Mass v. Commissioner, 81 T. C. 145 (1983)

Alimony payments are deductible by the payor and includable as income by the
payee if they meet specific criteria under IRC sections 71 and 215, even if the
agreement does not merge into the divorce decree.

Summary

Mass v. Commissioner involved Alfredo Mass and his former spouse, Carolee
Eichelman, disputing the tax treatment of payments made post-divorce. The Tax
Court had to determine if these payments qualified as alimony under IRC sections 71
and 215, allowing Alfredo deductions and requiring Carolee to include them in her
income. The court ruled that the payments met the criteria for alimony because they
were periodic, made pursuant to a decree and a separate agreement that did not
merge into the decree, and were made due to the marital relationship. The court’s
decision hinged on the agreement’s independent enforceability and the parties’
intent that it survive Carolee’s remarriage, despite Illinois law that typically
terminated alimony upon remarriage.

Facts

Alfredo Mass and Carolee Eichelman were married and had six children. They
divorced in 1973 and executed a Property Settlement Agreement (PSA) two weeks
prior, stipulating that Alfredo would pay Carolee for her maintenance and support
over 20 years. The PSA was incorporated into the divorce decree but retained
independent legal enforceability. Alfredo made payments totaling $219,999. 84 from
1974 to 1977, which he claimed as deductions, while Carolee initially reported them
as income but later argued they were non-taxable child support after her remarriage
in December 1973.

Procedural History

The IRS disallowed Alfredo’s deductions for 1975-1977 and required Carolee to
include the 1977 payments in her income. Both parties appealed to the Tax Court.
Alfredo argued the payments were deductible alimony, while Carolee claimed they
were non-taxable child support. The Illinois Appellate Court had previously
determined that the PSA did not merge into the divorce decree, retaining its
independent enforceability.

Issue(s)

1. Whether the payments made by Alfredo to Carolee were properly deductible by
Alfredo under IRC section 215(a)?

2. Whether such payments were properly includable as income by Carolee under
IRC section 71(a)?

3. As an alternative to issue 2, whether such payments were properly includable as
income by Carolee under IRC section 617?
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Holding

1. Yes, because the payments met the criteria for alimony under IRC sections
71(a)(1) and 71(a)(2), thus qualifying for deduction under section 215.

2. Yes, because the payments satisfied the requirements of section 71(a), requiring
their inclusion in Carolee’s gross income.

3. No, because the court’s determination under section 71(a) made it unnecessary to
consider inclusion under section 61.

Court’s Reasoning

The court analyzed the payments against the criteria of IRC sections 71(a)(1) and
71(a)(2), which require payments to be periodic, made due to the marital
relationship, pursuant to a decree or agreement, and, for section 71(a)(1), made
under a legal obligation. The court found that the payments met the periodicity
requirement under section 71(c)(2) as they were to be paid over more than 10 years.
The payments were made due to the marital relationship, not as child support,
because the PSA did not designate any portion as such. The court determined that
the payments were made pursuant to both the divorce decree and the PSA, which
did not merge into the decree under Illinois law. The court concluded that Alfredo’s
legal obligation to pay continued despite Carolee’s remarriage because the PSA
remained enforceable independently of the decree. The court’s decision was
influenced by the intent of the parties to have the PSA survive incorporation and by
Alfredo’s continued payments and deductions post-remarriage. The court also
considered the broader policy of allowing deductions for alimony payments to
encourage support obligations.

Practical Implications

This decision clarifies that alimony payments can be deductible and includable as
income if they meet specific IRC criteria, even if the underlying agreement does not
merge into the divorce decree. Practitioners should carefully draft agreements to
specify whether they should retain independent enforceability, as this can affect the
tax treatment of payments. The case also underscores the importance of clear
designation of payments as alimony or child support, as only explicitly designated
child support is non-taxable. For future cases, this ruling may be cited to support the
tax treatment of payments under similar circumstances, especially in states where
the doctrine of merger has been abolished or where agreements can retain
independent enforceability. The decision also has implications for divorced
individuals planning their financial and tax strategies, emphasizing the need for
clarity in divorce agreements regarding payment obligations.
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