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Crouser v. Commissioner, 73 T. C. 1113 (1980)

Payments to a former spouse for the settlement of property rights are not deductible
as alimony, even if they resemble periodic payments.

Summary

In Crouser v. Commissioner, the U. S. Tax Court ruled that weekly payments made
by Clyde Crouser to his former wife, Betty, were not deductible as alimony under
IRC Sec. 215. The court found that the payments were part of a property settlement
to discharge specific debts, rather than periodic alimony. Despite being paid weekly,
the total obligation was calculable and did not extend beyond 10 years, disqualifying
them  from  periodic  payment  status.  The  decision  underscores  the  distinction
between property settlements and alimony for tax purposes, impacting how similar
future cases are analyzed.

Facts

Clyde Crouser was ordered by an Ohio court to pay his former wife, Betty, $125 per
week following their divorce in 1973. These payments were designated to cover
specific  debts  totaling  $18,939.  09  related  to  property  awarded  to  Betty.  The
payments were to continue until the debts were paid or further order was issued. In
1975, Clyde paid $6,375 to Betty, but not all was used to pay the designated debts.
By 1976, the total specified debt amount had been paid, and the payment obligation
was terminated.

Procedural History

Clyde and Dorothy Crouser (Clyde’s new wife) filed a petition with the U. S. Tax
Court challenging the IRS’s disallowance of a $6,500 alimony deduction for 1975.
The IRS argued that the payments were for a property settlement and not alimony,
hence non-deductible. The Tax Court sided with the IRS, holding that the payments
were for property settlement.

Issue(s)

1. Whether the weekly payments made by Clyde to Betty were periodic payments
deductible under IRC Sec. 215 and includable in Betty’s income under IRC Sec.
71(a).
2.  Whether  the  payments  were  contingent  and  in  the  nature  of  support,  thus
qualifying under the special rule of Treas. Reg. Sec. 1. 71-1(d)(3).

Holding

1. No, because the payments discharged a principal sum specified in the divorce
decree, and the total amount was payable within less than 10 years, not qualifying
as periodic payments under IRC Sec. 71(c)(1) and (c)(2).
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2. No, because the payments were not subject to any contingencies and were not in
the nature of support; thus, the special rule under Treas. Reg. Sec. 1. 71-1(d)(3) did
not apply.

Court’s Reasoning

The  court  applied  IRC  Sec.  71,  distinguishing  between  periodic  alimony  and
property settlement payments.  It  determined that  the payments were part  of  a
property settlement, as they were designated to clear specific debts tied to property
awarded to Betty. The court noted that the total obligation was calculable and would
be  paid  within  less  than  10  years,  disqualifying  them  from  periodic  payment
treatment under IRC Sec. 71(c)(2).  The court also found that the “until  further
order” clause did not reserve jurisdiction to modify the payments, as Ohio law does
not allow modification of property settlements. Furthermore, the court rejected the
argument that the payments were for support,  emphasizing that they were not
contingent on events like death or remarriage, nor were they intended for support
as per the divorce decree. The court cited precedent like Kent v. Commissioner to
support its analysis.

Practical Implications

This  decision  clarifies  the  tax  treatment  of  payments  designated  for  property
settlements versus alimony. Practitioners must carefully draft divorce agreements to
specify whether payments are for support or property division, as this affects their
tax treatment. The ruling may lead to more precise language in divorce decrees to
ensure payments qualify for desired tax outcomes. It also impacts how taxpayers
and the IRS analyze similar cases, emphasizing the importance of the nature of
payments and the total obligation period. Subsequent cases have cited Crouser to
differentiate between deductible alimony and non-deductible property settlements,
affecting tax planning in divorce situations.


