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duPont v. Commissioner, 7 T.C. 723 (1946)

Trust income paid to a divorced spouse is taxable to that spouse, except to the
extent that the income is used to fulfill the grantor’s parental obligation to support
minor children; such portion remains taxable to the grantor.

Summary

Following a divorce, trusts were established by Francis V. duPont,  with income
payable to his former wife. The Commissioner determined that the trust income
received by the ex-wife,  in excess of amounts spent on child maintenance, was
taxable to her. The Tax Court held that the trust income was indeed taxable to the
ex-wife, except for the specific amounts demonstrably used for the support of the
children, which remained taxable to the grantor, Mr. duPont. The court emphasized
the ex-wife’s burden of proving what portion of household expenses were directly
attributable to child support, and thus excludable from her income.

Facts

Francis V. duPont established trusts in 1931 in anticipation of his divorce. These
trusts provided income to his wife. A subsequent agreement in 1936 guaranteed a
minimum annual income of $25,000 from the trust, with Mr. duPont covering any
shortfall. The ex-wife received income from these trusts. A portion of this income
was used for the direct maintenance of their children, while another portion covered
general household expenses.

Procedural History

The Commissioner assessed deficiencies against the ex-wife, arguing that the trust
income she received, beyond what was spent on direct child support, was taxable to
her. An earlier determination had attempted to tax the same trust income to Mr.
duPont,  but  the  Board  of  Tax  Appeals  ruled  against  the  Commissioner  in  that
instance  because  the  divorce  decree  relieved  Mr.  duPont  of  any  obligation  to
support his ex-wife. The case then proceeded to the Tax Court to determine the tax
liability of the ex-wife.

Issue(s)

1. Whether trust income received by a divorced spouse is taxable to that spouse
when the trust was established after the divorce.

2. Whether amounts used from that trust income for the support of the grantor’s
minor children are taxable to the divorced spouse or the grantor.

3. Whether the statute of limitations bars assessment of deficiencies for the years
1933, 1935 and 1936.
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Holding

1.  Yes,  because the divorced spouse is  treated as an ordinary beneficiary of  a
distributable income trust, and the income is taxable to her under Section 162(b) of
the Revenue Act of 1932.

2. No, because amounts used for the support of the grantor’s minor children are
taxable  to  the  grantor  under  the  rule  of  attribution  established  in  Douglas  v.
Willcuts.

3. No, because in the case of 1933 the adjustment was timely under Section 820 of
the Revenue Act of 1938, and in the case of 1935 and 1936 the assessment was
timely  because  the  taxpayer  omitted  more  than 25% of  gross  income,  thereby
extending the statute of limitations, and the deficiency notice was sent before the
expiration of an agreed upon extension.

Court’s Reasoning

The court reasoned that the ex-wife, as the beneficiary of the trust, was generally
taxable on the trust income she received. However, applying the principle from
Helvering v. Stuart, the court carved out an exception: to the extent that the trust
income was used to discharge Mr. duPont’s parental obligation to support his minor
children, that portion of the income remained taxable to him. The court placed the
burden on the ex-wife to prove what portion of the trust income was used for child
support. While direct expenses for the children were easily identifiable, the court
refused to exclude any portion of general household expenses, as there was no
specific  allocation  or  evidence  showing  how  much  of  those  expenses  were
attributable to the children’s support. The court emphasized it was not acting as a
guardian reviewing an accounting, but was bound to presume the Commissioner’s
deficiency determination was correct absent sufficient evidence from the ex-wife to
the contrary. The court stated that, with respect to the guarantee of a minimum
income from the  trust,  “The  guarantee  did  not  transform her  from an income
beneficiary to the recipient of support in satisfaction of her husband’s obligation.
The trust income is as much within her gross income after the guaranty as it was
before.”

Practical Implications

This case highlights the importance of carefully structuring trusts created in the
context of divorce to ensure clarity regarding tax liabilities. It demonstrates that
even  if  a  trust  distributes  income  to  a  former  spouse,  the  grantor  remains
responsible for taxes on any portion of that income used to support their children.
Importantly,  the  case  underscores  the  taxpayer’s  burden  to  provide  detailed
evidence allocating expenses, particularly when attempting to exclude a portion of
general  household  expenses  as  child  support.  Later  cases  citing  this  decision
confirm that  the  burden of  proof  remains  on  the  taxpayer  to  demonstrate  the
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allocation of trust funds to specific expenses that discharge a legal obligation of
another party. This case also shows the importance of understanding the complex
statute of limitations rules for tax assessments.


