33 T.C. 924 (1960)

The characterization of payments in a divorce decree as alimony or a property
settlement depends on the substance of the agreement, not its label, and payments
keyed to income and subject to termination upon death or remarriage are generally
considered alimony.

Summary

In Ryker v. Commissioner, the U.S. Tax Court addressed whether payments made to
a divorced wife were taxable alimony or a nontaxable property settlement. The
divorce decree stipulated that the husband would pay the wife a percentage of his
income, characterized as consideration for the division of community property. The
court, however, examined the substance of the agreement and found the payments
were alimony, considering the fluctuating nature of the payments tied to income, the
duration, and the contingencies of remarriage or death. The court emphasized that
the substance of the transaction, not the label, determined its tax treatment, and
that the payments met the definition of periodic alimony under the Internal Revenue
Code.

Facts

Ann Hairston Ryker and Herbert E. Ryker divorced. The parties entered into a
written agreement and divorce decree. The decree included provisions for
community property division and ordered the husband to pay the wife 25% of his
income. The payments were to continue for ten years and one month, ceasing upon
the wife’s remarriage or the death of either spouse. The decree stated that the
income payments were “in lieu of additional community property and as part of the
consideration for the division of the properties.” The Commissioner determined that
the payments were alimony and thus taxable to the wife. The wife argued that the
payments were part of a property settlement and not taxable.

Procedural History

The Commissioner of Internal Revenue determined a tax deficiency against Ann
Hairston Ryker. The case was brought before the U.S. Tax Court, which had to
determine if the payments received by Ryker were alimony, and therefore taxable
income, or part of a property settlement. The Tax Court ruled in favor of the
Commissioner, which resulted in the deficiency.

Issue(s)

1. Whether payments made to petitioner by her former husband pursuant to a
decree of divorce were includible in petitioner’s gross income under Section 22(k) of
the Internal Revenue Code of 1939, which concerned alimony.

Holding
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1. Yes, because the substance of the payments indicated alimony, despite their
characterization in the divorce decree.

Court’s Reasoning

The court stated that whether payments represent alimony or a property settlement
“turns upon the facts, and not upon any labels that may or may not have been placed
upon them.” The court looked beyond the language of the decree to the underlying
nature of the payments. The court noted that the payments were tied to the
husband’s income, which would fluctuate, and that the payments would cease upon
the wife’s remarriage or the death of either spouse. These were characteristics of
alimony. Additionally, the court cited that the initial agreement and the divorce
decree stipulated the payments as “alimony”. The court also recognized that the
parties may have intended to characterize the payments as property settlement to
prevent state court modification of the support obligations. The court found that the
wife had not proven that the community property was unequally divided to her
disadvantage.

Practical Implications

This case highlights the importance of substance over form in tax law. Lawyers must
carefully draft divorce decrees to reflect the true nature of the financial
arrangements. The court will analyze not just the wording, but the entire context of
the agreement, including any separate property agreements. This case is frequently
cited in tax law for distinguishing alimony from property settlements, and it informs
the analysis of support payments in many contexts including bankruptcy.
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