13 T.C. 28 (1949)

Life insurance premiums paid by a divorced husband are not deductible as alimony
payments if the ex-wife’s benefit is contingent and limited, and the policy may
benefit others.

Summary

Meyer Blumenthal sought to deduct life insurance premiums paid pursuant to a
divorce decree as alimony. The decree required him to maintain life insurance
policies designating his ex-wife as beneficiary, with the proceeds providing her up to
$5,200 annually after his death, contingent on her survival. The Tax Court
disallowed the deduction, distinguishing this case from Estate of Boies C. Hart,
where the ex-wife constructively received the full alimony amount and directly paid
the premiums. Here, the ex-wife’s benefit was contingent, limited, and the policy
could potentially benefit others. The court held that Blumenthal failed to
demonstrate that the premiums were deductible alimony payments.

Facts

e Meyer and Sara Blumenthal divorced in 1936.

» A separation agreement and subsequent divorce decree required Meyer to pay
Sara $100 weekly for support.

» The decree also mandated Meyer to maintain life insurance policies,
designating Sara as the beneficiary to secure her support payments in the
event of his death.

» Sara was entitled to receive up to $5,200 annually from the insurance policy’s
proceeds after Meyer’s death, provided she did not remarry.

» Meyer paid premiums of $2,156.15 in 1945 on these policies and sought to
deduct $2,244.63 (representing these premiums) as alimony on his 1945 tax
return.

Procedural History

» Meyer Blumenthal filed his 1945 income tax return, claiming a deduction for
the life insurance premiums.

» The Commissioner of Internal Revenue disallowed the deduction, leading to a
deficiency assessment.

o Blumenthal petitioned the Tax Court for a redetermination of the deficiency.

Issue(s)

1. Whether life insurance premiums paid by a divorced husband, pursuant to a
divorce decree, are deductible as alimony payments under Section 23(u) of the
Internal Revenue Code when the ex-wife’s benefit is contingent and limited to
a specific annual amount from the policy’s avails?
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Holding

1. No, because the ex-wife’s benefit was contingent upon surviving her ex-
husband and limited to $5,200 annually, and the policy’s remaining avails
could be distributed as the husband directed after her death or remarriage.

Court’s Reasoning

The court distinguished this case from Estate of Boies C. Hart, 11 T.C. 16, where the
ex-wife constructively received the full alimony amount and directly paid the
insurance premiums. In Hart, the premiums were subtracted from the agreed
percentage of the husband’s income designated as alimony, and the wife had control
over the policy. Here, Blumenthal paid the premiums in addition to a fixed alimony
amount, and Sara’s benefit was capped at $5,200 annually, with the remaining avails
potentially benefiting others. The court reasoned that in this case, the premiums
built an estate for the husband, out of which his former wife *might* be supported
after his death, and out of which others of his choice might also benefit. The court
stated, “Here, in contrast, the petitioner was to pay the insurance premiums out of
his own funds in addition to paying a fixed amount to Sara, and Sara was to get no
more than $ 5,200 annually out of the avails of the insurance.” The court concluded
that Blumenthal failed to demonstrate that the premiums were deductible under
Section 23(u) as alimony payments.

Practical Implications

» This case clarifies the limitations on deducting life insurance premiums as
alimony. It emphasizes that deductibility hinges on whether the ex-spouse
receives a direct, unrestricted, and current economic benefit from the
premium payments.

» Attorneys should carefully structure divorce agreements to ensure that life
insurance premium payments qualify as deductible alimony, if that is the
intention. This may involve structuring payments such that the ex-spouse
constructively receives the income and then uses it to pay the premiums on a
policy they control.

» The ruling highlights the importance of the ex-spouse having control over the
policy and its benefits. If the policy’s benefits are contingent or can inure to
the benefit of others, the premiums are less likely to be considered deductible
alimony.

» Later cases applying Blumenthal consider the extent to which the former
spouse has current economic benefit and control over the insurance policy.
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