Lukens Steel Co. v. Commissioner, 44 T. C. 45 (1965)

A liability may be accrued for tax purposes if it is fixed in amount and reasonably
certain to be paid, even if the timing of payment and identity of ultimate
beneficiaries are uncertain.

Summary

In Lukens Steel Co. v. Commissioner, the Tax Court ruled that Lukens Steel could
accrue expenses related to contingent liabilities under its 1962 Supplemental
Unemployment Benefit (SUB) plan. The court determined that these liabilities were
fixed in amount during the taxable years and reasonably certain to be paid, despite
uncertainties about when payments would be made and to whom. This case
illustrates the application of the ‘all events’ test for accrual accounting, emphasizing
the certainty of liability over the timing of payments or the identity of recipients.

Facts

Lukens Steel Co. established a Supplemental Unemployment Benefit (SUB) plan in
1956, which was later revised in 1962. Under the 1962 plan, Lukens agreed to
contribute cash and contingent liabilities to fund unemployment benefits for its
employees. The plan’s financing was adjusted to 9. 5 cents per hour worked, with
the possibility of the plan being funded entirely by contingent liabilities. These
liabilities were noncancelable and were to be paid when the trust needed funds for
benefits. The amounts credited to the contingent liability account were fixed during
the taxable years, with payment anticipated within a few years.

Procedural History

Lukens Steel Co. sought to deduct the accrued expenses related to the contingent
liabilities under the 1962 SUB plan. The Commissioner of Internal Revenue
challenged these deductions, arguing that the liabilities were not accruable because
they were contingent on future events. The case was heard by the Tax Court, which
ruled in favor of Lukens Steel, allowing the accrual of these expenses.

Issue(s)

1. Whether Lukens Steel could accrue expenses for contingent liabilities under its
1962 SUB plan, given that the timing of payments and the identity of the ultimate
beneficiaries were uncertain.

Holding

1. Yes, because the liabilities were fixed in amount during the taxable years and
their ultimate payment was reasonably certain in fact, despite uncertainties about
the timing and recipients of payments.
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Court’s Reasoning

The court applied the ‘all events’ test for accrual accounting, focusing on the
certainty of the liability rather than the timing of payments or the identity of the
beneficiaries. The court cited Washington Post Co. v. United States, which held that
for a ‘group liability,” the certainty of the liability is paramount. The court noted that
the amounts credited to the contingent liability account under the 1962 SUB plan
were determined by events occurring during the taxable years and were
noncancelable. The court rejected the Commissioner’s argument that these
liabilities were contingent expenses not subject to accrual, emphasizing that the
ultimate payment was ‘reasonably certain in fact. * The court also distinguished this
case from others where liabilities were contingent on future events, as the liabilities
here were fixed in amount and certainty of payment was established.

Practical Implications

This decision clarifies that for accrual accounting purposes, a liability can be
recognized if it is fixed in amount and reasonably certain to be paid, even if the
exact timing and recipients of payments are uncertain. This ruling impacts how
companies account for contingent liabilities in similar benefit plans, allowing for
earlier expense recognition. It also affects tax planning, as businesses can deduct
these accrued expenses in the year they are fixed rather than when payments are
made. This case has been cited in subsequent decisions, such as Avco
Manufacturing Corp. and United Control Corporation, which further refine the
application of the ‘all events’ test in accrual accounting scenarios.
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