Fisher v. Commissioner, 54 T. C. 905 (1970)

Withdrawals by corporate officers must be bona fide loans with a realistic
expectation of repayment to avoid being treated as taxable income.

Summary

In Fisher v. Commissioner, the U. S. Tax Court ruled that withdrawals by Irving
Fisher from Steel Trading, Inc. , where he was president but held no ownership,
were taxable income rather than loans. Fisher, who had no other income and
significant debts, withdrew funds beyond his stated salary. The court found no bona
fide intent to repay due to Fisher’s insolvency and lack of repayment history, thus
classifying the withdrawals as compensation for services rendered to the
corporation.

Facts

Irving Fisher, president of Steel Trading, Inc. , a scrap metal brokerage owned by
his son, Michael, received a stated salary and additionally withdrew funds from the
corporation, which were recorded as accounts receivable and later as notes
receivable. Fisher had significant financial troubles, including outstanding federal
tax liens and previous debts to another family-owned corporation, Fisher Iron &
Steel Co. The withdrawals were used for personal expenses, and Fisher’s financial
condition suggested no realistic expectation of repayment.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Fisher’s income
tax for the years 1963-1965, treating the withdrawals as additional compensation.
Fisher petitioned the U. S. Tax Court, which held a trial and ultimately decided in
favor of the Commissioner, ruling that the withdrawals were taxable income.

Issue(s)

1. Whether the amounts withdrawn by Irving Fisher from Steel Trading, Inc. in
excess of his stated salary constituted loans or taxable income.

Holding

1. No, because there was no bona fide debtor-creditor relationship; the withdrawals
were taxable compensation to Fisher.

Court’s Reasoning

The court determined that for a withdrawal to be considered a loan, there must be a
bona fide intent to repay and a reasonable expectation of repayment. The court
examined Fisher’s financial situation, noting his insolvency, outstanding tax liens,
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and lack of assets, concluding that there was no realistic expectation of repayment.
The court also considered the economic realities of the situation, including Fisher’s
history of non-repayment to another corporation and the absence of interest
payments on the notes. The court relied on precedents like Jack Haber and C. M.
Gooch Lumber Sales Co. to support its finding that the withdrawals constituted
compensation for services rendered to Steel Trading, Inc. , as Fisher was the
primary income generator for the corporation.

Practical Implications

This decision impacts how corporate withdrawals by officers or employees are
treated for tax purposes. It emphasizes the importance of establishing a bona fide
debtor-creditor relationship for withdrawals to be considered loans rather than
income. Legal practitioners advising corporate officers should ensure that any loans
are well-documented with realistic repayment terms and that the officer’s financial
condition supports a reasonable expectation of repayment. Businesses must
carefully manage officer withdrawals to avoid unexpected tax liabilities. Subsequent
cases have followed this precedent, reinforcing the need for clear evidence of intent
and ability to repay corporate loans.
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