Weil v. Commissioner, 26 T.C. 94 (1956)

A debt is considered a business bad debt if it is proximately related to the taxpayer’s
trade or business, allowing for a full deduction, while a nonbusiness bad debt is
subject to limitations.

Summary

The case revolves around whether a taxpayer’s debt from a California corporation
was a business bad debt, fully deductible, or a nonbusiness bad debt, subject to
limitations. The court determined that loans made by the taxpayer to a California
corporation were proximately related to his existing Buffalo business, allowing for a
full deduction as a business bad debt. The court distinguished this from a situation
where the taxpayer was in the business of organizing and financing corporations.
The ruling underscored the importance of a direct relationship between the debt and
the taxpayer’s established trade or business for it to qualify as a business bad debt.

Facts

The taxpayer, Weil, operated a business in Buffalo. Weil made loans to a California
corporation and also sold raw materials and merchandise to the same corporation.
When the California corporation became insolvent, Weil claimed a bad debt
deduction on his tax return. The Commissioner disallowed the deduction, claiming it
was a nonbusiness bad debt. The Commissioner conceded that $9,500 of the debt
was a business bad debt, representing unpaid amounts for the raw materials and
merchandise sold to the California corporation.

Procedural History

The Commissioner of Internal Revenue disallowed the bad debt deduction claimed
by the taxpayer. The taxpayer challenged this decision in the United States Tax
Court. The Tax Court heard the case and, after considering the facts and arguments,
ruled in favor of the taxpayer, allowing the deduction as a business bad debt.

Issue(s)

Whether the debt owed to the taxpayer by the California corporation was a business
bad debt under I.R.C. § 23(k)(1) and therefore fully deductible?

Holding

Yes, because the court found the loans were proximately related to Weil’s
established Buffalo business.

Court’s Reasoning

The court relied on the factual determination that the loans were
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