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An expenditure can be considered an “ordinary and necessary” business expense
under the Internal Revenue Code if it is reasonable and directly related to the
taxpayer’s business, even if it appears unusual on its face, so long as the primary
purpose is business-related rather than personal.

Summary

The U.S. Tax Court considered whether the expenses incurred by Sanitary Farms
Dairy for an African safari taken by the company president and his wife were
deductible as ordinary and necessary business expenses. The Commissioner
disallowed the deduction, arguing the expenses were primarily personal. The court
held that the expenses were deductible because the safari was undertaken for
advertising purposes, resulting in significant publicity and increased public
awareness of the dairy. The court emphasized the tangible advertising benefits,
including letters, photos, films and museum exhibits, that resulted from the trip,
concluding that the expenses were reasonable and directly related to the dairy’s
business.

Facts

Sanitary Farms Dairy, Inc. sent its president, O. Carlyle Brock, and his wife on an
African big-game hunting trip. The Dairy paid for the trip’s expenses, totaling
$16,818.16 in 1950. The Brocks documented the trip through letters, photographs,
and motion pictures, which were subsequently used for advertising. The Dairy had a
history of using hunting and game-related activities for advertising, including game
dinners and a museum featuring mounted animal trophies. The Dairy’s advertising
manager, Brock, and the board of directors decided that the African safari would be
a valuable advertising opportunity. After the trip, the Dairy showed films of the
safari to the public, offered tickets to the screenings through its retail drivers, and
received extensive publicity in newspapers and other media. The Dairy’s net sales
and income increased in the years following the safari.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the Dairy’s
income tax for 1950, disallowing the safari expenses as a business deduction, and
including the disallowed expenses as income to the Brocks. The Tax Court
considered the case after the Dairy contested the Commissioner’s determination.
The Commissioner also asserted other errors regarding other deductions claimed by
the Dairy.

Issue(s)

1. Whether the expenses of the African safari were “ordinary and necessary”
business expenses for the Dairy and thus deductible.
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2. Whether the Commissioner erred in not disallowing as a deduction to the
corporation for 1950 “an additional amount expended in connection with a European
vacation and an African safari taken by” the individual petitioners and in allowing
the corporation to deduct as ordinary and necessary expenses of 1950, $ 2,400.68
and $ 2,065 paid to the son and daughter of the president of the corporation.

Holding

1. Yes, because the expenses were related to advertising, providing significant value
and publicity to the business.

2. No, the Commissioner’s affirmative claims that an additional amount should be
disallowed, as well as the salaries of Brock’s son and daughter, must fail for lack of
proof.

Court’s Reasoning

The court found that the African safari was undertaken primarily for advertising
purposes and generated significant publicity and promotional benefits for the Dairy.
The court acknowledged that the expense, at first glance, might not seem “ordinary
and necessary.” However, the court stated, “The cost of a big game hunt in Africa
does not sound like an ordinary and necessary expense of a dairy business in Erie,
Pennsylvania, but the evidence in this case shows clearly that it was and was so
intended.” The court considered several factors: the Dairy’s history of using hunting-
related activities for advertising, the direct link between the safari and increased
sales, and the extensive advertising the trip generated in the form of photographs,
letters, films, and museum exhibits. The court found that the advertising value of the
safari far exceeded its cost. The court rejected the Commissioner’s argument that
the safari expenses were primarily for personal enjoyment. The court emphasized
that the Brocks’ enjoyment of hunting did not negate the business purpose of the
trip. The court also rejected the Commissioner’s argument that the expenses should
be amortized over several years.

Practical Implications

This case illustrates that the classification of a business expense hinges on a factual
determination of whether the expense served a legitimate business purpose, even if
it seems unusual. Lawyers should advise clients that the “ordinary and necessary”
standard is flexible and depends heavily on the specifics of the industry and the
taxpayer’s business practices. Businesses should maintain thorough documentation
of expenses and establish a clear link between an expense and the generation of
business revenue or public awareness. This case highlights the importance of
demonstrating a genuine business motivation behind seemingly unconventional
expenditures and how they provide tangible business benefit. Later cases have
looked to this case when determining whether expenditures of this type were
deductible business expenses or personal in nature.
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