Roy H. Park Broadcasting, Inc. v. Commissioner, 56 T. C. 784 (1971)

Network affiliation contracts in television broadcasting can be valued based on their
contribution to a station’s earnings, and their useful life must be determinable for
amortization purposes.

Summary

Roy H. Park Broadcasting, Inc. acquired WNCT-TV in a liquidation qualifying under
section 334(b)(2) of the Internal Revenue Code. The parties disagreed on the
allocation of the $695,640 basis assigned to intangible assets, which included
network affiliation contracts with CBS and ABC, an FCC license, advertising
contracts, goodwill, and going-concern value. The court held that the ABC contract
had a determinable useful life of 4 years and allowed a loss deduction upon its
termination. However, the court sustained the respondent’s determination that the
CBS contract had an indeterminate useful life, thus disallowing amortization
deductions for it.

Facts

Roy H. Park Broadcasting, Inc. (petitioner) acquired WNCT-TV, a television station,
from Carolina Broadcasting System (Carolina) on March 15, 1962. At the time of
acquisition, WNCT-TV held two network affiliations: a primary affiliation with CBS
and a secondary affiliation with ABC. The parties agreed that the aggregate basis of
$695,640 should be assigned to the entire class of intangible assets but disagreed on
the allocation among the assets. The ABC secondary affiliation was terminated on
September 1, 1963, when a new station, WNBE-TV, began operations in the market.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in petitioner’s
income taxes for the fiscal years ending June 30, 1964, and June 30, 1965. The
issues before the Tax Court were whether petitioner was entitled to amortization
deductions for the network affiliation contracts and whether a loss was sustained
upon the termination of the ABC contract. The Tax Court found that the ABC
contract had a determinable useful life and allowed a loss deduction, but sustained
the Commissioner’s disallowance of amortization for the CBS contract.

Issue(s)

1. Whether petitioner is entitled to amortization deductions with respect to the
network affiliation contracts with CBS and ABC, and if so, in what amounts?

2. Whether petitioner sustained a loss upon the termination of the secondary
affiliation contract with ABC, and if so, the amount of such loss?

Holding
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1. No, because the useful life of the CBS contract was indeterminate, and thus not
subject to amortization. Yes, because the ABC contract had a determinable useful
life of 4 years, allowing for amortization deductions in prior years.

2. Yes, because the ABC contract was terminated on September 1, 1963, resulting in
a loss deduction for the year ending June 30, 1964, with the loss amount calculated
based on the adjusted basis of the ABC contract after allowable amortization.

Court’s Reasoning

The court applied the capitalization-of-earnings method to value the network
affiliation contracts, considering the expected duration of the dual affiliations and
the impact of the ABC contract termination. The court found that the ABC contract
had a useful life of 4 years, based on industry data and the specific circumstances of
the market, allowing for amortization deductions in prior years. The court rejected
the use of the Poisson Exponential Theory of Failure from the Indiana Broadcasting
Corp. case for determining the useful life of the CBS contract, finding the statistical
analysis flawed and the CBS contract’s useful life indeterminate. The court also
considered the symbiotic nature of network affiliations and their significant impact
on a station’s earnings in valuing the contracts. The court allocated $186,000 to the
ABC contract and $75,000 to other intangible assets, including the FCC license,
advertising contracts, and going-concern value.

Practical Implications

This decision provides guidance on valuing intangible assets in the television
industry, particularly network affiliation contracts, based on their contribution to a
station’s earnings. It emphasizes the need for a determinable useful life for
amortization purposes, which may be challenging to establish for primary affiliations
in stable markets. The ruling impacts how similar cases involving the purchase and
sale of television stations should be analyzed, with a focus on the expected duration
of network affiliations and the potential for termination upon the entry of new
stations. It also highlights the importance of industry-specific data in determining
asset values and useful lives. Later cases, such as Gulf Television Corp. , have
further explored these issues, applying the principles established in Roy H. Park
Broadcasting, Inc. v. Commissioner.
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