Consumers Publishing Co. v. Commissioner, 24 T.C. 334 (1955)

A loss is only deductible for tax purposes when it is realized through a closed
transaction, such as a sale or abandonment of the asset, and the asset’s useful value
in the taxpayer’s business has been extinguished.

Summary

Consumers Publishing Co. (the taxpayer) sought to deduct a loss on its membership
in the Associated Press (AP) after a Supreme Court ruling found certain AP bylaws
in restraint of trade. The taxpayer argued that the ruling, coupled with the AP’s
subsequent amendment of its bylaws, reduced the value of its membership, entitling
it to a loss deduction. The Tax Court, however, ruled against the taxpayer, holding
that the mere decline in value of the membership was insufficient to justify a
deduction. The court emphasized that the taxpayer continued to use the AP
membership to obtain news services, and the membership had not become worthless
in its business.

Facts

The taxpayer was a corporation that owned a membership in the Associated Press
(AP). The Supreme Court ruled that certain AP bylaws regarding membership
admission, particularly those concerning competition with existing members, were
in restraint of trade. Following this ruling, the AP amended its bylaws to eliminate
discriminatory provisions. The taxpayer contended that the value of its AP
membership decreased significantly due to these events, and the taxpayer claimed a
loss deduction.

Procedural History

The case was heard in the United States Tax Court. The Commissioner of Internal
Revenue disallowed the loss deduction claimed by the taxpayer. The Tax Court
upheld the Commissioner’s determination.

Issue(s)

Whether the taxpayer sustained a deductible loss in 1945 based on the decline in
value of its AP membership following the Supreme Court’s antitrust ruling and the
AP’s subsequent amendment of its bylaws.

Holding

No, because the taxpayer’s AP membership did not become worthless as it
continued to be used in the taxpayer’s business to obtain valuable news services.
The taxpayer did not abandon the membership.

Court’s Reasoning
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The court applied Section 23(f) of the Internal Revenue Code of 1939, which allows
corporations to deduct losses sustained during the taxable year. The court
referenced prior cases, including Reporter Publishing Co. v. Commissioner, which
established that a loss is generally deductible only when there is a closed
transaction, such as a sale or abandonment. The court found that the taxpayer
continued to use its AP membership for the same purpose (obtaining news services)
and with the same benefits as before the Supreme Court decision and bylaw
changes. The court stated, “...so long as the membership is being retained and used
in the business, in the same way, for the same purposes and with the same
beneficial results, it cannot be said to have no value.” The Court also cited
Commissioner v. McCarthy stating “The rule to be deduced from the “abandonment”
cases, we think, is that a deduction should be permitted where there is not merely a
shrinkage of value, but instead, a complete elimination of all value, and the
recognition by the owner that his property no longer has any utility or worth to him,
by means of a specific act proving his abandonment of all interest in it, which act of
abandonment must take place in the year in which the value has actually been
extinguished.”

Practical Implications

This case emphasizes the importance of a “closed transaction” or an “identifiable
event” for a loss deduction. The mere decline in market value is not enough. It is
important that the asset has become worthless to the taxpayer. Legal professionals
advising businesses with intangible assets need to evaluate whether the asset has
ceased to have any utility or worth in the business for tax purposes, such as
abandonment. Taxpayers must retain the asset and continue to use it in the same
manner. The case distinguishes between the AP membership itself and contracts for
services; a change in service contracts is not sufficient to create a deductible loss on
the membership.
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