14 T.C. 1445 (1950)

Life insurance premiums paid by a taxpayer on policies held in trust as security for
alimony payments are not deductible as alimony under Section 23(u) of the Internal
Revenue Code when the former spouse’s benefit is contingent and indirect.

Summary

Dr. Gardner sought to deduct life insurance premiums he paid pursuant to a
separation agreement with his former wife. The agreement required him to maintain
life insurance policies with a trustee to secure his alimony obligations. The Tax
Court disallowed the deduction, finding that the wife’s benefit was too contingent
because it was primarily security for the alimony payments and her direct benefit
was not sufficiently established. This decision clarifies that merely providing
security for alimony with life insurance does not automatically make the premiums
deductible; the ex-spouse must have a clear and direct benefit from the policies.

Facts

» Dr. Gardner and his wife, Edythe, entered into a separation agreement in July
1941.

» The agreement obligated Dr. Gardner to pay Edythe $200 per month as
alimony while she remained unmarried.

» To secure these payments, Dr. Gardner agreed to place $10,000 in securities in
trust and assign eight life insurance policies totaling $63,000 to a trustee.

» The trustee held the policies, and Edythe could access their surrender value or
borrow against them if Dr. Gardner defaulted on alimony payments for 90
days.

e Upon Dr. Gardner’s death, the insurance proceeds were to be held for Edythe’s
benefit, along with other beneficiaries, after she exercised her rights to the
securities.

e Dr. Gardner remarried in 1941, and Edythe did not remarry.

e Dr. Gardner paid $1,841.71 annually to the trustee for the life insurance
premiums.

Procedural History

e The Commissioner of Internal Revenue disallowed Dr. Gardner’s deduction of
the life insurance premiums for the 1945 tax year.
» Dr. Gardner petitioned the Tax Court for a redetermination of the deficiency.

Issue(s)

1. Whether the life insurance premiums paid by Dr. Gardner on policies held by a
trustee as security for alimony payments are deductible as alimony under
Section 23(u) of the Internal Revenue Code.
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Holding

1. No, because the former wife’s benefit under the life insurance policies was
primarily for security and her direct benefit was not sufficiently established.

Court’s Reasoning

The Tax Court relied on its prior decisions in Meyer Blumenthal, 13 T.C. 28 and
Lemuel Alexander Carmichael, 14 T.C. 1356, noting that the facts in Gardner’s case
were less favorable to the taxpayer than in Blumenthal. The court emphasized that
there was no clear showing to what extent, if any, Edythe would be a beneficiary of
the policies beyond their function as security. The court stated that “there is no
showing to what extent, if any, except for purposes of security, the wife would be a
beneficiary under any of the policies even if she survived decedent. Certainly her
interest could on the record be much less than that shown to have existed in the
Blumenthal case.” The court reasoned that because Edythe’s benefit was contingent
and indirect, the premiums did not qualify as deductible alimony payments. The
court highlighted the lack of a definitive right for Edythe to receive proceeds
directly, indicating that the primary purpose of the insurance was to secure the
alimony obligation rather than provide a direct benefit equivalent to alimony.

Practical Implications

This case clarifies that the deductibility of life insurance premiums as alimony
depends on the specific terms of the separation agreement and the degree to which
the former spouse directly benefits from the policies. To ensure deductibility, the
agreement should explicitly designate the former spouse as the primary beneficiary
with a non-contingent right to the proceeds, not merely as security for payments.
Attorneys drafting separation agreements should clearly define the beneficiary’s
rights to avoid ambiguity. This ruling has implications for tax planning in divorce
settlements, influencing how alimony obligations are structured and secured with
life insurance. Later cases would distinguish this ruling by emphasizing the specific
language used to create the separation agreements, and the clear intentions of the
parties involved.
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