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9 T.C. 580 (1947)

For alimony payments to be deductible under Section 23(u) of the Internal Revenue
Code, they must discharge a legal obligation arising from the marital relationship,
imposed by a divorce decree or a written instrument incident to such divorce.

Summary

Frederick Dauwalter sought to deduct alimony payments made to his former wife
beyond those stipulated in their  initial  property settlement agreement.  The Tax
Court  disallowed  the  deduction,  finding  that  the  additional  payments  weren’t
mandated by the divorce decree or a written instrument incident to the divorce, as
required by Section 23(u) of the Internal Revenue Code. The court emphasized that
under Illinois law, the divorce decree extinguished the marital obligation to support
because the decree did not include an alimony provision and service was obtained
via publication. Therefore,  the subsequent agreement to increase payments was
deemed a voluntary act, not a legal obligation stemming from the marriage.

Facts

Frederick and Mary Dauwalter entered into a property settlement agreement during
their divorce proceedings, stipulating monthly payments from Frederick to Mary for
her  support  and  their  child’s  maintenance.  The  divorce  decree,  entered  on
September 16, 1935, dissolved the marriage but did not incorporate the property
settlement agreement nor address alimony.  In  1939,  Mary requested additional
payments due to increased living expenses in California. Frederick agreed to pay an
additional amount. Frederick then deducted these additional payments on his 1942
and 1943 tax returns. The IRS disallowed the deduction.

Procedural History

The  Commissioner  of  Internal  Revenue  determined  a  deficiency  in  Frederick
Dauwalter’s  income  tax  for  1943,  disallowing  deductions  claimed  for  alimony
payments made to his former wife. Dauwalter petitioned the Tax Court for review of
the Commissioner’s decision.

Issue(s)

Whether additional alimony payments made by Frederick Dauwalter to his former
wife, beyond those specified in their original property settlement agreement and not
mandated by the divorce decree, are deductible under Section 23(u) of the Internal
Revenue Code?

Holding

No,  because  the  additional  payments  were  not  made  in  discharge  of  a  legal
obligation  imposed  on  or  incurred  by  the  taxpayer  because  of  the  marital
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relationship under a written instrument incident to divorce under section 22 (k),
Internal Revenue Code and, hence, were not deductible by taxpayer under section
23 (u).

Court’s Reasoning

The Tax Court reasoned that Section 23(u) allows a deduction for alimony payments
only if they are includible in the wife’s gross income under Section 22(k). Section
22(k) requires that the payments discharge a legal obligation imposed because of
the marital relationship under the divorce decree or a written instrument incident to
the  divorce.  The  court  emphasized  that  the  original  divorce  decree  made  no
provision for alimony and the court lacked jurisdiction to modify it later because
service was obtained by publication and the husband did not appear. Citing Illinois
law, the court found that the divorce extinguished the legal obligation to support the
wife, except as authorized by statute. The 1939 agreement to increase payments
was deemed voluntary and not a legal obligation under the decree or incident to it.
The court also noted that the informal exchange of letters did not constitute a formal
“written instrument” as contemplated by the statute. The court noted, “Since the
entry of the decree in 1935 destroyed the marital relationship, the divorced wife had
no claim for support in 1939 against petitioner because of any marital relationship
except under the original agreement.”

Practical Implications

This case clarifies the strict requirements for deducting alimony payments under the
Internal Revenue Code. It highlights that payments must stem from a legally binding
obligation imposed by a divorce decree or a written agreement directly linked to the
divorce. Attorneys must ensure that property settlement agreements intended to
qualify for alimony treatment are either incorporated into the divorce decree or
explicitly  referenced  as  incident  to  the  divorce.  Furthermore,  subsequent
modifications  to  alimony  must  be  formalized  in  a  manner  that  maintains  their
connection to the original divorce to preserve deductibility. This case serves as a
reminder that voluntary or gratuitous payments, even if made to a former spouse,
are not deductible as alimony if they lack a legal basis in the divorce or related
instruments. It emphasizes the importance of understanding state law regarding a
court’s power to modify alimony awards after a divorce decree, especially when
jurisdiction was obtained via publication.


