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Schniers v. Commissioner, 69 T. C. 511 (1977)

A  cash  basis  taxpayer  does  not  realize  income  until  payment  is  actually  or
constructively  received,  even if  a  sale  occurs in  a  prior  year under a deferred
payment contract.

Summary

In Schniers v. Commissioner, the U. S. Tax Court addressed the timing of income
recognition for cash basis taxpayers who enter into deferred payment contracts for
the sale of crops. The case involved Charles B. Schniers, a cotton farmer, who sold
his 1973 crop under contracts that deferred payment until 1974. The IRS argued
that Schniers constructively received the income in 1973, but the court held that the
income was not taxable until actually received in 1974. The court emphasized that
valid, enforceable deferred payment agreements are respected for tax purposes, and
the gin involved was considered an agent of the buyer, not the seller. The ruling
highlights the flexibility cash basis taxpayers have in timing income recognition
through deferred payment arrangements.

Facts

Charles B. Schniers, a cotton farmer, entered into contracts on March 13, 1973, to
sell  his  cotton crop to Idris  Traylor Cotton Co.  or  its  agent.  In November and
December 1973, Schniers harvested and ginned the cotton as per the contract. On
December 4, 1973, before delivering the cotton, Schniers signed deferred payment
agreements with the Slaton Co-op Gin, acting as Traylor’s agent, stipulating that
payment would not be made until on or after January 2, 1974. Schniers delivered the
cotton’s warehouse receipts to the gin, and the gin received payment from Traylor in
December 1973, but Schniers did not receive his payment until January 2, 1974. The
IRS determined that Schniers realized income in 1973, leading to a tax deficiency.

Procedural History

The IRS issued a notice of deficiency for the tax year 1973, asserting that Schniers
realized income from the cotton sale in that year. Schniers and his wife filed a
petition with the U. S. Tax Court to contest the deficiency. The Tax Court heard the
case and ruled in favor of Schniers, holding that he did not realize income until 1974
when he received payment.

Issue(s)

1. Whether Schniers constructively received income from the sale of his cotton in
1973 under the deferred payment contracts.
2. Whether the Slaton Co-op Gin acted as Schniers’ agent in receiving payment for
the cotton in 1973.
3. Whether Schniers’ use of deferred payment contracts constituted a change in his
method of accounting or distorted his 1973 income.
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Holding

1. No, because the deferred payment contracts were valid and enforceable, and
Schniers did not have an unqualified right to receive payment until January 2, 1974.
2. No, because the gin was acting as an agent of Traylor, not Schniers, in the
transaction.
3. No, because entering into deferred payment contracts did not constitute a change
in accounting method or cause a distortion of income; it was a valid exercise of
Schniers’ right to time the receipt of his income.

Court’s Reasoning

The court applied the constructive receipt doctrine, which states that income is
realized when it is credited to the taxpayer’s account, set apart for him, or otherwise
made available. The court found that the deferred payment contracts were valid and
enforceable, and Schniers had no right to payment until January 2, 1974. The court
rejected the IRS’s argument that the contracts were shams, noting that both parties
intended to be bound by them. The court also determined that the gin was Traylor’s
agent,  not  Schniers’,  based on the  March 1973 contract  and the  gin’s  role  in
handling  the  transaction.  Finally,  the  court  held  that  using  deferred  payment
contracts  was  not  a  change in  Schniers’  accounting  method or  a  distortion  of
income, as cash basis taxpayers have flexibility in timing income recognition. The
court cited several precedents, including Glenn v. Penn and Oliver v. United States,
to support its reasoning.

Practical Implications

This decision clarifies that cash basis taxpayers can use deferred payment contracts
to time the recognition of income without being considered to have changed their
accounting method or distorted their income. It provides guidance for farmers and
other cash basis taxpayers on how to structure sales to defer income recognition.
The ruling also emphasizes the importance of the terms of the contract and the
parties’ intent in determining when income is realized. Practitioners should ensure
that deferred payment agreements are valid and enforceable and that the taxpayer
has  no  right  to  payment  until  the  deferred  date.  This  case  has  been  cited  in
subsequent rulings and may be relevant in cases involving the timing of income
recognition under deferred payment arrangements.


