30 T.C. 965 (1958)

Payments made by a third party on behalf of another, which constitute alimony
under a divorce decree, cannot be considered as support provided by the third party
for purposes of claiming dependency exemptions.

Summary

In Brewer v. Commissioner, the U.S. Tax Court addressed whether a grandfather
could claim dependency exemptions for his daughter-in-law and grandchildren when
he made alimony payments on behalf of his son, as required by the son’s divorce
decree. The court held that because the payments were legally considered alimony
made on the son’s behalf, they did not qualify as support provided by the
grandfather, and thus, he could not claim the exemptions. The court emphasized
that the substance of the transaction, i.e., the alimony obligation, determined the tax
consequences, irrespective of who physically made the payments.

Facts

Arthur J. Brewer’s son, Charles, was divorced from Jonnie McNeese Brewer. The
divorce decree mandated that Charles pay alimony to Jonnie. Due to financial
difficulties, Charles was unable to make the payments. Arthur Brewer, the father,
made the alimony payments to Jonnie’s attorney on behalf of Charles. These
payments constituted more than half of the support for Jonnie and her two children.
Arthur sought to claim dependency exemptions for Jonnie and the children on his tax
return, which the IRS disallowed.

Procedural History

The IRS disallowed Arthur Brewer’s dependency exemptions. Brewer petitioned the
United States Tax Court challenging the IRS’s determination.

Issue(s)

1. Whether the payments made by Arthur Brewer on behalf of his son, Charles,
constituted alimony, thereby precluding Arthur from claiming dependency
exemptions for his daughter-in-law and grandchildren?

Holding

1. Yes, because the court determined that the payments were alimony made by
Arthur Brewer on behalf of his son, the payments did not constitute support
provided by Arthur, and he was therefore not entitled to the dependency
exemptions.

Court’s Reasoning
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The court focused on the nature of the payments and the legal obligations they
fulfilled. The divorce decree clearly established an alimony obligation. Even though
Arthur Brewer made the payments, he did so on behalf of his son, who was legally
obligated to pay alimony. The court found that the payments were alimony and the
fact that the grandfather made the payments rather than the son did not change
this. The receipts for payments were made out in the son’s name, marked as
alimony, and made at the times specified by the divorce decree. Furthermore, under
relevant tax law, payments considered alimony cannot be considered as support
provided by the payer for dependency purposes. The court cited prior cases to
support its conclusion. The court noted that if the son had made the payments
directly, he could not have claimed the exemption.

Practical Implications

This case highlights the importance of carefully analyzing the substance of financial
transactions for tax purposes, particularly in family law contexts. It illustrates that
the source of funds is not the determinative factor; instead, the legal nature of the
obligation being fulfilled controls the tax consequences. Lawyers and taxpayers
should consider:

» Whether payments are made to satisfy a legal obligation of another party.

» The implications of divorce decrees or other legal instruments that govern the
nature of payments.

» That merely providing funds to another party does not automatically create a
claim for dependency exemptions.

 Similar cases would likely involve a determination of whether the payments
constitute support versus the satisfaction of another’s legal obligations.
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