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SEE THE CIRCULAR 230 DISCLAIMERS APPENDED TO  

THE CONCLUSION OF THIS WASHINGTON REPORT. 

In Rev. Rul. 2011-29, the IRS has ruled that an accrual-basis taxpayer may be 

able to take a deduction for payments made under a bonus program, even though the 

payments are not made until the following year and the individual recipients of such 

payments and the amount paid to each recipient is unknown at the end of the 

employer’s taxable year.  This ruling represents a reversal of the IRS’ position taken in 

1976 regarding whether the “all-events” test for deductibility by an accrual-basis 

taxpayer can be satisfied if the identity of the recipients is unknown by the end of the 

taxable year. 

 

 In Rev. Rul. 2011-29, an accrual-basis taxpayer maintained a bonus pool that was to be paid to 

eligible employees by the 15
th

 day of the third month following the end of the employer’s tax year.    Under 

the bonus program, bonuses were paid to employees for services performed during the preceding taxable 

year.   

 

 The minimum total amount of bonuses payable to the employees as a group under the bonus 

program was determinable either (i) by using a formula that was fixed by the end of the employer’s tax 

year, taking into account financial data reflecting results as of the end of the tax year or (ii) through 

corporate action taken before the end of the employer’s taxable year that fixes the bonuses payable to the 

http://www.aalu.org/
http://www.aaluwr.org/majorrefs/Ref11-103.pdf
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employees as a group.  The bonus pool would then be paid to the group of employees after the end of 

the employer’s tax year.  In order to receive the bonus, an employee would have to be employed on the date 

the bonus was paid.  If an eligible employee terminated employment before the date on which the bonuses 

were paid, that employee’s bonus would be re-allocated among the remaining employees eligible for the 

bonus. 

 

 In order for an accrual-basis taxpayer to take a deduction for amounts paid to employees, the “all-

events” test must be satisfied.  The “all-events” test requires that (i) all events have occurred that establish 

the fact of liability; (ii) the amount of the liability can be determined with reasonable accuracy; and (ii) 

economic performance has occurred for the liability.  Thus, for an accrual-basis taxpayer, the expense may 

be deductible before it is due and payable, but the liability for the expense must be established.  For more 

information regarding the “all-events” test, see our Bulletin 07-01. 

 

Rev. Rul. 2011-29 addresses whether the above fact pattern would satisfy the first prong of the “all-

events” test, - i.e., establishing the fact of liability.  Generally, the first prong is satisfied under these 

circumstances if (i) the required service has been performed by the employees and (ii) the payment is 

unconditionally due from the employer.   

 

 In a 1976 ruling, the IRS announced it would not follow Washington Post v. United States, a case in 

which the United States Court of Claims determined that the first prong of the “all-events” test was satisfied 

even though the amount and time of actual payout to individual recipients under a profit incentive plan 

were not entirely determinable by the end of the year.  The IRS’ position in the 1976 ruling was that, where 

a taxpayer’s liability under a plan is fixed and certain only with respect to a group as a whole, and not with 

respect to individual recipients, the “all-events” test is not satisfied. 

 

In Rev. Rul. 2011-29, the IRS reversed its position and revoked its 1976 ruling.  Under the holding 

in Rev. Rul. 2011-29, the first prong of the “all-events” test is satisfied regardless of whether the employer 

knows at the end of the taxable year the identity of any particular bonus recipient or the amount payable to 

that recipient.  The IRS also has clarified that any change in a taxpayer’s treatment of bonuses is 

considered a change in method of accounting and, as such, must be made in accordance with applicable 

statutory, regulatory and administrative procedures. 

 

Any AALU member who wishes to obtain a copy of Rev. Rul. 2011-29 may do so through the 

following means: (1) use hyperlink above next to “Major References,” (2) log onto the AALU website at 

www.aalu.org and enter the Member Portal with your last name and birth date and select Current Washington 

Report for linkage to source material or (3) email Anthony Raglani at raglani@aalu.org and include a 

reference to this Washington Report. 

 

In order to comply with requirements imposed by the IRS which may apply to the Washington Report as 

distributed or as re-circulated by our members, please be advised of the following: 

THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE USED, AND IT CANNOT 

BE USED, BY YOU FOR THE PURPOSES OF AVOIDING ANY PENALTY THAT MAY BE 

IMPOSED BY THE INTERNAL REVENUE SERVICE. 

In the event that this Washington Report is also considered to be a “marketed opinion” within the meaning 

of the IRS guidance, then, as required by the IRS, please be further advised of the following: 

THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE PROMOTIONS OR 

MARKETING OF THE TRANSACTIONS OR MATTERS ADDRESSED BY THE WRITTEN 

ADVICE, AND, BASED ON THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK  

http://www.aalu.org/
mailto:raglani@aalu.org
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ADVICE FROM AN INDEPENDENT TAX ADVISOR. 

 

 

                                                                             
The mission of AALU is to promote, preserve and protect advanced life insurance planning  

for the benefit of our members, their clients, the industry and the general public. 

 

For more information about how AALU’s advocacy efforts help protect your business and the 

advanced life insurance marketplace, visit our website at www.aalu.org, or  

call toll free 1-(888)-275-0092. 
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