Rothschild v. Commissioner, 78 T. C. 149 (1982)

Payments made by a husband to a third-party cooperative corporation for his wife’s
housing, pursuant to a separation agreement, are taxable to the wife and deductible
by the husband.

Summary

In Rothschild v. Commissioner, the U. S. Tax Court ruled that payments made by
Marcus Rothschild to a cooperative corporation for the apartment occupied by his
former wife, Jane Rothschild, were taxable to Jane as income and deductible by
Marcus under sections 71(a)(2) and 215 of the Internal Revenue Code. The court
distinguished these payments from mortgage payments, finding they were more akin
to rent and primarily benefited Jane. The decision clarified the tax treatment of
housing-related payments in divorce situations involving cooperative apartments.

Facts

Marcus and Jane Rothschild, married in 1952, executed a separation agreement in
1964 and subsequently divorced. The agreement granted Jane the right to occupy a
cooperative apartment owned by Marcus until she remarried or their youngest child
turned 21. Marcus agreed to pay the cooperative’s ‘rent’, necessary repairs, and
Jane’s medical insurance premiums. The IRS determined these payments were
income to Jane and not deductible by Marcus, leading to the case’s litigation.

Procedural History

The IRS issued deficiency notices to both Marcus and Jane Rothschild for the tax
years 1974-1976. Marcus and his second wife, Barbara, filed a claim for refund for
1974. The cases were consolidated for trial, briefing, and opinion in the U. S. Tax
Court.

Issue(s)

1. Whether the payments made by Marcus Rothschild to the cooperative corporation
for ‘rent’ and repairs on the apartment occupied by Jane Rothschild are income to
Jane under section 71(a)(2) of the Internal Revenue Code?

2. Whether the medical insurance premium payments made by Marcus for Jane’s
policy are income to Jane under section 71(a)(2)?

Holding

1. Yes, because the payments were periodic, made in support of Jane, and primarily
benefited her by ensuring her continued occupancy of the apartment.

2. Yes, because the medical insurance premium payments were periodic and made
for Jane’s benefit.
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Court’s Reasoning

The court reasoned that the payments for the cooperative apartment were akin to
rent rather than mortgage payments, as they did not contribute to the apartment’s
ownership value but ensured Jane’s continued right to occupy it. The court
emphasized that the cooperative corporation, not Marcus, received the payments,
distinguishing the case from precedents where payments directly benefited the
husband. The court relied on Marinello v. Commissioner, where similar third-party
payments were found taxable to the wife. The medical insurance premiums were
straightforwardly considered income to Jane under section 71(a)(2). The court
rejected Jane’s argument that the payments primarily benefited Marcus, as they
were labeled as rent in the separation agreement and did not include mortgage
amortization.

Practical Implications

This decision affects how attorneys should draft separation agreements involving
cooperative apartments. It clarifies that payments to a third-party cooperative for a
spouse’s housing are taxable to the recipient spouse and deductible by the paying
spouse. This ruling may influence negotiations in divorce proceedings, as parties will
need to consider the tax implications of such arrangements. The decision also
provides guidance for future cases involving similar housing arrangements,
emphasizing the importance of the recipient’s primary benefit from the payments.
Subsequent cases have applied this ruling to similar situations, reinforcing its
significance in tax law concerning divorce.
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