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Misegades v. Commissioner, 53 T. C. 477 (1969)

Intangible assets with an indefinite useful life, such as goodwill, cannot be amortized
for tax purposes.

Summary

Keith Misegades, a patent lawyer, attempted to claim deductions for depreciation or
amortization of a $45,000 payment made to acquire a patent law practice. The Tax
Court ruled against Misegades, determining that the payment was for goodwill, an
intangible  asset  with  no  ascertainable  useful  life,  and  thus  not  subject  to
amortization.  The court  emphasized that  the asset’s  value could persist  beyond
Misegades’ professional life, distinguishing it from personal privileges that end upon
retirement or death.

Facts

Keith Misegades, a patent lawyer, worked for the firm Parker and Walsh until its
principal, Raymond A. Walsh, died in 1963. Misegades then negotiated to purchase
the practice from Walsh’s estate for $45,000, with additional potential payments
based on future gross  receipts.  He claimed deductions for  amortization of  this
payment on his 1964 and 1965 tax returns, asserting that he was purchasing client
files, which he argued had a limited useful life.

Procedural History

The  Commissioner  of  Internal  Revenue  disallowed  the  deductions,  leading
Misegades to petition the U. S. Tax Court. The court heard the case and issued its
decision on December 24, 1969, ruling in favor of the Commissioner.

Issue(s)

1. Whether the $45,000 payment made by Misegades for the patent law practice was
for an asset that could be amortized over its useful life.

Holding

1.  No,  because  the  payment  was  for  goodwill,  an  intangible  asset  with  no
ascertainable useful life, and thus not subject to amortization.

Court’s Reasoning

The court applied the rule that intangible assets with an indefinite useful life cannot
be amortized. It determined that the $45,000 payment was for goodwill, not client
files, as the files belonged to the clients and could be transferred at their discretion.
The court cited precedent affirming that goodwill in professional practices is not
depreciable  due to  its  indefinite  life.  It  rejected Misegades’  argument  that  the
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payment should be amortized over his professional life, noting that the practice’s
value could continue beyond his career. The court also distinguished this case from
others where payments for personal privileges could be amortized over the payer’s
life expectancy, as the practice’s value was not tied to Misegades’ personal ability to
practice.

Practical Implications

This decision clarifies that goodwill, and other intangible assets with indefinite life,
cannot  be  amortized  for  tax  purposes.  Attorneys  and  professionals  purchasing
practices  should  be  aware  that  lump-sum  payments  for  such  assets  are  not
deductible.  The  ruling  may  influence  how  professionals  structure  purchase
agreements, potentially favoring arrangements that tie payments to future earnings
or other measurable metrics.  This  case has been cited in subsequent decisions
regarding  the  tax  treatment  of  intangible  assets  in  professional  practices,
reinforcing the principle that only assets with a determinable useful life can be
depreciated or amortized.


