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10 T.C. 992 (1948)

Payments from a divorced husband to a former wife are deductible under Section
23(u) of the Internal Revenue Code only if  a written instrument incident to the
divorce imposes a legal obligation arising out of the marital relationship to make
such payments.

Summary

The Tax Court addressed whether a husband could deduct payments made to his ex-
wife  following  their  divorce.  The  husband  argued  the  payments  were  periodic
alimony,  deductible  under  Section  23(u)  of  the  Internal  Revenue  Code.  The
Commissioner argued that the payments were for the purchase of real estate and
thus not deductible. The court held that the payments were not deductible because
the written agreement specifying the payments characterized them as consideration
for real property, not as alimony or support arising from the marital relationship,
even though an earlier oral agreement suggested the payments were intended as
support.

Facts

Frank and Clara DuBane divorced in 1935. Prior to the divorce, they orally agreed
that  Clara  would  receive  a  summer  home and  $20  per  week  for  life  or  until
remarriage, while Frank would retain other properties. A written agreement was
drafted stating that Clara released Frank from alimony claims in exchange for the
transfer of three properties from Frank to Clara. Subsequently,  another written
agreement stated Frank would pay Clara $20 per week to purchase back two of
those properties from her. Frank made these payments and deducted them on his
tax return. Clara reported the payments as income.

Procedural History

The Commissioner of Internal Revenue disallowed Frank’s deduction of the $20
weekly payments,  leading to a  deficiency assessment.  Frank petitioned the Tax
Court for a redetermination of the deficiency.

Issue(s)

Whether the $20 per week payments made by Frank to Clara were deductible as
periodic  payments  under Section 23(u)  of  the Internal  Revenue Code,  where a
written agreement characterized the payments as consideration for the purchase of
real property.

Holding

No, because the only written instrument that mentioned the payments characterized
them as consideration for the purchase of real property, and thus the payments were
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not made in discharge of a legal obligation arising out of the marital relationship as
required by Section 22(k) and 23(u) of the Internal Revenue Code.

Court’s Reasoning

The court relied on the language of Sections 23(u) and 22(k) of the Internal Revenue
Code, which allows a husband to deduct payments includible in the wife’s income,
but only if those payments discharge a legal obligation arising out of the marital
relationship, imposed by the divorce decree or a written instrument incident to the
divorce. The court acknowledged the oral agreement between Frank and Clara, but
emphasized that Section 22(k) requires a written instrument. The written agreement
of February 18, 1935, explicitly stated that the payments were consideration for the
transfer of real estate. The court stated: “It imposed it as an obligation to pay a
purchase price for real property theretofore in the name of the wife under a deed
executed pursuant to the written agreement of January 8, inspected, approved, and
relied upon by the judge in the divorce proceeding.” Because the written agreement
did not characterize the payments as alimony or support, the payments did not meet
the statutory requirements for deductibility. The court also noted that deductions
are a matter of legislative grace and are narrowly construed.

Practical Implications

This case highlights the importance of clearly and accurately documenting the terms
of divorce settlements in writing, especially concerning payments between former
spouses,  if  the  parties  intend such payments  to  be  treated as  alimony for  tax
purposes. It demonstrates that the tax consequences of divorce-related payments
are heavily dependent on the language of the written agreements and decrees.
Lawyers drafting divorce agreements must ensure the documents accurately reflect
the parties’ intentions regarding the nature of the payments to secure the desired
tax treatment. Oral agreements, even if proven, will not override the explicit terms
of a written agreement for tax purposes. Later cases would need to consider if the
specific facts and language of the agreement satisfies the requirements of Sections
71 and 215 of the IRC as they exist today.


