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Jackson v. Commissioner, 51 T. C. 122 (1968)

To claim business expense deductions, a taxpayer must demonstrate that activities
were conducted with the intent to make a profit and that expenses were ordinary
and necessary.

Summary

In Jackson v.  Commissioner,  the court  determined whether expenses related to
operating a yacht for chartering constituted deductible business expenses. Thomas
Jackson, who refurbished and chartered the yacht Thane, sought deductions for
1966 expenses and depreciation. The court found that Jackson operated Thane with
a genuine profit motive, despite setbacks due to weather and mechanical issues, and
allowed deductions for $17,711. 41 in expenses and $2,044. 68 in depreciation. The
decision hinged on Jackson’s intent to profit, the nature of his expenses, and the
rejection of the negligence penalty due to adequate, albeit informal, recordkeeping.

Facts

Thomas W. Jackson purchased the yacht Thane in 1958 and refurbished it with his
brother Peter. After investigating the chartering business in the Caribbean, Jackson
successfully chartered Thane, including a high-profile charter with Hugh Downs in
1965 that generated significant publicity and revenue. In 1966, Thane faced delays
and damages,  resulting  in  a  reduced charter  season and only  $2,250 in  gross
revenue. Jackson claimed $18,460. 73 in expenses and $2,044. 68 in depreciation for
1966, substantiating $17,711. 41 of the expenses at trial.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Jackson’s 1966
federal income tax and imposed a negligence penalty. Jackson petitioned the Tax
Court for review. The Tax Court analyzed whether the yacht chartering operation
constituted a trade or business, the deductibility of expenses, and the validity of the
negligence penalty.

Issue(s)

1. Whether the chartering of the yacht Thane constituted a trade or business for
Jackson, allowing him to deduct ordinary and necessary expenses and depreciation
under sections 162(a) and 167(a)?
2. Whether the expenses claimed by Jackson were ordinary and necessary business
expenses?
3.  Whether  the  imposition  of  a  negligence  penalty  under  section  6653(a)  was
justified?

Holding
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1.  Yes,  because  Jackson demonstrated  a  genuine  intent  to  make a  profit  from
chartering Thane, evidenced by his efforts to refurbish, market, and operate the
yacht as a business.
2.  Yes,  because  Jackson substantiated  $17,711.  41  of  the  claimed expenses  as
ordinary and necessary for the operation of his yacht chartering business.
3. No, because Jackson’s informal but adequate recordkeeping did not constitute
negligence.

Court’s Reasoning

The  court  applied  the  rule  that  an  activity  constitutes  a  trade  or  business  if
conducted with a genuine profit motive, citing Lamont v. Commissioner and Margit
Sigray Bessenyey. The court found Jackson’s efforts to refurbish and charter Thane,
including  securing  the  Hugh  Downs  charter,  demonstrated  this  intent.  Despite
setbacks in 1966, the court recognized the inherent risks of the chartering business
and found no lack of profit motive.

Regarding the deductibility of expenses, the court applied the standard from Welch
v.  Helvering,  requiring  substantiation  of  expenses  as  ordinary  and  necessary.
Jackson substantiated most of his claimed expenses through various records and
testimony. The court scrutinized payments to his brother Peter but found them
reasonable as compensation for services rendered.

On the negligence penalty, the court distinguished this case from Joseph Marcello,
Jr.  ,  noting  that  Jackson’s  recordkeeping,  though  informal,  was  adequate  to
substantiate expenses.

The court emphasized that enjoyment of an activity does not preclude it from being
a  business,  citing  Wilson  v.  Eisner,  and  rejected  the  argument  that  providing
employment for relatives negated a profit motive.

Practical Implications

This decision clarifies that a taxpayer can claim business expense deductions for
activities traditionally seen as hobbies or recreational, provided they demonstrate a
genuine profit motive. Legal practitioners should advise clients to maintain detailed
records  of  expenses,  even  if  informally,  to  substantiate  deductions  and  avoid
negligence penalties. The ruling impacts how similar cases involving part-time or
seasonal businesses are analyzed, focusing on the taxpayer’s intent and the nature
of the expenses rather than the success or regularity of the business.

For yacht chartering and similar ventures, this case supports the deductibility of
expenses despite irregular income, provided the business is conducted with a profit
motive. Subsequent cases have applied this principle, emphasizing the importance
of documenting business activities and expenses to support deductions.


