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<strong><em>Salomone v. Commissioner</em></strong>, 27 T.C. 675 (1957)

To qualify for a business bad debt deduction, a debt must be proximately related to
the taxpayer’s trade or business at the time the debt becomes worthless.

<strong>Summary</strong>

The case involves a taxpayer, Salomone, who sought to deduct loans and guaranty
payments  as  business  bad  debts.  The  Tax  Court  held  that  the  losses  were
nonbusiness bad debts, subject to capital loss treatment, because the debts were not
proximately related to Salomone’s primary business as a food broker. The court
distinguished between a taxpayer’s primary business activities and their investments
in other ventures. The court emphasized that to qualify as a business bad debt, the
loss must arise from the taxpayer’s regular trade or business, not from an isolated
investment or activity. The court’s decision clarified the standard for determining
the  deductibility  of  bad  debts,  highlighting  the  requirement  of  a  proximate
relationship between the debt and the taxpayer’s business.

<strong>Facts</strong>

D. J. Salomone, a food broker and wholesaler, made loans to the Florida company.
He also guaranteed some of the Florida company’s debts. Salomone claimed these
as  business  bad  debt  deductions  in  1952,  when  the  debts  became  worthless.
Salomone also organized other businesses and was an officer and employee of other
companies. Salomone’s primary business in 1952 was his sole proprietorship as a
broker and wholesaler of food products. Salomone sought to deduct the losses from
these loans and guaranty payments as business bad debts.

<strong>Procedural History</strong>

The case was heard in the United States Tax Court. The Tax Court ruled in favor of
the  Commissioner,  determining  the  debts  were  non-business  bad  debts.  This
decision determined the losses could only be treated as short-term capital losses.
This case clarifies the distinction between business and non-business bad debts for
tax deduction purposes.

<strong>Issue(s)</strong>

1.  Whether  the  loans  made  by  Salomone  to  the  Florida  company  qualified  as
business bad debts under Section 23(k)(1) of the Internal Revenue Code of 1939.

2. Whether the guaranty payments made by Salomone should receive the same
treatment as the loans.

<strong>Holding</strong>

1. No, because the loans did not have a proximate relationship to Salomone’s sole
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proprietorship business, thus qualifying as a nonbusiness bad debt.

2. Yes, the guaranty payments receive the same treatment as the loans and are also
classified as nonbusiness bad debts.

<strong>Court's Reasoning</strong>

The court applied Section 23(k) of the Internal Revenue Code of 1939, distinguishing
between business and non-business bad debts. The court relied on the regulation
that stated, “The character of the debt for this purpose is not controlled by the
circumstances attending its creation…but is to be determined rather by the relation
which the loss resulting from the debt’s becoming worthless bears to the trade or
business of the taxpayer.” The court found that the loans were not proximately
related to Salomone’s business as a food broker. The court noted that Salomone’s
activities in other ventures did not constitute a separate business of promoting or
financing  enterprises.  The  court  distinguished  the  case  from “promoter  cases”
where extensive  activities  in  organizing and managing businesses  could  qualify
losses as business bad debts. “We do not think these activities are extensive enough
to establish the existence of a separate business of promoting, organizing, financing,
and managing businesses during 1952 and we have so found as an ultimate fact.”


