The Times-Tribune Co. v. Commissioner, 4 T.C. 193 (1944)

Payments made by an employer into an employee benefit trust are not deductible as
ordinary and necessary business expenses if the payments are considered
compensation for future services, do not grant specified rights to employees in the
year of payment, and are designed to provide long-term benefits rather than
discharge an expense of the taxable year.

Summary

The Times-Tribune Company sought to deduct $40,000 paid into a trust fund for its
employees as an ordinary and necessary business expense. The company argued this
was essential to retain specially trained employees. The Tax Court disallowed the
deduction, reasoning that the payment was intended as compensation for future
services, did not grant employees specific rights in the year of payment, and
constituted a capital investment for long-term employee relations, rather than an
ordinary business expense. The court emphasized the lack of evidence suggesting
this practice was common among employers.

Facts

e The Times-Tribune Company established a trust fund for the benefit of its
employees.

» The company contributed $40,000 to the trust in 1941.

» The stated purpose of the trust was to provide additional compensation to
employees in recognition of their services and to secure their long-term loyalty.

 Disbursements from the trust were to be made to or for the benefit of
participating employees.

» No share was allotted to any employee, and no specific right accrued to any
employee in the year the payment was made.

Procedural History

e The Commissioner of Internal Revenue disallowed the company’s deduction of
$40,000.
e The Times-Tribune Company petitioned the Tax Court for review.

Issue(s)

1. Whether the $40,000 payment to the employee benefit trust is deductible as an
ordinary and necessary business expense under Section 23(a) of the Internal
Revenue Code.

2. Whether the payment qualifies as compensation paid for personal services
actually rendered under Section 23(a).

3. Whether the payment is deductible under Section 23(p) as a contribution to a
pension trust.
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Holding

1. No, because the payment was designed to secure future services and create a
long-standing business advantage, rather than address an immediate expense.

2. No, because no specific benefit, right, or interest accrued to the employees in
the year the payment was made.

3. No, because the company explicitly stated that the trust was not intended to be
a pension trust under Section 23(p).

Court’s Reasoning

The court reasoned that the payment did not qualify as compensation for services
actually rendered because no specific right accrued to any employee in the year of
payment. The court distinguished between present compensation and payments for
future services. The court stated, “Compensation paid connotes receipt of something
by the persons compensated.” The court emphasized that the broad language of
Section 23(a) must give way to the more specific provisions regarding
compensation. Furthermore, the court determined the payment was not an ordinary
and necessary expense, noting that the company did not demonstrate that
establishing such trusts was a common practice in its industry. The court found that
the trust was more in the nature of a capital investment, designed to provide long-
term benefits by improving employee relations and securing their loyalty, rather
than an expense of the taxable year. The court noted that allowing the deduction
would distort the company’s net income for 1941, by allowing deduction for an
amount to be paid in subsequent years.

Practical Implications

This case clarifies the limitations on deducting payments made to employee benefit
trusts. Attorneys advising businesses on tax matters should counsel them to ensure
that contributions to such trusts are structured in a way that either provides a
direct, measurable benefit to employees in the current tax year, or aligns with the
specific requirements of Section 23(p) for pension trusts. The case highlights the
importance of documenting the purpose and expected duration of the benefits
derived from such payments. The case underscores that deductions for payments
intended to create long-term employee loyalty and improve future relations are more
likely to be treated as capital investments than as ordinary business expenses. Later
cases have cited this ruling to distinguish between deductible expenses and non-
deductible capital outlays.
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