23 T.C. 161 (1954)

Alimony payments are classified as either periodic (deductible) or installment (not
deductible), depending on whether a fixed principal sum is specified and payable
within a period of less than ten years.

Summary

The Commissioner of Internal Revenue disallowed Clark Baker’s deductions for
alimony payments to his ex-wife, claiming they were installment payments of a fixed
sum rather than deductible periodic payments. The Tax Court agreed, ruling that the
divorce decree, which specified payments of $50 per week for five years, established
a fixed principal sum, even if the parties didn’t intend it that way. The court held
that regardless of the parties’ intent, the payments were installment payments of a
principal sum payable within ten years and thus non-deductible. The possibility of
the payments ceasing upon remarriage did not alter this conclusion.

Facts

Clark J. Baker made payments to his divorced wife, Edith M. Baker, pursuant to a
divorce decree. The decree ordered Baker to pay $50 per week for five years for her
support and maintenance. The divorce decree was based on a separation agreement
that also provided for the payments. Baker claimed these payments as deductible
alimony under sections 22(k) and 23(u) of the Internal Revenue Code of 1939. The
Commissioner disallowed the deductions, arguing they were installment payments.
Baker contended that because no principal sum was explicitly stated and because
the payments would cease upon remarriage, they should be considered periodic.

Procedural History

The Commissioner determined deficiencies in Baker’s income tax. Baker petitioned
the Tax Court, asserting the payments were deductible. The Commissioner moved to
dismiss the petition, arguing that even accepting the facts as alleged, the payments
were not deductible. The Tax Court heard arguments on the motion, but Baker did
not amend the petition. The Tax Court sided with the Commissioner and dismissed
Baker’s petition.

Issue(s)

1. Whether payments ordered by a divorce decree to be made for a specific period
(less than 10 years) are considered installment payments of a fixed sum, even if the
parties did not intend them as such.

2. Whether the possibility of alimony payments ceasing upon the wife’s remarriage
prevents the payments from being considered installment payments of a fixed sum.

Holding
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1. Yes, because the decree specified a fixed amount payable over a defined period
within ten years, the payments are installment payments, regardless of the parties’
intent. The decree stated, “Ordered, Adjudged and Decreed, that the defendant shall
pay to the plaintiff, the sum of $50.00 per week for five (5) years from January 4,
1951, for her support and maintenance.”

2. No, because the potential for payments to cease upon remarriage does not change
the classification of the payments as installment payments of a fixed sum, as set
forth in the cases cited.

Court’s Reasoning

The Tax Court focused on the statutory definition of alimony payments in the
Internal Revenue Code of 1939, specifically sections 22(k) and 23(u). The court
determined that regardless of the parties’ intent, the divorce decree’s specification
of payments of $50 per week for five years established a principal sum. It reasoned
that the decree explicitly set out the amount to be paid and the duration of the
payments, placing it within the definition of installment payments of a fixed sum,
which are not deductible. The court cited prior cases, such as Estate of Frank P.
Orsatti, that established this principle. The court rejected Baker’s argument that the
payments could be considered periodic, even with the New York law’s provision for
cessation upon remarriage, citing James M. Fidler as authority that potential
termination based on a contingency does not alter the nature of the payment. The
court quoted the decree which stated, “Ordered, Adjudged and Decreed, that the
defendant shall pay to the plaintiff, the sum of $50.00 per week for five (5) years
from January 4, 1951, for her support and maintenance.” This was the key piece of
information the court relied on in its analysis.

Practical Implications

This case is fundamental in tax law related to alimony payments. It establishes a
bright-line rule: if a divorce decree specifies a fixed amount of alimony to be paid
over a period of less than ten years, those payments are classified as installment
payments, regardless of the parties’ intent. The case also underscores the
importance of the language used in divorce decrees and separation agreements.
Practitioners must draft these documents carefully to reflect the desired tax
consequences. Alimony payments are generally deductible by the payor and
includible in the income of the recipient if properly structured as periodic, not as
installment payments of a principal sum. Subsequent cases and IRS rulings continue
to follow this principle, emphasizing the necessity of clearly defining payment terms
to achieve the desired tax treatment. The rule in this case is still good law and
practitioners must understand its implications when advising clients about divorce
settlements and tax planning.
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