
© 2025 SCOTUSreports.com. All rights reserved. | 1

12 T.C. 888 (1949)

Expenses related to an activity are only deductible as business expenses if  the
activity constitutes a trade or business, meaning it is engaged in with the primary
intention of making a profit.

Summary

The  petitioner,  Frederick  A.  Purdy,  sought  to  deduct  expenses  related  to  his
economic theory, “Mass Consumption,” as business expenses. Purdy was primarily
engaged in real estate management, earning a substantial income. He argued that
his work on “Mass Consumption,” including publishing books and pamphlets, was a
business  endeavor  intended  to  generate  future  income  through  lectures  and
pamphlet  sales.  The  Tax  Court  disallowed the  deductions,  finding  that  Purdy’s
activities related to “Mass Consumption” constituted a hobby or scientific study
rather than a trade or business.

Facts

Purdy was a licensed real estate broker and a vice president/director in several real
estate companies, earning a significant income from these ventures. He conceived
the economic theory of “Mass Consumption” in 1932 and subsequently published a
book and pamphlets on the subject. He formed Mass Consumption Corporation in
1943,  which  was  granted  tax-exempt  status  in  1946.  Purdy  sought  to  deduct
expenses incurred in promoting “Mass Consumption,” claiming they were related to
an effort to secure a job introducing the theory nationwide. However, the sales of his
publications were minimal, and he received no income from “Mass Consumption”
during the tax years in question.

Procedural History

The Commissioner of Internal Revenue disallowed Purdy’s deductions for expenses
related to “Mass Consumption” in his 1943 and 1944 income tax returns. Purdy
petitioned the Tax Court for a redetermination of the deficiencies. The Tax Court
consolidated the cases and upheld the Commissioner’s determination, disallowing
the deductions.

Issue(s)

Whether the expenses incurred by the petitioner in connection with his work on
“Mass Consumption” were deductible as ordinary and necessary business expenses
under Section 23(a)(1)(A) of the Internal Revenue Code.

Holding

No,  because  the  petitioner’s  activities  related  to  “Mass  Consumption”  did  not
constitute a trade or business, as they were not primarily engaged in for profit.
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Court’s Reasoning

The Tax Court determined that Purdy’s involvement with “Mass Consumption” was
more akin to a hobby or scientific pursuit than a business. The court emphasized
Purdy’s primary occupation and substantial income from real estate, the minimal
sales of his publications, and his own statements suggesting that his motivation was
not primarily profit-driven. The court distinguished this case from cases like Doggett
v. Burnet,  where the taxpayer devoted their entire time to the activity and had
prospects of current profit. The court quoted Cecil v. Commissioner, stating, “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.” The court noted that Purdy’s hope of future employment related to “Mass
Consumption” was too vague to establish a present business purpose. Purdy himself
had stated that “usefulness is the whole motive that I have in the Mass Consumption
work.”

Practical Implications

This case clarifies the distinction between deductible business expenses and non-
deductible personal expenses related to hobbies or personal interests. It emphasizes
the importance of demonstrating a genuine profit motive to deduct expenses under
Section 23(a)(1)(A)  (now Section 162)  of  the  Internal  Revenue Code.  Attorneys
should advise clients to maintain detailed records and be prepared to demonstrate
the business-like manner in which they conduct the activity. Later cases have cited
Purdy to reinforce the principle that a reasonable expectation of profit, not merely a
vague hope, is required for an activity to be considered a trade or business. The case
also  shows  how  a  taxpayer’s  own  statements  can  be  used  against  them  in
determining their intent.


