Brown v. Commissioner, 50 T. C. 865 (1968)

Alimony payments are not taxable to the recipient if the legal obligation to pay them
terminates under state law upon remarriage of the recipient.

Summary

In Brown v. Commissioner, the court addressed whether payments made by a former
husband to his ex-wife after her remarriage were taxable as alimony. The ex-wife,
Martha K. Brown, received payments in 1964 under a 1958 divorce decree, which
Virginia law mandated should cease upon her remarriage in 1964. The court held
that since there was no written instrument or property settlement agreement, the
payments were not taxable to Martha under Section 71(a) of the Internal Revenue
Code, as her ex-husband’s legal obligation to pay alimony ended upon her
remarriage per Virginia state law.

Facts

Martha K. Brown was divorced from James John Neate in 1958 by a decree from the
Virginia Circuit Court, which ordered Neate to pay $40 weekly for child support and
alimony. In 1964, Martha remarried James W. Brown, Jr. Despite her remarriage,
Neate continued making payments totaling $2,080 that year. Virginia law states that
alimony ceases upon the recipient’s remarriage. The IRS determined these
payments were taxable alimony to Martha. In 1967, the same court amended the
decree to remove the alimony component, leaving only child support obligations.

Procedural History

The IRS issued a deficiency notice to Martha and her new husband for 1964,
asserting the $2,080 should be included as taxable income. The Browns petitioned
the U. S. Tax Court, which ruled in their favor, determining that the payments were
not taxable alimony under Section 71(a).

Issue(s)

1. Whether payments made to Martha K. Brown by her former husband after her
remarriage were taxable as alimony under Section 71(a) of the Internal Revenue
Code?

Holding
1. No, because under Virginia law, Neate’s legal obligation to pay alimony to Martha
terminated upon her remarriage, thus the payments were not taxable under Section

71(a).

Court’s Reasoning
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The court’s decision hinged on the dual nature of Section 71(a), which taxes
payments either “imposed on” the husband under a decree or “incurred by” the
husband under a written instrument incident to divorce. Since there was no written
instrument or property settlement agreement, Neate’s obligation was solely that
imposed by the decree. Virginia law (Va. Code Ann. § 20-110) mandates that alimony
ceases upon remarriage. The court cited Foster v. Foster, where it was established
that a decree cannot extend alimony beyond what state law allows. The court
emphasized that without a separate agreement, the decree’s obligation ended with
Martha’s remarriage, making the payments nontaxable. The court rejected the IRS’s
reliance on cases involving property settlement agreements, noting their
inapplicability to the case at hand.

Practical Implications

This decision clarifies that when analyzing alimony payments for tax purposes,
practitioners must consider state law regarding the termination of alimony
obligations. It establishes that without a written instrument, a divorce decree’s
obligation to pay alimony ends according to state law, affecting how similar cases
should be approached. This ruling impacts legal practice by emphasizing the need to
review both state and federal law when advising clients on the tax implications of
divorce-related payments. It also has societal implications by potentially affecting
the financial decisions of divorced individuals considering remarriage. Subsequent
cases, like those involving written agreements, have distinguished this ruling by
focusing on the source of the obligation (decree vs. agreement).
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