17 T.C. 740 (1951)

A taxpayer cannot claim a deductible loss from the sale of stock at a nominal price if
the stock had already become worthless in a prior tax year; furthermore, corporate
book values alone may be insufficient to prove stock value if other evidence suggests
the books do not reflect actual value.

Summary

Grant Shipley sold stock in American Minerals Corporation for $1 in 1945 and
attempted to claim a capital loss on his tax return. The IRS Commissioner disallowed
the loss, arguing the stock was worthless prior to 1945. The Tax Court agreed with
the Commissioner, finding that Shipley failed to prove the stock had any value in
1945 or that it became worthless in 1945 as opposed to a prior year. The court noted
that while corporate books can be evidence of stock value, they are not conclusive,
especially when other evidence suggests they don’t reflect actual value. Shipley’s
claimed loss was therefore disallowed.

Facts

» Shipley acquired 2,200 shares of American Minerals Corporation (the
Corporation) in 1939 as collateral for a loan he made to John Catlett.

» The Corporation’s primary asset was a mineral lease.

 Shipley believed the Corporation could be profitable with a $300,000 plant,
later revised to $500,000 due to increased costs during the war.

» Between 1939 and 1945, Shipley offered Catlett the chance to redeem the
stock.

* On December 14, 1945, Shipley sold the stock to a brokerage firm for $1 plus
stamp tax to claim a loss for tax purposes.

» The Corporation’s balance sheets from 1939-1945 showed little change in total
assets and carried the mineral rights at a fixed value of $40,000.

Procedural History

» Shipley claimed a long-term capital loss on his 1945 tax return related to the
sale of the Corporation’s stock.

» The Commissioner of Internal Revenue disallowed the loss.

 Shipley petitioned the Tax Court, contesting the Commissioner’s
determination.

Issue(s)

» Whether Shipley was entitled to a deductible capital loss from the sale of the
Corporation’s stock in 1945.

 Alternatively, whether Shipley was entitled to a capital loss carry-over
resulting from the worthlessness of the stock in an earlier year.
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Holding

» No, because the stock may have become worthless in a year prior to 1945, and
Shipley failed to prove that it had any value at all in 1945.

» No, because Shipley failed to provide sufficient evidence to prove
worthlessness occurred specifically in a prior year within the statute of
limitations for a carry-over deduction.

Court’s Reasoning

The Tax Court reasoned that a loss deduction is not permitted if the stock was
already worthless before the year of sale. Shipley had the burden of proving the
stock’s value and the year it became worthless. The court found Shipley’s evidence
lacking, stating, “From 1939, the date of its acquisition, until the year of sale, we
have no evidence of the value of the stock to sustain petitioner’s burden of proof.”
The court noted that while corporate books can serve as evidence of value, in this
case, they were not reliable because the book values remained virtually unchanged
despite testimony suggesting the stock had a substantial value in 1939 but little to
no value in 1945. The court distinguished this case from B.F. Edwards, 39 B.T.A.
735, where balance sheets showed substantial changes. The Court pointed out that
Shipley’s selling the stock for a nominal price indicated either his initial valuation
was wrong, or the stock was still worth approximately $25,000, in which case, it was
not a bona fide sale for tax purposes, or the books of the corporation bore no
relation to the true value of the stock. Since Shipley did not demonstrate that the
stock became worthless in 1945 or a specific prior year, the deduction was
disallowed. Judge Kern concurred, expressing doubt about the distinction between
this case and Edwards, but agreed with the result, suggesting the court erred in
Edwards by giving too much weight to book values when a nominal sale price
indicated otherwise.

Practical Implications

This case underscores the importance of providing solid evidence to support claims
of stock worthlessness for tax deduction purposes. Taxpayers must demonstrate not
only that the stock is currently worthless but also the specific year in which it
became worthless. Relying solely on corporate book values may be insufficient if
those values do not accurately reflect the company’s economic reality. Attorneys
should advise clients to gather independent appraisals or other corroborating
evidence to substantiate stock valuations. Furthermore, a nominal sale of stock must
be a bona fide transaction and cannot be used solely to create a tax loss if the stock
retains actual value. This case is frequently cited in tax law for the proposition that
while corporate books may be *some* evidence of value, they are not conclusive and
can be overcome by other evidence or circumstances that suggest the books are not
indicative of actual value. Subsequent cases may distinguish Shipley based on the
quality and nature of the evidence presented to demonstrate worthlessness,
emphasizing that the burden of proof rests firmly on the taxpayer seeking the
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deduction.
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