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22 T.C. 275 (1954)

Payments made by a husband to his former wife, pursuant to a divorce settlement
agreement, are not deductible by the husband and are not taxable to the wife if they
are determined to be in consideration for the wife’s community property interest,
rather than in the nature of alimony or support.

Summary

In a dispute over federal income taxes, the U.S. Tax Court considered whether
payments  made  by  John  Thompson  to  his  ex-wife,  Corinne  Thompson,  were
deductible by John and taxable to Corinne. The payments stemmed from a divorce
settlement where Corinne relinquished her community property interest in certain
corporate stocks. The Court found that the payments were for Corinne’s share of the
community  property,  based  on  the  settlement  agreement’s  language  and  the
circumstances, and not in lieu of alimony or for support. Therefore, John could not
deduct these payments, and Corinne was not required to include them in her taxable
income. The Court distinguished this case from prior rulings where payments were
deemed alimony based on the facts of the agreement.

Facts

John and Corinne Thompson divorced in January 1948. Before the divorce, they
executed a settlement agreement dividing their community property. The agreement
stated  the  Thompsons  were  separated,  and  intended  to  divorce.  Under  the
agreement,  Corinne  was  to  receive  the  family  home,  furnishings,  a  car,  and
$138,000 in  payments.  In  exchange,  she released her  interest  in  the stocks of
several corporations controlled by John. The $138,000 was to be paid in monthly
installments,  and  secured  by  corporate  stock.  John  claimed these  payments  as
deductions  on  his  federal  income tax  returns,  characterizing  them as  alimony.
Corinne did not include the payments as income, considering them distributions of
her share of community property. The Commissioner of Internal Revenue disallowed
John’s deductions and assessed deficiencies against Corinne for failing to report the
payments as income.

Procedural History

The Commissioner determined deficiencies in income tax for both John and Corinne
Thompson  for  the  years  1949,  1950,  and  1951.  John  and  Corinne  separately
petitioned the U.S. Tax Court to challenge the Commissioner’s determinations. The
cases were consolidated for trial and decision.

Issue(s)

1. Whether payments made by John Thompson to Corinne Thompson pursuant to a
settlement  agreement  incident  to  their  divorce  are  deductible  by  John  under
Sections 22(k) and 23(u) of the Internal Revenue Code.
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2. Whether payments received by Corinne Thompson from John Thompson pursuant
to a settlement agreement incident to their divorce are taxable to Corinne under
Section 22(k) of the Internal Revenue Code.

Holding

1. No, because the payments were in consideration for Corinne’s transfer of her
community property interest in the corporate stocks and not in the nature of alimony
or support.

2. No, because the payments were in consideration for Corinne’s transfer of her
community property interest in the corporate stocks and were not alimony.

Court’s Reasoning

The Court focused on the nature of the payments as determined by the terms of the
settlement agreement. The agreement explicitly detailed a division of community
property,  with  the  $138,000  representing  Corinne’s  share  of  the  value  of  the
corporate stocks. The Court emphasized that the agreement did not refer to support,
maintenance,  or  alimony.  Although extrinsic  evidence  could  be  considered,  the
Court  found that  John’s  testimony about  his  intent  to  provide support  was not
credible and was contradicted by Corinne. The Court distinguished this case from
prior cases,  such as Hogg  and Brown,  where the circumstances suggested that
payments  were,  in  fact,  for  support  or  in  lieu of  alimony.  The court  relied on
language in the agreement where it referred to the value of the stocks and how the
value of the stocks formed the basis of the settlement. The Court concluded that the
parties intended the payments to be consideration for Corinne’s community property
interest, not for support. “We think the payments received by Corinne were plainly
in consideration of her property interest in the stocks and were not in lieu of alimony
or in the nature of alimony.”

Practical Implications

This  case  underscores  the  importance  of  carefully  drafting  divorce  settlement
agreements to clearly specify the nature of payments. When representing clients in
divorce cases involving community property, attorneys must draft agreements to
reflect  the  parties’  true  intentions,  whether  the  payments  are  for  a  property
settlement or for spousal support. Language that details the division of assets and
ties payments to the value of those assets is essential. Furthermore, it’s vital to
gather evidence to  support  the characterization of  the payments  as  a  property
settlement or alimony. This case can be cited to establish the rule that when the
intent  is  to  settle  property  rights,  the payments  are not  deductible  or  taxable.
Attorneys should advise their clients on the tax implications of divorce settlements,
including the distinction between property settlements and alimony, based on the
language of the agreement and the intentions of the parties. This distinction will
affect the tax liability of both parties involved in the divorce. The court noted, “We



© 2025 SCOTUSreports.com. All rights reserved. | 3

do not think the facts which formed the basis for the holdings in the above cited
cases are present here.”


