-improvement. The IRS and courts will consider
factors such as the time and effort expended on the activity, the income generated,
the taxpayer’s qualifications, and the presence of a business plan. This case informs
the analysis of similar cases by emphasizing the need for concrete evidence of a
profit-seeking endeavor, not just a vague hope of future income. It highlights that
inconsistent characterization of expenses on tax returns can undermine a taxpayer’s
claim of a business purpose. Later cases cite this for the proposition that a hobby or
scientific study is not a business for tax deduction purposes.
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