16 T.C. 1067 (1951)

Under the accrual method of accounting, income is recognized when all events have
occurred that fix the right to receive the income and the amount can be determined
with reasonable accuracy; a sale is not complete until it is no longer contingent upon
future events or actions by either party.

Summary

Woodlawn Park Cemetery Co. contracted to sell burial spaces in a mausoleum unit it
planned to build. The contracts allowed the company to refund payments with
interest if construction was not completed, and purchasers sometimes could refuse
the space. The Tax Court addressed two issues: whether payments received under
these contracts should be included in taxable income, and whether additional
commission payments made to officers were properly deducted. The court held that
the contracts were executory and contingent, and the commission payments were
deductible when paid, not when the underlying sales occurred, aligning with accrual
accounting principles.

Facts

Woodlawn Park Cemetery Company planned to construct a new mausoleum unit. It
began entering into contracts for the sale of burial spaces in the planned unit. The
contracts stipulated that if the company did not complete the unit, it could refund
payments with interest. Purchasers also had certain rights to cancel or apply
payments to other spaces. Only the foundation and floor slab were completed by the
end of 1945. The cost of construction was undeterminable at that time.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Woodlawn Park
Cemetery Co.’s income and excess profits taxes for 1943, 1944, and 1945. The
company petitioned the Tax Court, contesting the inclusion of certain contract
payments as income and the disallowance of a deduction for commission payments.
The Tax Court ruled in favor of Woodlawn Park on both issues. The decision was
entered under Rule 50, implying a recomputation of the deficiencies based on the
court’s findings.

Issue(s)

1. Whether amounts received in 1944 and 1945 under contracts to sell burial space
in a mausoleum unit to be constructed should be included in gross income for 1945
when the contracts were contingent and executory.

2. Whether commission payments made in 1945 for sales made in 1943 are
deductible in 1945, despite the company being on an accrual basis, if the liability for
the full commission was not fixed until 1945 due to wartime wage stabilization laws.
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Holding

1. No, because the contracts were executory and contingent, not completed sales.
The company was not obligated to complete construction, and purchasers had
options to cancel or change their purchase.

2. Yes, because the liability for the additional commission payments did not accrue
until 1945, after the lifting of wartime wage stabilization controls, making the
payment deductible in that year.

Court’s Reasoning

Regarding the contract payments, the court emphasized that a sale is not complete
until it is no longer contingent. The contracts allowed the company to abandon
construction and refund payments, and purchasers had options to refuse the space.
The court cited United States Industrial Alcohol Co. v. Helvering, stating that “A
sales agreement from which either the seller or the buyer may withdraw is not a
completed sale.” Furthermore, the court noted that the cost of the unit was
undeterminable at the end of 1945. Therefore, including these payments as income
in 1945 would be premature. Referencing Veenstra & DeHaan Coal Co., the court
likened the situation to receiving deposits on contracts where future costs and
prices are unknown, which does not constitute taxable income until the sale is
finalized.

On the commission payments, the court acknowledged that the company was on an
accrual basis, but wartime wage stabilization laws prevented the company from
legally paying the full commission in 1943. The resolution to increase commissions
was viewed as a statement of future intent, not a binding obligation. Citing De La
Rama S. S. Co. v. Pierson, the court stated that agreements for increased
compensation made during the period the Stabilization Act was in force and for
which approval was not obtained was illegal and unenforceable. Once the
restrictions were lifted in 1945, the company paid the additional commissions. As
the total compensation was deemed reasonable and the liability accrued in 1945, the
deduction was allowed.

Practical Implications

This case provides guidance on applying accrual accounting principles to contingent
sales agreements, particularly where construction or delivery is delayed. It clarifies
that income recognition should be deferred until the underlying transaction is
sufficiently complete and all contingencies are resolved. Moreover, it illustrates how
external factors, such as government regulations, can affect the timing of accrual for
deductions. The case also highlights the importance of documenting the reasons for
delayed accrual, especially when it involves compensation. Subsequent cases would
likely distinguish this ruling based on the specific terms of the sales agreements and
the certainty of future obligations.
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