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14 T.C. 1202 (1950)

Proceeds from the sale of motion picture rights by a playwright are taxable as
ordinary income, not capital gains, because those rights are considered property
held primarily for sale to customers in the ordinary course of business, not property
used in the playwright’s trade or business.

Summary

Joseph Fields, a playwright, sold the motion picture rights to his plays "My Sister
Eileen" and "The Doughgirls." The IRS determined that the proceeds were taxable as
ordinary income, whereas Fields argued they should be taxed as capital gains. The
Tax Court held that the proceeds were taxable as ordinary income because Fields
was in the business of writing plays and selling rights to them. The court also
addressed the deductibility of alimony pendente lite,  determining that payments
made  before  a  separation  decree  are  not  deductible.  This  case  clarifies  the
distinction between assets used in a trade or business and those held primarily for
sale, impacting how creative professionals are taxed on licensing or sale of their
works.

Facts

Joseph Fields was a successful playwright, co-authoring the plays “My Sister Eileen”
and “The Doughgirls.” Fields and his co-authors transferred the exclusive worldwide
motion picture rights to these plays to Columbia Pictures and Warner Brothers,
respectively. Fields received payments for these rights in 1941, 1942, and 1943.
Also,  in  1943,  Fields’  wife  commenced an action for  separation,  and the court
ordered Fields to make alimony payments pendente lite before a final decree was
issued.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Fields’ income tax
for 1941 and 1943. Fields contested the deficiency, arguing that the proceeds from
the  sale  of  motion  picture  rights  should  be  treated  as  capital  gains.  The
Commissioner  also  claimed  an  increased  deficiency  for  1943.  The  Tax  Court
considered the treatment of the motion picture rights proceeds and the deductibility
of alimony payments. The Tax Court ruled against Fields on both issues, holding that
the motion picture rights were ordinary income and the alimony pendente lite was
not deductible.

Issue(s)

1. Whether the proceeds from the transfer of exclusive world motion picture rights
to the plays "My Sister Eileen" and "The Doughgirls" are taxable as capital gains or
as ordinary income.



© 2025 SCOTUSreports.com. All rights reserved. | 2

2.  Whether  the  petitioner  can  deduct  payments  made  to  his  wife  as  alimony
pendente lite during 1943 under Section 23(u) of the Internal Revenue Code.

Holding

1. No, because the movie rights were not property used in the trade or business of
the petitioner but were property held primarily for sale to customers in the ordinary
course of trade or business.

2. No, because the payments of alimony pendente lite in 1943 are not taxable to his
former wife under Section 22(k) and therefore are not deductible in 1943 by the
petitioner under Section 23(u).

Court’s Reasoning

Regarding the motion picture rights, the court reasoned that while the Copyright
Act  allows  for  the  division  of  copyright  rights,  the  key  factor  is  whether  the
transferred  rights  were  property  used  in  the  taxpayer’s  trade  or  business  or
property held primarily for sale to customers. The court found that Fields, as a
playwright,  was  in  the  business  of  creating  plays  for  commercial  exploitation,
including  selling  motion  picture  rights.  The  court  emphasized  that  the  motion
picture rights were "property held by him primarily for sale to customers in the
ordinary course of his trade or business." Therefore, the proceeds were ordinary
income. The court distinguished Wodehouse v. Commissioner, 337 U.S. 369, noting
that it dealt with a nonresident alien and taxation of income from sources within the
United States, not the capital gains provisions applicable to Fields. Regarding the
alimony, the court followed George D. Wick, 7 T.C. 723, which held that alimony
pendente lite payments before a separation decree are not deductible under Section
23(u) because they are not taxable to the wife under Section 22(k).

Practical Implications

This case has several practical implications. First, it highlights that for artists and
creators, the sale of rights to their work (like motion picture rights) will likely be
treated as ordinary income rather than capital gains. This significantly impacts the
tax burden on such transactions. Second, it reinforces that alimony payments are
only deductible if they meet the specific requirements of the tax code, particularly
that they are made after a formal separation or divorce decree. It also clarifies the
distinction between assets used in a trade or business and those held primarily for
sale. This case is often cited in cases involving the sale or licensing of intellectual
property by individuals in creative fields, as it provides a framework for determining
whether proceeds should be treated as ordinary income or capital gains, and has
precedential value in interpreting tax laws related to alimony.


