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Widmer v. Commissioner, 75 T. C. 405 (1980)

Payments labeled as “alimony” in a divorce decree may be considered a property
settlement for tax purposes if they are intended to divide marital assets rather than
provide ongoing support.

Summary

In Widmer v. Commissioner, the U. S. Tax Court determined that payments labeled
as “alimony” in a divorce decree were actually a property settlement under Indiana
law, making them non-deductible for the payer and non-taxable for the recipient.
The case centered on Leroy Widmer’s post-divorce payments to Joan M. Nielander,
which were set at $4,000 annually for 15 years. The court examined the decree’s
language,  the  circumstances  at  the  time  of  the  divorce,  and  Indiana’s  legal
treatment of  alimony to conclude that  these payments constituted a division of
marital property rather than support.

Facts

Leroy  Widmer  and  Joan  M.  Nielander  divorced  in  1971  with  a  net  worth  of
approximately  $195,000.  The  divorce  decree  awarded  Mrs.  Nielander  certain
property and mandated Mr. Widmer to pay her $60,000 over 15 years in quarterly
installments of $1,000, labeled as “alimony. ” These payments were secured by a
lien on one of the couple’s farm properties and were to continue regardless of either
party’s  death  or  Mrs.  Nielander’s  remarriage.  The  decree  also  required  Mrs.
Nielander to assign her interest in jointly held stock to Mr. Widmer.

Procedural History

The Commissioner of Internal Revenue issued statutory notices in 1978, challenging
the tax treatment of the payments for the years 1974 and 1975. Both parties filed
petitions, which were consolidated for trial and disposition by the U. S. Tax Court.
The court’s decision focused solely on whether the payments constituted alimony or
a property settlement.

Issue(s)

1. Whether the payments from Mr. Widmer to Mrs. Nielander, labeled as “alimony”
in the divorce decree, constitute a property settlement under Indiana law, and thus
are neither deductible by Mr. Widmer nor taxable to Mrs. Nielander.

Holding

1. Yes, because the court found that the payments were intended as a division of
property rather than ongoing support,  based on the decree’s language and the
circumstances surrounding the divorce.
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Court’s Reasoning

The Tax Court  examined the divorce decree and the trial  court’s  supplemental
opinion to determine the intent behind the payments. Indiana law allows courts to
consider the parties’ property, income, and fault in setting “alimony,” which can
serve  as  either  support  or  a  property  settlement.  The  court  noted  that  Mrs.
Nielander received approximately  one-third of  the marital  assets,  less  than she
might have due to her fault in the divorce. The fixed nature of the payments, secured
by a lien and unaffected by Mr. Widmer’s income or Mrs. Nielander’s remarriage,
indicated  a  property  division.  The  court  distinguished  between  the  alimony
payments  and  child  support  obligations,  which  were  adjusted  based  on  Mr.
Widmer’s income. The court relied on the case of Shula v. Shula, which established
that alimony in Indiana often serves as a property settlement.

Practical Implications

This  decision  clarifies  that  the  label  “alimony”  in  a  divorce  decree  is  not
determinative for tax purposes. Attorneys must carefully analyze the intent behind
payments to determine their tax treatment. In states like Indiana, where “alimony”
can serve as a property settlement, practitioners should ensure that divorce decrees
clearly articulate the purpose of payments to avoid tax disputes. This case may
influence how divorce attorneys draft agreements and how courts structure property
divisions to align with tax law. Subsequent cases have cited Widmer to distinguish
between  support  and  property  settlements,  impacting  tax  planning  in  divorce
proceedings.


