Hesse v. Commissioner, 7 T.C. 700 (1946)

Payments made pursuant to a written agreement executed in contemplation of
divorce and intended to provide support in lieu of alimony are considered incident to
the divorce and includible in the recipient’s gross income under Section 22(k) of the
Internal Revenue Code, even if state law does not require alimony payments after an
absolute divorce.

Summary

The Tax Court addressed whether payments a wife received from her former
husband after an absolute divorce should be included in her gross income under
Section 22(k) of the Internal Revenue Code. The payments were made pursuant to a
written agreement executed in contemplation of divorce, designed to provide
support since Pennsylvania law didn’t mandate alimony after absolute divorce. The
court held that these payments were indeed incident to the divorce and includible in
the wife’s income, emphasizing the intent of the statute to create uniformity in the
tax treatment of alimony regardless of state law variations.

Facts

Petitioner, Hesse, received $3,600 annually in 1942 and 1943 from her former
husband, Frank Hesse. This was based on a written agreement made in 1936,
preceding their absolute divorce. The agreement was designed to ensure Hesse’s
support until she remarried, as Pennsylvania law didn’t provide for alimony
following an absolute divorce (divorce from the bonds of matrimony). The agreement
included security provisions to guarantee the payments. Hesse sought the divorce,
and the agreement was a condition for her to proceed, ensuring her financial
security in the absence of state-mandated alimony.

Procedural History

The Commissioner of Internal Revenue determined that the $3,600 payments
received by Hesse in 1942 and 1943 were includible in her gross income under
Section 22(k) of the Internal Revenue Code. Hesse petitioned the Tax Court for a
redetermination, arguing that because Pennsylvania law didn’t require alimony
payments after an absolute divorce, the payments shouldn’t be considered taxable
alimony.

Issue(s)

Whether payments made to a divorced wife under a written agreement executed in
contemplation of divorce, which provides for support in lieu of alimony where state
law does not require such payments after an absolute divorce, are considered
“incident to such divorce” under Section 22(k) of the Internal Revenue Code and
therefore includible in the wife’s gross income.
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Holding

Yes, because the payments were made under a written agreement executed in
connection with a contemplated divorce and intended to provide support in lieu of
alimony, they fall within the scope of Section 22(k) of the Internal Revenue Code,
regardless of whether state law mandated alimony payments after an absolute
divorce.

Court’s Reasoning

The court emphasized the intent behind Section 22(k), which was to create
uniformity in the treatment of payments made in the nature of or in lieu of alimony,
regardless of state law variations. The court noted that the payments were made
under the 1936 agreement. The court explicitly stated, “[T]he amended sections will
produce uniformity in the treatment of amounts paid in the nature of or in lieu of
alimony regardless of variance in the laws of different states concerning the
existence and continuance of an obligation to pay alimony.” The court found that the
agreement was made in connection with a contemplated divorce and was specifically
designed to address the absence of state-mandated alimony. Therefore, the
payments were deemed to be in discharge of a legal obligation incurred under a
written instrument incident to divorce, making them taxable income to the recipient.

Practical Implications

This case clarifies that federal tax law, specifically Section 22(k) (now codified under
different sections of the Internal Revenue Code), aims for uniformity in the
treatment of alimony, irrespective of state law. Agreements made in anticipation of
divorce that provide for spousal support are generally considered “incident to” the
divorce, making the payments taxable to the recipient and deductible to the payor,
irrespective of whether state law mandates alimony. Legal practitioners must
consider the federal tax implications of divorce settlements, even if state law doesn’t
explicitly provide for alimony. This ruling emphasizes the importance of clearly
documenting the intent and purpose of spousal support agreements in divorce
proceedings to avoid unintended tax consequences. Later cases have reinforced this
principle, focusing on the substance of the agreement and the circumstances
surrounding its execution to determine whether payments are indeed “incident to”
the divorce.
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