17 T.C. 702 (1951)

The uncollectible debt from a loan made by a shareholder to a corporation in which
they are also an officer is considered a non-business bad debt unless the taxpayer’s
activities of lending to and financing enterprises are so extensive as to constitute a
business themselves.

Summary

William Palmer, a shareholder and officer of Greenbrier Farms, Inc., made loans to
the corporation which later became uncollectible upon its dissolution. Palmer
attempted to deduct the unpaid loans as a business bad debt. The Tax Court held
that the debt was a non-business bad debt because Palmer’s activities in lending and
financing enterprises were not extensive enough to qualify as a separate trade or
business. The court reasoned that Palmer’s involvement was primarily related to his
role as an investor and officer in a single corporation, not as a professional financier.

Facts

William Palmer was a shareholder (50%) and officer (president and director) of
Greenbrier Farms, Inc., a corporation engaged in farming and poultry business.
Palmer made loans to Greenbrier Farms between 1940 and 1944, evidenced by
notes and secured by a mortgage. Greenbrier Farms never showed a profit during
its corporate existence. Palmer was also a special partner in a brokerage firm and
had made stock purchases in other corporations, but did not actively participate in
their affairs. Greenbrier Farms dissolved in 1946, leaving a portion of Palmer’s loans
unpaid. Palmer deducted the unpaid balance as a business bad debt on his 1946 tax
return.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Palmer’s income
tax for 1946, disallowing the business bad debt deduction. Palmer petitioned the Tax
Court for a redetermination. The Tax Court reviewed the case to determine whether
the bad debt was a business or non-business bad debt under Section 23(k)(4) of the
Internal Revenue Code.

Issue(s)

1. Whether the uncollectible debt from loans made by Palmer to Greenbrier
Farms, Inc., constitutes a business bad debt or a non-business bad debt under
Section 23(k)(4) of the Internal Revenue Code.

Holding

1. No, because Palmer’s activities in making loans and financing enterprises were
not extensive enough to be considered a separate trade or business; therefore,
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the bad debt is classified as a non-business bad debt.
Court’s Reasoning

The Tax Court relied on precedent such as Jan G. J. Boissevain, A. Kingsley
Ferguson, Dalton v. Bowers, Burnet v. Clark, and Deputy v. du Pont, which establish
that the business of a corporation is not automatically the business of its
shareholders or officers. The court distinguished the case from those where a
taxpayer’s lending and financing activities are so extensive that they constitute a
business in themselves, citing cases like Weldon D. Smith, Henry E. Sage, and
Vincent C. Campbell. The court found that Palmer’s activities were limited to loans
to Greenbrier Farms and Greenbrier Products, and his other stock purchases were
passive investments. The court stated that, “Palmer’s activities, as disclosed by this
record, hardly furnish the basis for classifying him as one who was in the business of
financing corporate enterprises or other ventures.” Therefore, the debt was deemed
a non-business bad debt.

Practical Implications

This case clarifies the distinction between business and non-business bad debts in
the context of shareholder loans to corporations. It establishes that simply being a
shareholder and officer who provides loans does not automatically qualify the
resulting bad debt as a business loss. Taxpayers must demonstrate that their lending
and financing activities are substantial and continuous enough to constitute a
separate trade or business. This decision impacts how similar cases are analyzed by
requiring a detailed examination of the taxpayer’s overall business activities and the
extent of their involvement in lending and financing. Later cases have cited Palmer
to emphasize that the taxpayer’s involvement must go beyond mere investment to be
considered a business.
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