27 T.C. 319 (1956)

A loss is deductible under the Internal Revenue Code only if it is evidenced by a
closed and completed transaction, fixed by identifiable events, and the asset has
become completely worthless.

Summary

The New York Sun, Inc. (the newspaper) sought to deduct the basis of its Associated
Press (AP) membership as a loss in 1945, claiming it became worthless due to a
Supreme Court decision that invalidated AP’s monopolistic bylaws. The Tax Court
ruled against the newspaper, holding that the AP membership did not become
worthless because the newspaper continued to derive value from it by obtaining
valuable news services. The court emphasized that for a loss to be deductible, the
asset must be shown to have lost all its useful value and be abandoned.

Facts

The New York Sun, Inc. was a newspaper publisher that owned an Associated Press
(AP) membership. This membership was acquired in 1926, providing a valuable
news service. The Supreme Court ruled that the AP’s bylaws, which restricted
membership and created a near-monopoly, violated antitrust laws. As a result, the
AP amended its bylaws. The newspaper claimed its AP membership became
worthless due to the Supreme Court decision and subsequent bylaw changes, and
sought to deduct the membership’s basis as a loss on its 1945 tax return. Despite
the changes, the newspaper continued to use its membership to obtain news
services.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in the newspaper’s
excess profits taxes for 1944 and 1945, and in income tax for 1946, disallowing the
claimed deduction for the AP membership loss. The newspaper petitioned the United
States Tax Court, contesting the disallowance.

Issue(s)

1. Whether the newspaper sustained a deductible loss in 1945 due to the alleged
worthlessness of its AP membership.

Holding

1. No, because the newspaper’s AP membership did not become worthless as it
continued to provide valuable news services to the newspaper.

Court’s Reasoning
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The court relied on Section 23(f) of the Internal Revenue Code of 1939, which allows
corporations to deduct losses sustained during the taxable year. The court examined
the regulations, including those requiring losses to be evidenced by “closed and
completed transactions, fixed by identifiable events.” The court distinguished the
case from situations where an asset is sold or abandoned. It cited previous cases
where deductions were denied because the assets continued to be used in the
business. The court found that the newspaper’s AP membership continued to
provide a valuable news service, even after the Supreme Court decision and bylaw
changes, and the newspaper had not abandoned its AP membership. The court noted
that the newspaper continued to benefit from its membership and, therefore, it had
not become worthless. The Court stated: “The best evidence of value is found in the
fact that appellant continues to use the membership in the same way and with the
same benefits as before the decision by the Supreme Court.”

Practical Implications

This case highlights the importance of demonstrating that an asset has lost all its
useful value and is abandoned to claim a deductible loss. Mere changes in market
value or diminished utility are insufficient. Businesses must be prepared to show a
specific identifiable event resulting in the complete loss of value. Legal professionals
should advise clients to take actions that clearly demonstrate the worthlessness of
an asset, such as selling it for a nominal amount or formally abandoning it.
Taxpayers must carefully document the facts supporting the loss, demonstrating
that the asset no longer had any utility in their business. This case serves as a
reminder of the high bar set for deducting losses related to asset worthlessness.
Later cases have consistently cited this case for the requirement of complete
worthlessness before a loss can be claimed.
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