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Price v. Commissioner, 49 T. C. 676 (1968)

Alimony payments are not deductible under IRC Section 71 if they are installment
payments  of  a  fixed  principal  sum  payable  over  less  than  10  years  without
contingencies affecting the total amount.

Summary

In  Price  v.  Commissioner,  the  Tax  Court  ruled  that  monthly  payments  from a
husband to his former wife, as part of a divorce settlement, were not deductible as
alimony under  IRC Section  71.  The  payments  were  installment  payments  on  a
$23,000 promissory note to be paid over 6. 5 years unless reduced due to a change
in  child  custody.  The  court  held  that  these  payments  were  not  subject  to
contingencies that would alter the principal sum, and thus did not qualify as periodic
payments under the statute. The decision underscores the importance of the terms
of divorce agreements in determining tax treatment of payments, particularly the
presence of contingencies and the duration over which payments are to be made.

Facts

William D. Price, Jr. and Clara Price, in contemplation of divorce, entered into a
property settlement agreement on February 16, 1962. The agreement included a
$23,000 promissory note from William to Clara, payable at $300 per month, with a
provision allowing for prepayment without penalty. The note was secured by a life
insurance policy on William’s life. The agreement also allowed for a reduction in
monthly payments if custody of their children changed to Clara, equivalent to 50% of
child support payments. The divorce was finalized on February 19, 1962, and the
settlement agreement was incorporated into the divorce decree.

Procedural History

William Price sought to deduct the payments made to Clara in 1962 and 1963 as
alimony on his federal income tax returns. The Commissioner of Internal Revenue
disallowed these deductions, leading to a deficiency notice. Price then petitioned the
United States Tax Court, which heard the case and issued its decision on March 26,
1968.

Issue(s)

1. Whether the monthly payments of $300 from William Price to Clara Price qualify
as periodic payments deductible as alimony under IRC Section 71(a).
2. Whether the terms of the divorce settlement agreement allow for the payments to
be made over a period exceeding 10 years from the date of the agreement, as
specified in IRC Section 71(c)(2).

Holding
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1.  No,  because  the  payments  were  installment  payments  discharging  a  fixed
obligation of $23,000, and were not subject to contingencies that would alter the
principal sum.
2. No, because Price failed to show that the terms of the agreement allowed for the
payments to extend beyond 10 years from the date of the agreement.

Court’s Reasoning

The court applied IRC Section 71(c)(1), which excludes from periodic payments any
installment payments of a fixed obligation. The agreement specified a principal sum
of $23,000 to be paid in installments, which did not meet the statutory definition of
periodic payments.  The court also considered the regulations under Section 71,
which state that payments are not considered installment payments if subject to
contingencies such as death, remarriage, or change in economic status. However,
the court found that the contingency in this case (change in child custody) did not
affect  the total  amount to be paid but only the timing of  payments.  The court
emphasized that the terms of the agreement itself must show that the principal sum
could be paid over more than 10 years to qualify under Section 71(c)(2), and Price
failed to provide evidence of this, such as the ages of the children or potential
changes in custody conditions.

Practical Implications

This decision affects how divorce agreements are structured to achieve desired tax
outcomes. It highlights the necessity of including contingencies that could alter the
total  amount  payable  to  qualify  payments  as  periodic  under  Section  71.  For
practitioners,  it  underscores the importance of  carefully  drafting agreements to
meet the statutory requirements for alimony deductions. The case also illustrates
the need for clear evidence regarding the potential  duration of payments when
relying  on  Section  71(c)(2).  Subsequent  cases  have  applied  this  ruling  in
determining the tax treatment of similar divorce-related payments, emphasizing the
significance of the agreement’s terms in tax planning.


