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Curran Realty Company, Inc. v. Commissioner, 15 T.C. 341 (1950)

A taxpayer using the accrual method of accounting recognizes income when all
events have occurred that fix the right to receive the income and the amount can be
determined with reasonable accuracy; subsequent adjustments made before year-
end to conform book entries to reflect a revised agreement negate the initial accrual
of the excess amount.

Summary

Curran Realty Co. (Petitioner) leased property to Liberty, both owned by the same
individuals. Initially, rent was accrued at a high rate, but upon notification from the
IRS that the rent deduction for Liberty would be limited, Curran, acting for both
companies, adjusted the books to reflect the lower, agreed-upon rent amount before
year-end. The Tax Court held that the Commissioner erred in adding to Petitioner’s
income for the rent accrual that was reversed on the books to reflect the adjusted
agreement, as the accrual method requires reflecting the actual agreement at year-
end. The court also addressed issues of reasonable compensation and state excise
tax deductions.

Facts

Patrick J. Curran and his wife owned all the stock of Curran Realty Co. (Petitioner)
and Liberty. Curran served as president of both corporations.
In 1945 and 1946, Liberty paid Petitioner $20,000 in excess of the $1,250 monthly
rent that the IRS considered reasonable.
In late 1946, Curran learned that the revenue agent would disallow rent deductions
for Liberty exceeding $1,250 per month.
Curran agreed to the adjustment and directed adjusting entries on both companies’
books to reverse the excess rent accrual before year-end.
On January 8, 1947, Petitioner refunded the $20,000 excess rent to Liberty.
Petitioner reported net rent accrued on its books for 1946, reflecting the adjusted
amount.

Procedural History

The Commissioner determined that the Petitioner’s income should be increased due
to the higher initial rent accrual.
The Tax Court reviewed the Commissioner’s determination, considering the accrual
method of accounting and the adjustments made to the books before the end of the
taxable year.

Issue(s)

Whether the Commissioner erred in increasing Petitioner’s income based on the
initial rent accrual when the books were adjusted before year-end to reflect the
agreed-upon reasonable rent.
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Whether the compensation paid to Beatrice Curran was reasonable.
Whether  the  Commissioner  properly  disallowed a  portion  of  the  Massachusetts
excise tax deduction.

Holding

No, the Commissioner erred because the books were adjusted to reflect the agreed-
upon rent before year-end, consistent with the accrual method of accounting.
No, the evidence failed to show that reasonable compensation was in excess of $400
for 1946 or $1,200 for 1947.
The Commissioner improperly disallowed a portion of the Massachusetts excise tax
deduction related to income adjustments that were contested and improper, but the
additional tax based on other adjustments was properly allowed as a deduction.

Court’s Reasoning

The court emphasized that under the accrual method, income is recognized when all
events have occurred to fix the right to receive it and the amount can be determined
with reasonable accuracy. In this case, Curran, acting on behalf of both companies,
agreed to adjust the rent before year-end, and the books were adjusted accordingly.
The court distinguished Ruben Simon, 11 T.C. 227, where the adjustment occurred
after the close of the taxable year.
Regarding the compensation,  the court found insufficient evidence to support a
higher deduction than what the Commissioner allowed.
For the excise tax, the court recognized that the tax is deductible, citing Taylor
Instrument Cos.,  14 T.C.  388.  However,  the court  disallowed the increased tax
deduction based on the improper income increase but allowed the deduction for the
tax tied to other valid income adjustments. The court cited Security Flour Mills Co.
v. Commissioner, 321 U. S. 281, regarding the proper computation and deduction of
state income or excise tax.

Practical Implications

This  case  clarifies  the  application  of  the  accrual  method  of  accounting  when
agreements are modified before the end of the taxable year. It shows that taxpayers
can adjust their books to reflect these changes, and the IRS cannot retroactively
impose income based on superseded agreements.
Attorneys should advise clients that contemporaneous documentation of agreement
modifications is crucial when using the accrual method. Properly adjusting books
and records before year-end can prevent later disputes with the IRS.
This case highlights the importance of presenting sufficient evidence to support
deductions, such as reasonable compensation. Taxpayers bear the burden of proof.
It  also  reinforces  the  principle  that  state  excise  taxes  are  deductible,  but  the
deduction must be tied to correctly calculated income. Subsequent cases would cite
Curran Realty as an example of adjusting accruals before year end, influencing how
businesses using the accrual method manage revenue recognition.


