Guintoli v. Commissioner, 53 T. C. 174 (1969)

Nontransferable licenses cannot be amortized for tax purposes because they lack a
market value and cost basis.

Summary

In Guintoli v. Commissioner, the petitioners operated food concessions at the Seattle
World’s Fair under a nontransferable license held by their corporation. After
dissolving the corporation, they formed a partnership and claimed a $120,000
amortization deduction for the license’s alleged value. The Tax Court held that the
license had no market value on the date of transfer due to its nontransferable nature
and lack of cost basis, thus disallowing the amortization deduction. This case
underscores the principle that amortization requires a capital investment and that
nontransferable rights do not have a market value for tax purposes.

Facts

Tasty Food Shops, Inc. , a corporation owned by the petitioners, obtained a
nontransferable license to operate food concessions at the Seattle World’s Fair from
April to October 1962. The license required advance payments, which were
recoverable from earnings. In May and June, the corporation operated as a small
business corporation. On June 30, 1962, the corporation was dissolved, and its
assets, including the license, were distributed to the shareholders, who then formed
a partnership to continue the business. The partnership claimed a $120,000
amortization deduction for the license, based on its alleged market value on July 1,
1962.

Procedural History

The Commissioner of Internal Revenue disallowed the partnership’s amortization
deduction and adjusted the petitioners’ taxable income accordingly. The petitioners
appealed to the United States Tax Court, which consolidated their cases. The Tax
Court reviewed the case and issued its opinion on November 5, 1969, ruling in favor
of the Commissioner.

Issue(s)

1. Whether the nontransferable license had a market value on July 1, 1962, that
could be used as a basis for amortization by the partnership.

2. Whether the license, issued to the corporation, was amortizable by the
partnership.

Holding

1. No, because the license was nontransferable and thus had no market value.
2. No, because the license had no cost basis to the corporation or the partnership,
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and thus was not amortizable.
Court’s Reasoning

The Tax Court reasoned that the license’s nontransferable nature precluded it from
having a market value. The court emphasized that amortization deductions require a
capital investment, which was absent as the license cost the corporation nothing
beyond advance rentals recoverable from earnings. The petitioners’ valuation of
$120,000 was deemed speculative and not reflective of true market value, especially
given the license’s nontransferability and the impossibility of a second fair season.
The court cited Helvering v. Tex-Penn Oil Co. and Schuh Trading Co. v.
Commissioner to support its finding that absolute restrictions against sale preclude
market value. The court concluded that the partnership could not amortize the
license due to its lack of market value and cost basis.

Practical Implications

This decision clarifies that nontransferable licenses or rights cannot be amortized
for tax purposes due to their lack of market value and cost basis. Tax practitioners
should advise clients that only assets with a verifiable cost basis can be amortized,
and that nontransferable rights do not qualify. This ruling impacts how businesses
structure their operations, particularly in scenarios involving dissolution and
reorganization, and underscores the importance of understanding the tax
implications of asset transfers. Subsequent cases have relied on this principle when
assessing the amortizability of similar intangible assets.
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