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20 T.C. 821 (1953)

For purposes of tax deductions related to bad debts, being an officer and director of
multiple corporations does not automatically constitute a “trade or business” of the
taxpayer, unless the taxpayer’s activities extend to promoting, financing, managing,
and making loans to numerous corporations on a substantial scale, which is beyond
the scope of merely performing the duties of an officer or director.

Summary

The case concerns a taxpayer, Berwind, who sought to deduct a loss from a debt
that became worthless. He argued the debt qualified as a business bad debt, fully
deductible under the Internal Revenue Code. The court determined the debt was a
nonbusiness bad debt, deductible only as a short-term capital loss, based on the
finding that Berwind’s activities as an officer and director of several corporations
did not constitute a “trade or business” for tax purposes. The court distinguished
between being an employee or manager of a corporation and being engaged in a
separate,  extensive  business  of  promoting,  financing,  and  managing  multiple
corporations. This case is a significant reminder that, for tax purposes, the IRS and
courts look to the nature of the taxpayer’s activities to determine whether they rise
to the level of a trade or business.

Facts

In 1931, Berwind, a “contracting stockholder,” advanced $24,250 to a company. In
1946, Berwind claimed a deduction for the loss of this amount. Berwind argued that
his business was being an officer and director in Berwind-White, its subsidiaries,
and  affiliated  companies.  The  Commissioner  determined  that  the  amount  was
deductible only as a nonbusiness bad debt under section 23 (k)(4) of the Internal
Revenue Code. Berwind claimed that this debt was proximately related to his trade
or business.

Procedural History

The case was heard before the United States Tax Court. The Tax Court had to
determine whether Berwind’s activities constituted a “trade or business” within the
meaning of the Internal Revenue Code, specifically in relation to the deduction of a
bad debt. The Tax Court ruled in favor of the Commissioner.

Issue(s)

1. Whether the debt was a business bad debt or a nonbusiness bad debt under the
Internal Revenue Code?

2. Whether Berwind’s activities as an officer and director of corporations constituted
a


