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Sheeley v. Commissioner, 59 T. C. 531, 1973 U. S. Tax Ct. LEXIS 188, 59 T.
C. No. 51 (1973)

Oral  agreements  between  divorced  parents,  even  when  recorded  in  court
transcripts, do not satisfy the requirement for a “written agreement” under I. R. C. §
152(e)(2)(A)(i) for dependency exemptions.

Summary

In Sheeley v.  Commissioner,  the U. S.  Tax Court ruled that an oral  agreement
between divorced parents, recorded in a court transcript but not included in the
final  divorce  decree,  did  not  meet  the  statutory  requirement  of  a  “written
agreement” necessary for the noncustodial parent to claim dependency exemptions.
Vernon Sheeley, the petitioner, sought to claim exemptions for his three children
based on an oral agreement made during a Montana court proceeding to modify his
divorce decree. However, the court held that without a formal written agreement,
Sheeley was not entitled to the exemptions, emphasizing the need for certainty in
tax law as intended by Congress.

Facts

Vernon L. Sheeley was divorced from Katherine E. Sheeley in California in 1966,
with a decree requiring him to pay alimony and child support. In 1968, Katherine
sued Vernon in Montana to secure a lien on property and collect past-due alimony.
An agreement was reached during the proceedings, where Vernon would transfer
property to Katherine in exchange for release from alimony obligations. Additionally,
an oral agreement was made, and recorded in the transcript, allowing Vernon to
claim  dependency  exemptions  if  he  continued  making  child  support  payments.
However, this oral agreement was explicitly excluded from the final court order.

Procedural History

Vernon  Sheeley  filed  a  timely  federal  income  tax  return  for  1968,  claiming
dependency exemptions for his three children. The IRS disallowed these exemptions,
leading Sheeley to petition the U. S. Tax Court. The court reviewed the case based
on stipulated facts and the transcript from the Montana proceeding.

Issue(s)

1. Whether statements recorded in a court transcript during a divorce modification
proceeding constitute a “written agreement between the parents” under I. R. C. §
152(e)(2)(A)(i), allowing the noncustodial parent to claim dependency exemptions.

Holding

1.  No,  because  the  plain  language  of  the  statute  requires  a  formal  written
agreement, and the recorded oral statements do not meet this requirement.
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Court’s Reasoning

The court  emphasized  the  importance  of  statutory  language and Congressional
intent to provide certainty in tax law regarding dependency exemptions. The court
noted that the requirement for a “written agreement” under I. R. C. § 152(e)(2)(A)(i)
was not met by the oral agreement recorded in the Montana court transcript. The
court distinguished this case from Prophit, where the noncustodial parent provided
over half of the children’s support, which was not the case here. The court also
highlighted  that  the  oral  agreement  was  intentionally  excluded  from  the  final
decree, further supporting its decision that no written agreement existed.

Practical Implications

This  decision  underscores  the  necessity  for  divorced  parents  to  formalize  any
agreement regarding dependency exemptions in writing. Practitioners should advise
clients to ensure such agreements are clearly documented and incorporated into
divorce decrees or separate written agreements to avoid disputes with the IRS. The
ruling impacts how attorneys draft divorce agreements, emphasizing the inclusion of
all  relevant  terms in written form. For businesses and individuals  dealing with
divorce and tax planning, this case illustrates the potential tax consequences of
failing  to  meet  statutory  requirements.  Subsequent  cases  have  followed  this
precedent, reinforcing the strict interpretation of “written agreement” in tax law.


