W. T. Grant Co. v. Commissioner, 58 T. C. 290 (1972)

The court held that sales under a coupon book installment plan qualify for
installment method reporting and that net dividend credits in an employee stock
purchase plan are deductible as compensation.

Summary

W. T. Grant Co. challenged the IRS’s determination of tax deficiencies related to
their coupon book installment plan and employee stock purchase plan. The Tax
Court ruled that sales under the coupon book plan qualified for installment
reporting under IRC Section 453(a) because the plan contemplated payment in
installments. Additionally, net dividend credits under the employee stock purchase
plan were deemed deductible as compensation under IRC Section 162(a)(1). The
decision emphasized the practical application of tax laws to common business
practices, impacting how similar plans are treated for tax purposes.

Facts

W. T. Grant Co. operated a coupon book installment plan where customers
purchased books of coupons and redeemed them for merchandise over time. They
also maintained an employee stock purchase plan allowing employees to buy
company stock on a deferred payment basis, with quarterly net dividend credits
applied to their purchase accounts. The IRS challenged the company’s tax treatment
of these plans, leading to a dispute over the applicability of installment method
reporting and the deductibility of the net dividend credits as compensation.

Procedural History

The IRS issued a notice of deficiency to W. T. Grant Co. for the taxable years ending
January 31, 1964, and January 31, 1965. The company petitioned the U. S. Tax Court
for relief. The court heard arguments and issued its opinion on May 15, 1972,
addressing the two main issues: the qualification of the coupon book sales for
installment reporting and the deductibility of net dividend credits as compensation.

Issue(s)

1. Whether sales under W. T. Grant Co. ‘s coupon book installment plan qualify for
installment method treatment under IRC Section 453(a)?

2. Whether the net dividend credits made by W. T. Grant Co. under its employee
stock purchase plans constitute compensation deductible under IRC Section
162(a)(1)?

Holding

1. Yes, because the coupon book plan by its terms and conditions contemplated that
each sale would be paid for in two or more payments, satisfying the requirements of
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Section 453(a).
2. Yes, because the net dividend credits were considered additional compensation to
employees, and thus deductible under Section 162(a)(1).

Court’s Reasoning

The court reasoned that the coupon book plan qualified for installment reporting
because it met the regulatory definition of a sale on the installment plan, as the plan
required payments in installments. The court rejected the IRS’s argument that each
coupon redemption was a separate sale, focusing instead on the overall structure of
the plan. For the employee stock purchase plan, the court determined that
employees did not become stockholders until the shares were fully paid for and
issued, thus the net dividend credits were not dividends but additional
compensation, deductible under tax laws. The court cited Delaware law and
previous cases to support this conclusion. The dissent argued that not all sales
under the coupon plan should qualify for installment reporting, as some might not
be paid in installments.

Practical Implications

This decision clarified the tax treatment of coupon book installment plans, allowing
retailers to use installment reporting for such sales, which could influence how
similar plans are structured and reported. For employee stock purchase plans, the
ruling provides guidance on the tax treatment of net dividend credits, impacting how
companies design and account for these plans. Subsequent cases have applied or
distinguished this ruling, affecting tax planning and compliance strategies in retail
and employee compensation.
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