22 T.C. 100 (1954)

Payments made by a divorced spouse for the support of their minor children, even if
initially designated for both the spouse and children, are not taxable income to the
spouse if a court subsequently clarifies that the payments were intended solely for
child support.

Summary

The United States Tax Court addressed whether a divorced woman was required to
include in her gross income payments received from her former husband for the
support of their children. Initially, the divorce decree ambiguously stated the
payments were for the support of the woman and their children. Later, a court order
clarified the payments were solely for the children’s support, retroactively amending
the original decree. The Tax Court held that these payments were not taxable
income for the woman, distinguishing the case from prior rulings where state court
modifications attempted to alter the parties’ tax obligations retroactively. The court
focused on the intent of the original decree and the purpose of the corrective order.

Facts

Velma B. Vargason (Petitioner) divorced her husband, Alfred William Barteau, in
January 1946. The divorce decree ordered Barteau to pay $22 per week for the
support of “herself and the issue of this marriage.” The Petitioner was employed and
did not require the support. She remarried in May 1946. In 1950, after a revenue
agent’s report questioned her 1947 income tax, the Petitioner sought a court order
to clarify the original divorce decree. The New York Supreme Court issued an order
on November 5, 1950, amending the original decree retroactively to January 29,
1946, specifying that the $22 per week was for the support of the three children.
The Commissioner of Internal Revenue determined a deficiency in Petitioner’s
income tax for 1947, including the child support payments as taxable income.

Procedural History

The case originated with a determination of a tax deficiency by the Commissioner of
Internal Revenue. The Petitioner then brought the case before the United States Tax
Court, challenging the Commissioner’s inclusion of child support payments in her
gross income. The Tax Court ruled in favor of the petitioner, and the Commissioner
did not appeal.

Issue(s)

Whether payments received by the petitioner from her divorced husband,
designated as support for “herself and the issue” but later clarified as solely for the
support of the children through a retroactive court order, are includible in the
petitioner’s gross income under Section 22(k) of the Internal Revenue Code.
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Holding

No, because the payments were for the support of the minor children, as clarified by
the subsequent court order, and therefore not includible in the petitioner’s gross
income.

Court’s Reasoning

The court relied on Section 22(k) of the Internal Revenue Code, which states that
child support payments are not considered income for the receiving spouse. The
court examined the facts to ascertain the intent of the original decree and the
subsequent clarification. The court found that the modification made by the New
York Supreme Court was to correct a mistake in the original decree and not to
change the substantive rights of the parties. The court distinguished this case from
cases where retroactive state court decrees attempted to change federal tax
liabilities for prior years. The court found the Sklar case, in which a similar scenario
was evaluated, to be controlling and determined the payments were for the
children’s support only.

Practical Implications

This case is important for determining the taxability of alimony versus child support.
The court emphasizes that the substance of the payments, and the intent behind
them, governs their tax treatment. Where a divorce decree is ambiguous, this case
suggests that obtaining a clarifying order from the divorce court, even retroactively,
may be crucial. The court’s focus on the intent of the original order and the purpose
of the corrective order indicates that, in similar scenarios, courts will likely look
beyond the literal wording of the decree to the underlying facts and intentions.
Practitioners should advise clients to ensure divorce decrees clearly delineate child
support from spousal support to avoid tax disputes. The court’s ruling also
underscores the need to promptly correct any errors in divorce decrees.
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