Young v. Commissioner, 58 T. C. 629 (1972)

Alimony payments are considered installment payments and not includable in the
recipient’s income if the total period for payment does not exceed 10 years, even if
modified by subsequent agreements.

Summary

In Young v. Commissioner, the court addressed whether alimony payments made
under a divorce decree and subsequent agreement should be classified as periodic
or installment payments for tax purposes. George Wallace was ordered to pay his ex-
wife, Glendora Young, $41,650 in alimony over less than 10 years. Due to payment
issues, a later agreement modified the payment schedule but did not extend it
beyond 10 years. The Tax Court held that payments made in 1966 and 1967 were
installment payments, not includable in Glendora’s income nor deductible by
George, as they were not to be paid over a period exceeding 10 years from the
original decree. This case clarifies that subsequent agreements modifying payment
schedules do not automatically alter the tax treatment of alimony if the total
payment period remains within 10 years.

Facts

George and Glendora Wallace were divorced in June 1963, with George ordered to
pay Glendora $41,650 in alimony over less than 10 years in monthly installments of
$350. By December 1964, George was behind on payments and faced contempt
charges. The parties then agreed to modify the payment schedule to $250 per month
until their minor child reached majority or was emancipated, then increasing to
$400 per month, ensuring payment completion within the original 10-year period.
Payments in question were made in 1966 and 1967.

Procedural History

The Tax Court consolidated cases involving tax deficiencies determined by the
Commissioner against both George and Glendora for the years 1966 and 1967.
George claimed deductions for the payments, while Glendora did not report them as
income. The court heard the cases and decided in favor of Glendora, holding the
payments were installment payments, not includable in her income and not
deductible by George.

Issue(s)

1. Whether the alimony payments made in 1966 and 1967 were periodic payments
under Section 71(a) of the Internal Revenue Code and thus includable in Glendora’s
gross income and deductible by George under Section 215(a).

2. Whether the payments made under the original decree and subsequent
agreement should be tacked together to determine if the total period exceeded 10
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years under Section 71(c)(2).
Holding

1. No, because the payments were installment payments, not periodic payments, as
they were part of a principal sum to be paid over a period not exceeding 10 years.

2. No, because payments made under the original decree cannot be tacked onto
those made under the subsequent agreement to extend the period beyond 10 years,
and the agreement itself did not allow for payments extending beyond 10 years.

Court’s Reasoning

The court applied the Internal Revenue Code’s Section 71, which distinguishes
between periodic and installment alimony payments. The original decree specified a
principal sum to be paid in installments over less than 10 years, which the court
held was not modified by the subsequent agreement to extend the payment period.
The court emphasized that the possibility of a contingency extending the payment
period must be explicitly provided in the agreement to affect the tax treatment
under Section 71(c)(2). The court rejected George’s argument that the premature
death of the minor child could extend the payment period, as this was not mentioned
in the agreement. The court also noted that the parties did not intend to change the
tax consequences of the original arrangement through the subsequent agreement.

Practical Implications

This decision underscores the importance of clearly defining alimony payment terms
to ensure they fall within the 10-year rule for installment payments. Practitioners
should advise clients to carefully draft any modifications to alimony agreements, as
subsequent agreements do not automatically change the tax treatment of payments
if the total period remains within 10 years. This case impacts how alimony
agreements are structured and negotiated, ensuring that tax implications are
considered and clearly documented. Later cases, such as those dealing with the
modification of alimony agreements, often reference Young v. Commissioner to
determine the tax treatment of modified payment schedules.
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