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Tax research memo
Facts
1. Your Texas Band, Inc., is a year calendar corporation
2. The corporation is based in Texas and thus a Texas corporation
3. The band recently sold $1,000,000 for the concert to be done next year and the following year.
4. The band will recognize the income from the ticket sales when the concerts are formed. 
5. For income tax purposes, the corporation uses the accrued method.
6. The band has never sold tickets one or two years in advance. 
Issue
Should the Texas Band include the income from the advance sales of tickets for concerts scheduled in future years?
Conclusion
The band has not performed the concerts and thus the revenues earned from the sale of tickets are a liability to the band. 
The sales of the concert tickets should be recognized and income recognized after the concerts are performed. 
The ticket sale income will therefore be recognized in the year of the performance and not the year of sale of the tickets. 


Analysis
The calculation of income in prepaid services recognizes incomes in the year of receipt. However, IRC sections 451 and 446 allows for the calculation of income and tax using the accounting formulae used by the company. The formulae should be consistent for it to be applied[footnoteRef:1]. Texas band uses the accrued method to calculate its income; the same will be applied while calculating taxes. As such, the income can only be recognized when the concerts are performed but not the year the incomes are paid.  [1: Refer to IRC section 451 and 446
Artnell Co. v. Comm. (7Cir., 1968), 68-2 USTC par. 9593, rev'g and rem'g 48 to 411 (1967).
Tampa Bay Devil Ray, Ltd., 84 TCM 394 (2002). 
Rev. Proc. 2004-34, 2004-1 CB 991] 

The key factor of determining the time of recognizing income is that the taxpayer understands the exact time when the performance will be done and thus the income can be deferred by a year for prepaid services (Artnell Co. and Tampa Bay Devil Rays Ltd.).  Also, there is a judicial authority that indicates the deferring of the incomes until the performance is done reflects income in the appropriate setting. Texas band should therefore only use the income upon the performance of the concerts is done to reflect the actual income. 
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