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Campbell v. Commissioner, 15 T.C. 354 (1950)

Alimony payments made pursuant to a written agreement incident to a divorce are
deductible by the payor spouse under Section 23(u) of the Internal Revenue Code,
even if the agreement was entered into to facilitate the divorce, provided the legal
obligation arises from the marital relationship.

Summary

The Tax Court held that a husband could deduct alimony payments made to his
former wife under a written agreement, despite the agreement’s connection to their
divorce. The IRS argued the agreement was invalid under New York law because it
facilitated the divorce. The court disagreed, stating that the payments stemmed
from the marital relationship and were therefore deductible under Section 23(u) and
includible in the wife’s income under Section 22(k) of the Internal Revenue Code.
The court emphasized Congress’s intent for uniform treatment of alimony payments,
regardless of state law variations on contract interpretation.

Facts

The petitioner, Mr. Campbell, and his wife, Beulah, separated. Mr. Campbell wrote a
letter to Beulah outlining a financial settlement, including annual payments. Beulah
accepted the terms. Subsequently, Beulah moved to Florida and obtained a divorce.
Mr. Campbell then claimed deductions for alimony payments made to Beulah under
Section 23(u) of the Internal Revenue Code.

Procedural History

The Commissioner of Internal Revenue disallowed Mr. Campbell’s deductions for
alimony payments. Mr. Campbell petitioned the Tax Court for a redetermination of
the deficiency. The Tax Court reviewed the Commissioner’s determination.

Issue(s)

Whether the informal correspondence between the petitioner and his former1.
wife constitutes a “written instrument” within the meaning of Section 22(k) of
the Internal Revenue Code.
Whether the payments were made in discharge of a legal obligation incurred2.
under a written instrument as required by Section 22(k).

Holding

Yes, the letter from Mr. Campbell to Beulah constituted a written instrument1.
because Beulah accepted its terms.
Yes, the payments were made in discharge of a legal obligation because the2.
obligation arose out of the marital relationship, and the instrument was
incident to the divorce.
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Court’s Reasoning

The  court  relied  on  Floyd  W.  Jefferson,  13  T.C.  1092,  to  find  that  the  letter
constituted  a  written  instrument  because  it  was  signed  by  Mr.  Campbell  and
accepted by Beulah. Regarding the legal obligation, the court stated that Congress,
in enacting Section 22(k),  was focused on the legal  obligation arising from the
marital  or  family  relationship,  not  simply  a  legal  obligation  under  a  written
instrument. The court cited House Report No. 2333, stating that the section applies
where “the legal obligation being discharged arises out of the family or marital
relationship in  recognition of  the general  obligation to  support,  which is  made
specific by the instrument or decree.” The court further reasoned that disallowing
the deduction based on New York law (which the IRS argued made the agreement
void  as  against  public  policy)  would  undermine  Congress’s  intention  to  create
uniform tax treatment for alimony payments, irrespective of varying state laws. The
court  noted that  the spouses were already separated when the agreement was
made, and the letter did not explicitly condition payments on Beulah obtaining a
divorce. Citing Commissioner v. Hyde, 82 F.2d 174, the court acknowledged the
difficulty in distinguishing between illegal contracts and valid agreements made
while the parties are separated, which contemplate divorce but are not shown to be
an actual inducement to severing the marital relation.

Practical Implications

This case clarifies that the deductibility of alimony payments under Section 23(u)
and inclusion in the recipient’s income under 22(k) hinges on the origin of the
obligation in the marital relationship, not on the technical validity of the underlying
agreement under state contract law. Attorneys should focus on establishing that the
payments relate to spousal support obligations. The decision highlights the intent of
Congress to provide uniform tax treatment of alimony regardless of varying state
laws.  Later cases citing Campbell  often address whether an agreement is  truly
“incident to” a divorce and whether payments are indeed for support rather than
property  settlement.  This  case  remains  a  key  example  when  evaluating  the
deductibility of alimony payments tied to separation agreements.


