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22 T.C. 1029 (1954)

Customer lists acquired as part of a business constitute a single capital asset, and
the loss of individual customer accounts does not give rise to a deductible loss until
the entire asset is disposed of.

Summary

Anchor  Cleaning  Service,  Inc.  (the  “taxpayer”)  purchased  a  cleaning  business,
including its customer accounts. The taxpayer sought to deduct, as either business
expenses or losses,  the value of  individual customer accounts that were lost in
subsequent years. The U.S. Tax Court held that the customer lists constituted a
single capital asset. Therefore, the loss of individual accounts was not deductible.
Instead, any deduction would only be permissible upon the final disposition of the
entire  capital  investment,  which  was  the  customer  list  as  a  whole.  The  court
distinguished this  situation  from cases  involving the  abandonment  of  an  entire
business segment, where a deduction might be allowed.

Facts

Herman Sperber owned Anchor Cleaning Service,  Inc.  and operated a separate
cleaning business under the name “General Cleaning Service Company.” Sperber
sold the stock of Anchor and the name and goodwill of General to Irving Shapiro.
The purchase price was based on the value of the customer accounts, calculated by
multiplying the monthly billings by a specific factor. The agreement allowed for
reimbursement to Shapiro if accounts were lost before a certain date. The taxpayer
later acquired the business.  When customers discontinued service,  the taxpayer
deducted the assigned value of those accounts from its books. The taxpayer sought
to deduct these amounts as business expenses or losses.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in the taxpayer’s
income tax. The taxpayer disagreed and brought the case to the U.S. Tax Court.

Issue(s)

1.  Whether  the  taxpayer  could  deduct  the  value  of  lost  customer  accounts  as
ordinary  and  necessary  business  expenses  under  section  23(a)  of  the  Internal
Revenue Code.

2. Whether the taxpayer could deduct the value of lost customer accounts as losses
under section 23(f) of the Internal Revenue Code.

Holding

1.  No,  because  the  acquisition  of  customer  accounts  constituted  a  capital
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investment, not an ordinary business expense.

2.  No,  because the customer accounts were part  of  a  single capital  asset,  and
individual account losses did not qualify for deduction until final disposition of that
asset.

Court’s Reasoning

The court determined that the customer accounts, which included goodwill, were
acquired as a capital investment. Therefore, any losses related to these accounts
could not be deducted as ordinary business expenses under section 23(a). “It is quite
clear  that  the  acquisition  of  the  accounts  in  question  constituted  a  capital
investment and that the principal element of the property so acquired was goodwill.”
The court distinguished between the loss of individual customers and the disposal of
an entire business segment.  The court reasoned that a customer list  should be
treated as a unitary structure,  and that gradual  replacement of  customers is  a
process  of  keeping  a  capital  asset  intact,  not  exchanging  it.  The  court  cited
Metropolitan Laundry Co. v. United States, where abandoning routes resulted in a
deductible loss, but emphasized that, unlike that case, the taxpayer did not abandon
its entire business or a distinct, transferable segment when it lost some customers.
The court found that “the accounts acquired by petitioner…constituted a single
intangible asset in the form of a list of customers…” and that a deduction for a
partial loss of a capital investment is not permitted until the final disposition of the
entire capital investment.

Practical Implications

This  case is  significant  for  businesses  that  acquire  customer lists  or  routes.  It
establishes that such assets are generally treated as a single capital asset, and not
as individual accounts. The decision clarifies that businesses cannot deduct the loss
of individual customer accounts as they cease doing business with the company.
Rather, any deduction for a loss is deferred until there is a final disposition of the
entire customer list or business segment. This case underscores the importance of
accurately  classifying  assets  and  understanding  the  tax  implications  of  losing
customers or routes. The case can influence how similar transactions are structured
and how accountants and tax lawyers handle the treatment of customer lists on
business’ financial statements.


