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International Trading Co. v. Commissioner, 57 T. C. 455 (1971)

A corporation may not deduct a loss on the sale of property unless it was used in the
corporation’s trade or business or held for the production of income.

Summary

International Trading Co. sold a lakefront property at a loss in 1957, which it had
held for the personal use of its shareholders. The company attempted to claim a
capital loss carryover for subsequent years. The Tax Court denied the deduction,
ruling that the property was not used in the company’s trade or business or held for
income  production.  The  decision  was  based  on  a  statutory  interpretation  that
corporate loss deductions are limited to business-related losses, despite the absence
of explicit statutory language. The case highlights the need for clear business use to
justify corporate loss deductions and has implications for how corporations manage
non-business assets.

Facts

International  Trading  Co.  purchased  a  13-acre  lakefront  property  in  1944  for
$23,875.  36,  and  over  the  years,  it  invested  approximately  $457,475.  27  in
improvements. The property included various residential and recreational facilities.
From 1948 to 1950, the company received some rental income from the property,
but it was primarily used for the personal enjoyment of the company’s shareholders,
who were all members of the same family. In 1957, the property was sold at a public
auction for $144,500, resulting in a loss of $302,667. 16. International Trading Co.
attempted  to  claim this  loss  as  a  capital  loss  carryover  in  its  tax  returns  for
subsequent years.

Procedural History

The  Commissioner  of  Internal  Revenue  disallowed  the  claimed  loss  deduction.
International  Trading Co.  appealed to  the  United States  Tax  Court,  which had
previously ruled in a related case (International Trading Co. , T. C. Memo 1958-104)
that the property was not used for business purposes. The Tax Court affirmed the
Commissioner’s disallowance of the loss deduction in the current case.

Issue(s)

1. Whether a corporation may deduct a loss on the sale of property that was not
used in its trade or business or held for the production of income under section 165
of the Internal Revenue Code of 1954.

Holding

1. No, because the property was held for the personal use of the corporation’s
shareholders  and  not  for  business  purposes  or  income  production.  The  court



© 2025 SCOTUSreports.com. All rights reserved. | 2

interpreted section 165 to limit corporate loss deductions to business-related losses.

Court’s Reasoning

The court reasoned that the legislative history and statutory ancestors of section
165  indicated  an  implicit  assumption  that  corporate  losses  would  arise  from
business  activities.  The  absence  of  explicit  limitations  in  section  165(a)  for
corporations, unlike the limitations for individuals in section 165(c), did not imply an
allowance for non-business losses. The court cited previous rulings and statutory
construction  principles  to  support  its  decision,  emphasizing  that  allowing  the
deduction would frustrate the purpose of other tax provisions like depreciation and
net operating loss carryovers. The majority opinion was supported by a concurring
opinion that stressed the importance of interpreting statutes to carry out legislative
intent. Dissenting opinions argued that the statute’s clear language should allow the
deduction, criticizing the majority for judicial legislating.

Practical Implications

This decision clarifies that corporations cannot deduct losses on the sale of non-
business assets, impacting how companies manage and report such properties. It
may lead to more stringent documentation of business use for corporate assets to
qualify  for  loss  deductions.  The  ruling  could  influence  corporate  tax  planning
strategies, particularly in distinguishing between business and personal use assets.
Subsequent cases have generally followed this principle, reinforcing the necessity
for a clear business purpose to claim corporate loss deductions. Businesses should
carefully assess the use of their assets to ensure compliance with this interpretation
of tax law.


