Rupe v. Commissioner, 12 T.C.M. (CCH) 1402 (1953)

Advances to a non-profit organization are considered loans, not contributions, if both
parties intend repayment and the advances are recorded as loans, thus qualifying
for a bad debt deduction when they become worthless.

Summary

The Tax Court held that advances made by the Rupe family to the Dallas Symphony
Orchestra were loans, not contributions, and thus deductible as nonbusiness bad
debts when they became worthless in 1948. The court emphasized the intent of both
parties to treat the advances as loans, the bookkeeping practices reflecting this
intent, and the failure of a fundraising campaign to repay the debt. This case
clarifies the factors distinguishing a loan from a contribution, particularly in the
context of financial support for non-profit organizations.

Facts

The Rupe family, through their partnership Dallas & Gordon Rupe and corporation
Dallas Rupe & Son, made several advances to the Dallas Symphony Orchestra to
support its operations. These advances were recorded as loans on both the Rupe
family’s and the Symphony’s books. In early 1948, Dallas & Gordon Rupe advanced
$17,878.91 for the account of petitioner. Dallas Rupe & Son advanced $16,751.17 in
1947 for the account of the petitioner, charged to the petitioner’s account in
September 1948. A fundraising campaign was launched in February 1948 to repay
these advances, but it failed to raise sufficient funds.

Procedural History

The Commissioner determined a deficiency against the corporation Dallas Rupe &
Son, which the Commissioner later conceded was in error. The individual
petitioners, the Rupe family members, sought to deduct the advances as
nonbusiness bad debts on their 1948 income tax returns. The Commissioner
disallowed the deduction, arguing the advances were contributions. The Tax Court
reviewed the Commissioner’s determination regarding the individual petitioners.

Issue(s)

1. Whether the advances made by the Rupe family to the Dallas Symphony
Orchestra constituted loans or contributions.

2. Whether, if the advances were loans, they became worthless in the 1948
taxable year.

Holding

1. Yes, the advances were loans because both the Rupe family and the Symphony
Orchestra intended them to be repaid, and they were recorded as such on their

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



respective books.
2. Yes, the loans became worthless in 1948 because a fundraising campaign
specifically intended to repay the advances failed to generate sufficient funds.

Court’s Reasoning

The court emphasized that the characterization of the advances as loans or
contributions depends on the intent of the parties, stating: “The character of the
petitioners’ advances, whether loans or contributions, depends upon a consideration
and weighing of all the related facts and circumstances, especially the intention of
the parties.” The court found compelling evidence of intent to create a debtor-
creditor relationship, including the bookkeeping treatment of the advances as loans
and the testimony of Symphony officials who acknowledged the obligation to repay.
The court distinguished this case from Lucia Chase Ewing, 20 T.C. 216, because in
Ewing, the obligation to repay was contingent on an event that did not occur. Here,
the debt was firmly established and recognized by all parties. The court also relied
on the failure of the 1948 fundraising campaign as proof of worthlessness, noting
that the campaign was widely advertised as intended to repay the Rupe family’s
advances.

Practical Implications

This case provides a clear framework for distinguishing loans from contributions,
particularly in the context of supporting non-profit organizations. To ensure
advances are treated as loans for tax purposes, parties should: 1) Clearly document
the intent to create a debtor-creditor relationship. 2) Record the advances as loans
on their books. 3) Establish a repayment schedule or plan. The failure of a dedicated
fundraising effort can serve as evidence of worthlessness, supporting a bad debt
deduction. Later cases citing Rupe emphasize the importance of contemporaneous
documentation reflecting the intent to create a loan, not a gift. This is especially
relevant for closely held businesses or relationships where the line between
personal and business transactions may be blurred.
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