Sperzel v. Commissioner, 52 T. C. 320 (1969)

An employee cannot claim a theft loss deduction for a pension plan amendment and
must report as income the vested interest made available upon termination of
employment.

Summary

In Sperzel v. Commissioner, the Tax Court addressed whether an employee could
claim a theft loss due to a pension plan amendment and whether the vested interest
in the plan upon termination was taxable as long-term capital gain. Joseph Sperzel,
an employee of Buensod-Stacey Corp. , challenged a retroactive amendment to the
company’s pension plan that eliminated certain death benefits. The court held that
no theft loss was deductible because the amendment did not violate criminal laws
and Sperzel’s vested interest remained secure. Furthermore, the court ruled that
Sperzel’s vested interest, made available upon his resignation, was taxable as long-
term capital gain under Section 402(a) of the Internal Revenue Code, regardless of
his refusal to accept it.

Facts

Joseph M. Sperzel, an engineer at Buensod-Stacey Corp. , participated in the
company’s pension plan since 1944. In 1963, the plan was amended retroactively to
June 20, 1963, eliminating death benefits prior to retirement but securing vested
rights. Sperzel resigned in February 1964, upset over the amendment, and
demanded the original insurance policies issued under the old plan. These policies
had been surrendered by the trustee in December 1963. Sperzel refused alternatives
offered by Phoenix Mutual Life Insurance Co. , including cash withdrawal or annuity
options, believing his vested interest should have been calculated up to December
20, 1963.

Procedural History

Sperzel filed his 1964 tax return claiming a theft loss due to the pension plan
amendment. The IRS disallowed this deduction and determined a deficiency in his
income tax, asserting that the vested interest made available upon his resignation
was taxable as long-term capital gain. Sperzel petitioned the Tax Court, which
upheld the IRS’s position on both issues.

Issue(s)

1. Whether Sperzel sustained a deductible theft loss under Section 165 of the
Internal Revenue Code due to the pension plan amendment?

2. Whether Sperzel must report as long-term capital gain the cash surrender values
of his vested interest in the pension plan upon termination of employment under
Section 402(a) of the Internal Revenue Code?
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Holding

1. No, because the amendment to the pension plan did not violate criminal laws, and
Sperzel’s vested interest was secured, thus no theft loss was deductible.

2. Yes, because upon termination, the vested interest became available to Sperzel
and was taxable as long-term capital gain under Section 402(a), regardless of his
refusal to accept it.

Court’s Reasoning

The court reasoned that a theft loss under Section 165 requires criminal
appropriation, which was not present here. New York authorities declined to
prosecute any wrongdoing, and the plan amendment was approved by the Pension
Trust Committee, securing Sperzel’s vested interest. The court emphasized that
Sperzel’s rights were not diminished, and Phoenix offered to reinstate the policies,
negating any claim of loss. Regarding the second issue, the court applied Section
402(a), stating that the vested interest, though not accepted by Sperzel, was made
available to him upon termination, thus taxable as long-term capital gain. The court
dismissed Sperzel’s contention about the calculation date of his vested interest as
unfounded.

Practical Implications

This decision clarifies that amendments to pension plans, even if retroactive, do not
constitute a theft loss if they secure vested interests. Employers should ensure
amendments are legally sound and transparent to avoid disputes. Employees must
recognize that vested interests made available upon termination are taxable,
regardless of acceptance. Legal practitioners should advise clients on the tax
implications of pension plan changes and the necessity of reporting vested interests
as income. This case has influenced subsequent rulings on the tax treatment of
pension benefits and the definition of theft loss under tax law.
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