8 T.C. 689 (1947)

Payments received by a taxpayer from a company, characterized as an “annuity,”
are taxable as ordinary income rather than as an annuity under Section 22(b)(2) of
the Internal Revenue Code when the payments are, in substance, compensation for
past services rendered.

Summary

Frederick Wolfe, a Canadian citizen, received monthly payments from Standard Oil
Co. (New Jersey) following his retirement from Anglo-American Oil Co., Ltd. The
payments were based on his total years of service with Anglo and its predecessors.
The Tax Court addressed whether these payments constituted an annuity under
Section 22(b)(2) of the Internal Revenue Code, which would allow a portion of the
payments to be excluded from gross income, or whether the payments were taxable
as ordinary income under Section 22(a). The court held that the payments were
compensatory in nature, representing a pension for prior services, and were
therefore fully taxable as ordinary income.

Facts

Wolfe worked for subsidiaries of Standard Oil Co. of New Jersey for 28 years,
including Anglo-American Oil Co., Ltd. (Anglo). Before that, he worked for 10 years
for a company absorbed by an Imperial Oil Co. Ltd. (Imperial) a subsidiary of
Standard Oil. Upon retirement, Anglo paid Standard $415,000 as a “contribution,”
and Standard agreed to pay Wolfe an annual sum of $36,465, based on 38 years of
service. Wolfe contended the payments were an annuity, while the Commissioner
argued they were compensation. Anglo did not have a formal annuity plan applicable
to Wolfe but treated him as if he were covered by their superannuation scheme.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Wolfe’s income
tax for 1941. Wolfe contested the deficiency, arguing that the payments he received
qualified as an annuity under the Internal Revenue Code. The Tax Court heard the
case to determine whether the payments were taxable as an annuity or as ordinary
income.

Issue(s)

Whether the monthly payments received by the petitioner from Standard Oil Co.
(New Jersey) are taxable in full as ordinary income or as an annuity under Section
22(b)(2) of the Internal Revenue Code.

Holding

No, because the payments were essentially a pension compensating for past services
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rendered, not an annuity purchased under a commercial annuity contract.
Court’s Reasoning

The Tax Court reasoned that the payments were not received as an annuity under an
annuity contract, but rather as a pension in consideration of services rendered. The
court emphasized the agreement stating that Wolfe would receive a life annuity
based on Anglo’s superannuation scheme. The court noted the arrangement was not
in the form of a usual commercial annuity. Referencing Hooker v. Hoey, the court
highlighted the fact that the payments were made to reward long service. The court
found it significant that Standard Oil was effectively taking over retirement
obligations of its affiliate companies, Imperial and Anglo, due to its stock control.
The # 89,120 paid to Standard of New Jersey by Anglo was a “contribution toward
the cost of the annuity settlement” and that Standard guaranteed Wolfe that it
would assure him the annuity to which he was entitled. The court stated, “Gross
income includes gains, profits, and income derived from salaries, wages, or
compensation for personal service...of whatever kind and in whatever form paid...or
gains or profits and income derived from any source whatever.”

Practical Implications

This case clarifies the distinction between an annuity and compensation for services,
emphasizing that the substance of the transaction, rather than its form, determines
its tax treatment. The ruling serves as a reminder that payments characterized as
annuities may still be treated as ordinary income if they are essentially deferred
compensation for prior work. Later cases have cited this decision to emphasize that
merely labeling payments as an “annuity” does not automatically qualify them for
the tax treatment afforded to annuities under the Internal Revenue Code. Courts will
look at the overall arrangement to determine if the payments are truly the result of a
purchased annuity contract or a disguised form of compensation.
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