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“The familiar rule is that, istanter upon the payment
by the guarantor of the debt, the debtor’s obligation to
the creditor becomes an obligation to the guarantor, not
a new debt, but, by subrogation, the result of the shift
of the original debt from the creditor to the guarantor
who steps into the creditor’s shoes” (Putnaom v. Com-
missioner (1956) [2], at 85).

B.T. Bittker, J.S. Eustice. Federal Income Taxation of Corporations 4i ax™
.and Shareholders (Boston. 4th ed. 1973) 4—40
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“There is no real or economic difference between the
loss of an investment made in the form of a direct loan
to a corporation and one made indirectly in the form
of guaranteed bank loan. The tax consequences should
in all reason be the same...”.
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“Next it is assumed ... that a new obligation arises in
favor of the guarantor upon his payment to the creditor.
From that premise it is argued that such a debt cannot -
‘become’ worthless but is worthless from its origin...
This misconceives the basis of the doctrine of sub-
rogation ... Under the doctrine of subrogation, payment
by the guarantor, as we have seen, is treated not as
creating a new debt and extinguishing the original debt,
but as preserving the original debt and merely sub-
stituting the guarantor for the creditor”.

E.J. Brown, “Comunent: Putham 127 Bittker and Eustice, supra 23 AR
v. Commissioner — The Reimbursable Outlay Under the Tax Law” 6 Bufialo
.L. Rev. (1956—57) 283
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