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Scifo v. Commissioner, 68 T. C. 714 (1977)

Ownership of  stock and its  worthlessness can be determined for  tax deduction
purposes based on the intent of the parties and identifiable events signaling the
stock’s value loss.

Summary

In  Scifo  v.  Commissioner,  the Tax Court  addressed whether  the Scifo  brothers
owned World Foods stock directly, and if so, whether it was worthless by the end of
1970. The court found that the Scifos intended to own the stock personally, despite
it being initially recorded under their corporation, Scifo Enterprises, Ltd. The court
also determined the stock was worthless in 1970 due to the company’s bankruptcy
filing and operational cessation, allowing the Scifos to claim a long-term capital loss.
However, their investments in Scifo Enterprises were not deemed worthless in 1970,
as the company still held valuable assets.

Facts

Thomas and Lewis Scifo, after selling their stock in Mr. Steak, Inc. , invested in
World Foods, Inc. , a convenience foods business. They each guaranteed a $12,500
bank loan to World Foods and invested $150,000 total in its stock. Despite records
showing  the  stock  under  Scifo  Enterprises,  Ltd.  ,  the  Scifos  maintained  they
intended to own it personally. World Foods filed for bankruptcy in October 1970 and
was adjudicated bankrupt in February 1971. The Scifos claimed deductions for the
worthless stock and their guarantees as business bad debts.

Procedural History

The Commissioner disallowed the Scifos’ claimed deductions for the World Foods
stock, asserting they were not the direct owners. The Scifos petitioned the Tax
Court, which consolidated their cases. The court held hearings and ultimately found
in favor of the Scifos on the ownership and worthlessness of the World Foods stock
but against them on the worthlessness of their Scifo Enterprises investments.

Issue(s)

1. Whether the Scifos’  payments as guarantors of  World Foods’  obligations are
deductible as business or nonbusiness bad debts.
2. Whether the Scifos owned the World Foods stock directly, and if so, whether it
became worthless in 1970.
3. Whether the Scifos’ investments in Scifo Enterprises, Ltd. , were worthless in
1970.

Holding

1. No, because the Scifos’ guarantees were motivated by their investment interest,
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not employment protection, making the debts nonbusiness in nature.
2. Yes, because the Scifos intended to own the stock personally, and it became
worthless in 1970 due to World Foods’ bankruptcy and cessation of operations.
3. No, because Scifo Enterprises still held valuable assets and was not insolvent at
the end of 1970.

Court’s Reasoning

The court applied the rule from United States v. Generes, determining the Scifos’
primary motivation for the guarantees was investment protection, not employment,
thus classifying the debts as nonbusiness. For the World Foods stock, the court
focused on the Scifos’ intent, supported by testimony and board minutes, concluding
they were the direct owners. The court cited identifiable events like the bankruptcy
filing and operational shutdown as evidence of the stock’s worthlessness in 1970.
Regarding  Scifo  Enterprises,  the  court  found  no  identifiable  events  indicating
worthlessness, noting its assets and the Scifos’ continued financial involvement with
the company.

Practical Implications

This decision clarifies that stock ownership for tax purposes hinges on the intent of
the parties, not just corporate records. It emphasizes the importance of identifiable
events in establishing stock worthlessness, which is critical for timing deductions.
Tax  practitioners  should  carefully  document  the  intent  behind  investments  and
monitor corporate developments for potential deductions. The ruling may affect how
taxpayers structure their investments to ensure they can claim losses when assets
become worthless. Subsequent cases like Estate of Pachella v. Commissioner have
reinforced the importance of identifiable events in determining stock worthlessness.


