Engelhardt v. Commissioner, 60 T. C. 653 (1973)

Unallocated support payments made under a written separation agreement are
includable in the recipient’s gross income as alimony under IRC Section 71(a)(2),
regardless of enforceability under state law.

Summary

In Engelhardt v. Commissioner, the court held that unallocated payments made by
E. Earl Doyne to his former wife, Roberta Engelhardt, were taxable as alimony under
IRC Section 71(a)(2). The payments, made pursuant to a separation agreement that
survived their divorce decree, were deemed periodic and related to their marital or
family relationship. The decision emphasized that the tax consequences of such
payments are determined by the written instrument, not by subsequent judicial
orders that attempt to recharacterize them. This ruling clarified the tax treatment of
unallocated support payments under federal law, unaffected by state law
enforceability or later judicial modifications.

Facts

Roberta Engelhardt received unallocated support payments from her former
husband, E. Earl Doyne, under a separation agreement dated March 15, 1961. The
agreement, which survived their subsequent divorce, stipulated weekly payments of
$385 for Roberta and their three minor children. Upon Roberta’s remarriage in
1964, payments were reduced to $290 per week. In 1967 and 1968, two of the
children went to live with Doyne, prompting him to further reduce payments. In
1968, Doyne sought a court order to fix child support and eliminate alimony
payments to Roberta. The court ordered Doyne to pay child support, retroactively
effective from the date of reduced payments, but did not affect the tax consequences
of payments made prior to the court’s order.

Procedural History

The Engelhardts filed a petition with the Tax Court challenging the IRS’s
determination of deficiencies in their federal income taxes for 1965-1968, arguing
that the payments received from Doyne were not taxable as alimony. The Tax Court
ruled that the payments were taxable under IRC Section 71(a)(2).

Issue(s)

1. Whether unallocated support payments made under a written separation
agreement that survives a divorce decree are includable in the recipient’s gross
income as alimony under IRC Section 71(a)(2).

2. Whether subsequent judicial orders can retroactively affect the tax treatment of
payments made under the separation agreement.
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Holding

1. Yes, because the payments were periodic and made under a written separation
agreement due to the marital or family relationship, as intended by IRC Section
71(a)(2).

2. No, because the tax consequences of payments made prior to the court’s order
are governed by the terms of the written instrument, not by subsequent judicial
reformation.

Court’s Reasoning

The court applied IRC Section 71(a)(2), which includes in the recipient’s gross
income periodic payments made under a written separation agreement due to the
marital or family relationship. The court emphasized that this section applies
regardless of whether the agreement is enforceable under state law. The
Engelhardts’ separation agreement clearly provided for periodic payments that were
unallocated but related to the support of Roberta and their children. The court
rejected the argument that only Section 71(a)(1) applied because the agreement was
incident to divorce, noting that Section 71(a)(2) was designed to extend tax
treatment to payments under separation agreements not necessarily tied to a
divorce decree. Furthermore, the court cited legislative history and prior cases to
support its conclusion that the tax treatment of payments is determined by the
written instrument at the time of payment, not by subsequent judicial actions
attempting to recharacterize them. The court distinguished between payments made
before and after the New Jersey court’s order, holding that only post-order payments
were specifically for child support and thus not taxable under Section 71(b).

Practical Implications

This decision clarifies that unallocated support payments made under a written
separation agreement are taxable as alimony under federal tax law, regardless of
their characterization under state law or subsequent judicial orders. Attorneys
drafting separation agreements should clearly specify whether payments are for
alimony or child support to avoid ambiguity and potential tax disputes. The ruling
underscores the importance of the written instrument in determining tax
consequences, highlighting that parties cannot rely on courts to retroactively alter
the tax treatment of payments already made. Subsequent cases, such as
Commissioner v. Lester, have continued to apply this principle, emphasizing the
primacy of the separation agreement’s terms in tax matters. This case also serves as
a reminder to taxpayers and their advisors to consider the federal tax implications of
separation agreements independently of state law enforceability.
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