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

Findley v. Commissioner, 13 T.C. 311 (1949)

A partial bad debt deduction is only allowable in the year the debt is charged off,
provided the taxpayer can demonstrate that a portion of the debt is not recoverable,
which is determined based on events or changes in the debtor’s financial condition.

Summary

The  case  concerns  a  taxpayer,  Findley,  who  advanced  funds  to  coal  stripping
contractors. Findley sought to deduct a partial bad debt on his 1948 taxes, claiming
the advances had become partially worthless due to market conditions. The court,
however, disallowed the deduction because Findley failed to demonstrate that the
debt  had  become  partially  worthless  in  1948.  The  court  emphasized  that  the
relevant  evidence –  the  contractors’  financial  condition  and the  status  of  their
operations – did not indicate partial worthlessness during that year. Instead, the
court found that the worthlessness occurred in 1949 when Findley terminated the
contract and repossessed the equipment. This ruling highlights the importance of
timing and evidence when claiming a partial bad debt deduction.

Facts

Findley entered into two contracts with coal stripping contractors, Wilkinson and
Booth,  on May 24,  1948.  One contract  involved selling mining equipment on a
conditional sale agreement, and the other provided for Findley to advance operating
costs to the contractors. Repayment of the advances was to occur through credits of
$2.50 per ton of coal loaded. Findley made advances, but due to market conditions,
the contractors’ ability to repay the advances was reduced. Findley terminated the
contract in April 1949, repossessed the equipment, and made a partial charge-off on
his books sometime between April 15 and May 5, 1949. Findley claimed a partial
bad debt deduction for the year 1948, which the Commissioner disallowed.

Procedural History

Findley  filed  a  petition  with  the  Tax  Court  challenging  the  Commissioner’s
disallowance of the partial bad debt deduction for 1948. The Tax Court reviewed the
evidence and the applicable law, ultimately upholding the Commissioner’s decision.

Issue(s)

1.  Whether  the  advances  made by  Findley  to  the  contractors  became partially
worthless in 1948, entitling him to a partial bad debt deduction for that year.

Holding

1. No, because the evidence did not establish that the contractors’ obligation to
repay the advances became partially worthless in 1948.
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Court’s Reasoning

The court applied Section 23(k)(1) of the Internal Revenue Code, which addresses
bad  debt  deductions.  It  distinguished  between  wholly  worthless  and  partially
worthless debts. For partially worthless debts, a deduction is allowed only for the
portion charged off within the taxable year and only if the taxpayer can demonstrate
that  a  part  of  the  debt  is  unrecoverable.  The  court  emphasized  that  the
Commissioner has some discretion in determining the allowance of partial bad debt
deductions. Partial worthlessness must be evidenced by some event or change in the
debtor’s financial condition that adversely affects their ability to repay. The court
found that the market slowdown did not warrant the conclusion that repayment
could not be made. Findley’s actions, like continuing advances through April 1949
and ultimately terminating the contract and repossessing equipment, occurred in
1949, indicating that any worthlessness occurred in that year. The court concluded
that the evidence did not support a finding of partial worthlessness in 1948.

Practical Implications

This case provides clear guidance on the requirements for claiming a partial bad
debt deduction. It reinforces that: 1) the deduction is limited to the amount charged
off in the taxable year; 2) the taxpayer must demonstrate that a portion of the debt
is unrecoverable. Attorneys must carefully analyze the timing of events and the
debtor’s financial condition. The court also emphasized that the burden of proof
rests with the taxpayer. This case highlights the need for robust documentation,
including evidence of changes in the debtor’s ability to repay, to support a partial
bad debt deduction. Failure to establish partial worthlessness within the claimed tax
year will result in denial of the deduction. Later cases would likely cite this one for
the importance of demonstrating partial worthlessness through some change in the
debtor’s condition or circumstances that impair repayment, and in the correct tax
year.


