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<strong><em>Bressner  Radio,  Inc.  v.  Commissioner</em></strong>,
<strong><em>28  T.C.  378  (1957)</em></strong>

Advance payments for services are generally taxable in the year of receipt if the
taxpayer has unrestricted use of the funds, even if the services will be performed
over a subsequent period.

<strong>Summary</strong>

Bressner Radio,  Inc.,  an accrual-basis  taxpayer,  sold television sets and service
contracts. It sought to defer recognizing income from the service contracts, arguing
the income should be recognized proportionally over the service period. The IRS
disagreed, asserting the full contract price was taxable in the year of receipt. The
Tax Court, relying on *Automobile Club of Michigan v. Commissioner*, sided with
the IRS, stating that because Bressner had unrestricted use of the funds, the income
was taxable upon receipt. Furthermore, the court rejected Bressner’s attempt to
deduct  estimated  future  service  expenses  because  they  were  not  yet  paid  or
incurred during the taxable year. The court did, however, allow a deduction in the
year Bressner contracted with another company to take over its service obligations.

<strong>Facts</strong>

Bressner Radio, Inc. (Petitioner) sold television sets and offered service contracts.
The  contracts  obligated  Bressner  to  provide  labor  and  parts  for  a  set  period
(typically 12 months). Petitioner received full payment for these contracts at the
time of sale, but kept its books on an accrual basis. Petitioner sought to report the
service  contract  receipts  over  the  contract  period,  deferring recognition of  the
income. The IRS argued that the full amount of the service contract revenue was
taxable in the year of receipt because the company had unrestricted use of those
funds. Bressner argued, in the alternative, that if the receipts were immediately
taxable,  it  should  be  allowed  to  accrue  and  deduct  estimated  future  service
expenses. In May 1951, Bressner arranged for another corporation to take over the
unexpired portion of its service contracts, accruing a liability for the transfer. The
IRS included this amount as income in 1951 but did not allow a corresponding
deduction.

<strong>Procedural History</strong>

The Commissioner of Internal Revenue determined deficiencies in Bressner’s income
tax for the fiscal years ending May 31, 1948, 1949, and 1950. Bressner challenged
the determination in the United States Tax Court. The Tax Court found in favor of
the Commissioner in relation to the timing of income recognition and estimated
expense deductions  but  in  favor  of  Bressner  for  the  deduction associated with
transferring service contracts.

<strong>Issue(s)</strong>
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1.  Whether  Bressner  Radio,  Inc.  could  defer  recognizing  income  from  service
contracts to the years when the services were performed, or whether the full income
was taxable in the year of receipt?

2.  Whether Bressner was entitled to accrue and deduct estimated expenses for
providing services in subsequent years?

3. Whether Bressner was entitled to a deduction for the amount paid to another
corporation to take over the remaining service contract obligations?

<strong>Holding</strong>

1. No, because the court found that Bressner had unrestricted use of the funds.

2. No, because the expenses were neither paid nor incurred during the taxable year.

3. Yes, because Bressner had actually incurred the liability during the taxable year.

<strong>Court’s Reasoning</strong>

The court primarily relied on the Supreme Court’s decision in *Automobile Club of
Michigan v.  Commissioner*,  which held that advance payments for services are
taxable in the year of receipt if the taxpayer has unrestricted use of those funds. The
Tax Court found that Bressner’s allocation of income over the service period was
“purely artificial” and did not accurately reflect when the income was earned. The
court emphasized the fact that Bressner had unrestricted use of the funds. The court
stated,  “The  moneys  could  be  used  for  any  purpose  that  petitioner  desired.”
Regarding the deduction of estimated expenses, the court referenced section 23
(a)(1)(A) of the Internal Revenue Code of 1939, which allows for the deduction of
ordinary and necessary expenses that were “paid or incurred” during the taxable
year. Because Bressner’s estimated service costs had not been paid or incurred, the
deduction was denied. The court did allow the deduction for the liability incurred
when Bressner transferred its service contracts because this represented a definite
obligation incurred in that taxable year.

<strong>Practical Implications</strong>

This case reinforces the principle that, under the claim of right doctrine, taxpayers
generally must recognize income in the year they receive it if they have unrestricted
use  of  the  funds,  even  if  services  or  goods  are  provided  later.  Accrual-basis
taxpayers  cannot  defer  income  recognition  based  solely  on  the  timing  of
performance, or by making a “pro rata allocation” of income. A key consideration is
the nature of the taxpayer’s obligation and whether it is a fixed, definite liability.
Legal  professionals should analyze the specific  facts of  each case to determine
whether a liability has been genuinely “incurred” within the meaning of the tax
code. This case provides a strong basis for IRS challenges to deferred revenue
reporting for advance payments and emphasizes the importance of adhering to the
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“paid or incurred” standard for expense deductions. Later cases have followed this
precedent when dealing with revenue recognition. It also confirms that estimated
costs of providing future services are generally not deductible until they are actually
incurred unless a specific exception applies.

<strong>Meta Description</strong>

Bressner  Radio  clarifies  the  tax  treatment  of  advance  payments  for  services.
Attorneys must understand income recognition rules when clients receive payments
before service delivery, and understand the “paid or incurred” standard for expense
deductions.
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