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Williams v. Commissioner, 51 T. C. 346 (1968); 1968 U. S. Tax Ct. LEXIS 15

Civil service retirement income is apportioned as community property based on the
proportion of service time spent in community property states.

Summary

W. F.  Williams,  a  retired federal  employee,  argued that  his  entire civil  service
retirement annuity should be classified as community property because he was
domiciled in Arizona, a community property state, at the time of his retirement. The
Commissioner contended that the annuity should be apportioned based on the time
Williams spent working in community property states during his career. The U. S.
Tax Court agreed with the Commissioner, holding that the retirement income should
be apportioned as community property in proportion to the time spent in community
property states.  This ruling impacts how retirement income is  allocated for tax
credit purposes in community property jurisdictions, ensuring that only the portion
earned during domicile in such states is treated as community property.

Facts

Walter F. Williams, a retired civil servant, had over 30 years of federal service. He
was married and domiciled in community property states for approximately 20% of
his career, with the remainder in non-community property states. At the time of his
retirement on October 31, 1960, Williams was domiciled in Arizona, a community
property state. He reported his 1964 retirement pay as community property and
claimed a retirement income credit based on this classification. The Commissioner
challenged this, asserting that only the portion of the annuity attributable to service
in community property states should be considered community property.

Procedural History

Williams filed a joint income tax return for 1964 and reported his retirement income
as  community  property.  The  Commissioner  determined  a  deficiency  in  the  tax
return, leading Williams to file a petition with the U. S. Tax Court. The court heard
the case and issued a decision on December 11, 1968.

Issue(s)

1.  Whether  the  entire  civil  service  retirement  annuity  received  by  a  federal
employee  who  was  domiciled  in  a  community  property  state  at  the  time  of
retirement should be classified as community property.
2. Whether the retirement annuity should be apportioned as community property
based on the  proportion of  the  employee’s  federal  service  spent  in  community
property states.

Holding
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1. No, because the retirement annuity represents earnings over the entire period of
service, not just the time of receipt.
2.  Yes,  because  the  retirement  income  is  acquired  over  time  and  should  be
apportioned as community property based on the proportion of service time spent in
community property states.

Court’s Reasoning

The court reasoned that the retirement annuity is a form of deferred compensation
for services rendered over time. As such, it should be treated as community property
only to the extent that it was earned during the time the employee was domiciled in
a  community  property  state.  The  court  applied  general  community  property
principles, stating that the annuity must be apportioned based on the ratio of time
spent in community property states to the total service time. The court distinguished
this case from Wilkerson, noting that military pensions are different because they
are not contributions to a fund. The court rejected Williams’ argument that the
commingling of funds should result in all  income being classified as community
property, as the separate property was easily identifiable.

Practical Implications

This decision sets a precedent for how civil service retirement annuities should be
apportioned  in  community  property  states.  Attorneys  advising  clients  on  tax
planning in  these  jurisdictions  must  consider  the  proportion of  service  time in
community property states when calculating retirement income credits. The ruling
also affects estate planning and divorce proceedings, as the apportionment method
impacts the division of assets. Subsequent cases, such as In re Marriage of Brown,
have applied this apportionment method, while others, like Miller v. Commissioner,
have distinguished it  based on different types of  retirement benefits.  This  case
underscores  the  importance  of  domicile  history  in  determining  the  community
property status of retirement income.


