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Jacuzzi v. Commissioner, 61 T. C. 262 (1973)

Deferred  compensation  is  taxable  when  unconditionally  placed  in  trust  for  the
employee’s benefit, even if the employee has no immediate right to the funds.

Summary

In Jacuzzi v. Commissioner, the Tax Court held that Candido Jacuzzi realized taxable
income in  1960 when his  employer,  Jacuzzi  Universal,  S.  A.  ,  placed  deferred
compensation into a trust for his benefit. The court determined that the funds were
irrevocably  transferred  and  Jacuzzi  had  performed  the  requisite  services,  thus
conferring  an  economic  benefit  upon  him.  This  ruling  clarified  that  under  the
economic benefit doctrine, deferred compensation is taxable when placed in trust
without  restrictions  on  the  employee’s  interest,  despite  not  being  immediately
accessible.

Facts

Candido Jacuzzi was employed by Jacuzzi Universal, S. A. , a Mexican subsidiary of
Jacuzzi Brothers, Inc. , as its general manager. In 1958, the company decided to
accumulate his monthly salary of $1,000 in a special account, to be paid to him at
age 65 or if he became unable to work. In 1960, the arrangement was modified to
place these funds in a trust managed by Financiera General de Monterrey, S. A. The
trust was set to last 15 years, with the funds to be distributed to Jacuzzi or his family
at the end of the term. Jacuzzi did not report the amounts placed in trust as income
for 1960, leading to a dispute with the IRS.

Procedural History

The  IRS  determined  deficiencies  in  Jacuzzi’s  income  tax  for  1959  and  1960,
asserting that  the funds placed in trust  were taxable income. Initially,  the IRS
contended the income was realized in 1959 when credited to Jacuzzi’s account, but
later amended its position to assert that the income was realized in 1960 when
transferred to the trust. The Tax Court heard the case and ruled in favor of the
Commissioner,  finding that  the transfer to the trust  constituted taxable income
under the economic benefit doctrine.

Issue(s)

1. Whether Candido Jacuzzi realized taxable income in 1960 when his employer paid
deferred compensation into a trust for his benefit?

Holding

1. Yes, because the transfer of funds to the trust conferred a present, nonforfeitable
economic benefit on Jacuzzi, as the services had been performed and the funds were
irrevocably placed in trust for his benefit.
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Court’s Reasoning

The Tax Court applied the economic benefit doctrine, which states that an employee
realizes income when an economic or financial benefit is conferred as compensation.
The court  cited Sproull  v.  Commissioner  and McEwen v.  Commissioner,  where
similar  trust  arrangements  were  found  to  confer  taxable  income.  The  court
emphasized that the funds were irrevocably transferred to the trust, and Jacuzzi had
already performed the services related to these payments. The court inferred that
the trust  was established at  Jacuzzi’s  direction,  as suggested by his  son and a
company director. The court also noted that Jacuzzi could prematurely terminate the
trust  with  Universal’s  agreement,  further  supporting  the  economic  benefit
conferred. The court distinguished this case from Drysdale v. Commissioner, where
the taxpayer had no right to assign the trust interest and had not completed all
required services, thus not receiving an immediate economic benefit.

Practical Implications

This decision impacts how deferred compensation plans are structured and taxed.
Employers and employees must consider that placing deferred compensation in a
trust without restrictions on the employee’s interest may trigger immediate tax
liability  under  the  economic  benefit  doctrine.  Legal  practitioners  should  advise
clients to carefully draft trust agreements to avoid unintended tax consequences.
This ruling influences the design of executive compensation plans and may lead to
increased scrutiny of similar arrangements by the IRS. Subsequent cases, such as
Childs  v.  Commissioner,  have  further  applied  the  economic  benefit  doctrine,
reinforcing the principle established in Jacuzzi.


