Plastic Engineering & Manufacturing Co. v. Commissioner, 78 T. C. 1187
(1982)

A company may deduct the full amount of its contributions to a pension plan in the
year paid, even if the taxable year is shorter than the plan year, provided services
were actually rendered by employees during that year.

Summary

Plastic Engineering & Manufacturing Co. adopted a pension plan and made
contributions for a full plan year within its first short taxable year. The IRS limited
the deduction to the proportion of the plan year covered by the company’s taxable
year. The Tax Court held that the full deduction was allowable under Section 404 of
the Internal Revenue Code, as the contributions were paid within the taxable year
and services were rendered by employees, emphasizing that the requirement of
services actually rendered relates to the fact, not the amount, of services performed.

Facts

Plastic Engineering & Manufacturing Co. was incorporated on September 15, 1974,
and elected a fiscal year ending January 31. On September 30, 1974, it adopted a
defined benefit pension plan with a plan year ending September 30. Before January
31, 1975, the company contributed the full normal cost for the 12-month plan year
starting September 30, 1974, and claimed these contributions as a deduction on its
tax return for the short taxable year from September 15, 1974, to January 31, 1975.

Procedural History

The IRS disallowed a portion of the deduction, limiting it to the cost attributable to
the fiscal period ending January 31, 1975. Plastic Engineering & Manufacturing Co.
petitioned the U. S. Tax Court, which ultimately allowed the full deduction claimed
by the company.

Issue(s)

1. Whether the requirement of services actually rendered under Section 404 of the
Internal Revenue Code limits the amount of a pension plan contribution that can be
deducted based on the length of the taxable year?

Holding

1. No, because the requirement concerns only the fact of rendition of services, not
the amount, and the contributions were paid within the taxable year when services
were rendered by employees.

Court’s Reasoning
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The Tax Court interpreted Section 404 and its regulations to allow a deduction for
pension plan contributions in the year paid, provided the taxable year ends within or
with the trust’s taxable year. The court emphasized that the requirement for
services to be actually rendered is to ensure employees earn the right to pension
benefits, not to limit the deductible amount based on the length of the taxable year.
The court rejected the IRS’s argument that contributions must directly relate to
services rendered within the taxable year, noting that this interpretation would
conflict with the statute’s plain language allowing deductions for the normal cost of
the plan. The court also highlighted that denying the full deduction could prevent
the company from deducting the disallowed amounts in subsequent years due to
statutory limitations on carryovers.

Practical Implications

This decision clarifies that companies with short taxable years can deduct the full
amount of pension plan contributions made within that year, provided services are
rendered by employees. It impacts tax planning for new corporations or those
changing fiscal years, allowing them to fund pension plans fully without prorating
contributions based on the length of their taxable year. This ruling also affects IRS
auditing practices, as it limits the IRS’s ability to challenge full deductions for
pension contributions based solely on the length of the taxable year. Subsequent
cases have followed this precedent, reinforcing the principle that the requirement of
services actually rendered focuses on the fact of service, not the amount.
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