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Rollins v. Commissioner, T.C. Memo. 1961-256

To deduct a bad debt as a business bad debt, the debt must be proximately related
to the taxpayer’s  trade or  business,  and the taxpayer’s  activities  in  promoting,
financing, or lending must be sufficiently extensive to constitute a separate and
distinct business.

Summary

H. Beale Rollins, an attorney and insurance investigator, sought to deduct losses
from loans made to two corporations,  Manufacturers Research Corporation and
Associated Buck Canning Machines, Inc.,  as business bad debts. The Tax Court
denied these deductions, holding that Rollins was not engaged in a separate trade or
business  of  promoting,  financing,  or  lending to  business  enterprises.  The court
reasoned that Rollins’ activities were primarily related to managing his investments
and existing businesses, rather than constituting a distinct lending or promotional
business. Furthermore, the court determined that the debt from Associated Buck
Canning Machines, Inc.,  was not proven to be totally worthless in the tax year
claimed.

Facts

Petitioner, H. Beale Rollins, was an actively practicing attorney and an independent
insurance  investigator  and  adjuster.  In  1950,  Rollins  loaned  $20,000  to
Manufacturers  Research  Corporation,  receiving  debenture  notes  convertible  to
stock.  The  corporation,  contracted  to  manufacture  cameras  for  the  Air  Force,
defaulted,  and  its  assets  were  sold  in  1952,  rendering  Rollins’  loan  worthless.
Separately,  starting  in  1947,  Rollins  became  involved  with  Benjamin  Buck,  an
inventor, financing the development of a tomato-skinning machine. Rollins advanced
significant  funds,  ultimately  totaling  $111,969.60  to  Associated  Buck  Canning
Machines, Inc., a corporation formed to develop and market the machine. Despite
continued efforts  and investments,  the tomato-skinning machine project  did not
become commercially viable, and Buck died in 1953. Rollins claimed business bad
debt deductions for the losses from both ventures.

Procedural History

This  case originated in  the Tax Court  of  the United States  in  response to  the
Commissioner of Internal Revenue’s determination of deficiencies in the petitioners’
income tax for the years 1952, 1953, and 1954. The Tax Court was tasked with
determining whether the losses qualified as business bad debts.

Issue(s)

1. Whether the $20,000 loss from the loan to Manufacturers Research Corporation
in 1952 constituted a business bad debt deductible under Section 23(k)(1) of the
Internal Revenue Code of 1939.
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2.  Whether  the  losses  from advances  totaling  $111,969.60  to  Associated  Buck
Canning Machines,  Inc.,  in  1953 were deductible  as  business  bad debts  under
Section 23(k)(1) of the Internal Revenue Code of 1939.

3. Whether the advances to Associated Buck Canning Machines, Inc., constituted
loans or contributions to capital.

4. Whether the debt from Associated Buck Canning Machines, Inc., became totally
worthless in the year 1953.

Holding

1. No, because the loan to Manufacturers Research Corporation was not proximately
related to a trade or business of Rollins. The loss was considered a nonbusiness bad
debt.

2. No, because the advances to Associated Buck Canning Machines, Inc., even if
considered loans, were not proximately related to a separate trade or business of
Rollins. The losses were considered nonbusiness bad debts.

3. The court did not explicitly rule on whether the advances were loans or capital
contributions but analyzed them as loans for the purpose of bad debt determination.

4. No, because the evidence indicated that the tomato-skinning machine and related
patents still possessed potential value beyond 1953, and royalty income was still
being generated.

Court’s Reasoning

The  Tax  Court  reasoned  that  to  qualify  for  business  bad  debt  treatment,  the
taxpayer’s activities of promoting, financing, or lending must be so extensive and
continuous as to constitute a separate and distinct business. The court examined the
evidence presented by Rollins, including his involvement in numerous ventures over
30 years. However, the court found that the majority of these ventures were related
to  Rollins’  trucking  businesses  and  were  essentially  investments  or  activities
undertaken in his capacity as an investor,  officer,  or director,  rather than as a
promoter or lender in a separate business. The court cited precedent stating, “To
recognize losses such as those incurred by petitioner as business bad debts, it is
well  settled  that  they  must  have  been  sustained  in  the  course  of  promoting,
financing, or lending activity so extensively carried on as to elevate that activity to
the status of a separate business.” The court concluded that Rollins’ activities did
not  meet  this  high  threshold.  Regarding  the  worthlessness  of  the  debt  from
Associated Buck Canning Machines, Inc., the court pointed to Rollins’ continued
efforts to sell the patents and machine, the ongoing patent applications, and the
royalty income as evidence that the debt was not totally worthless in 1953. The
court emphasized that optimism about the machine’s potential  persisted beyond
1953, further undermining the claim of total worthlessness in that year.
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Practical Implications

Rollins v. Commissioner serves as a key case illustrating the stringent requirements
for taxpayers seeking to deduct bad debts as business bad debts, particularly in the
context of promotional and financing activities. The case underscores that simply
engaging  in  multiple  investments  or  providing  financial  support  to  various
businesses does not automatically qualify a taxpayer as being in the separate trade
or business of promoting and financing. Taxpayers must demonstrate that these
activities  are  sufficiently  systematic,  continuous,  and  distinct  from  their  other
business or investment activities to constitute a separate business in themselves.
The decision highlights the importance of clearly distinguishing between investment
activities and a separate business of lending or promotion for tax purposes. It also
demonstrates that the burden of proving total worthlessness of a debt rests heavily
on the taxpayer, and continued efforts to realize value from an asset, along with any
remaining potential for income generation, can negate a claim of total worthlessness
in a specific tax year. This case is frequently cited in tax law for its articulation of
the


