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Estate of Goldman v. Commissioner, 112 T. C. 317 (1999)

A divorce agreement’s language, even if not using statutory terms, can designate
payments as non-alimony for tax purposes.

Summary

In  Estate  of  Goldman  v.  Commissioner,  the  court  addressed  whether  monthly
payments made by Monte H. Goldman to his ex-wife,  Sally Parker,  qualified as
deductible alimony. The payments were part of a property settlement agreement
during their divorce, which explicitly stated they were for property division and
subject to non-taxable treatment under Section 1041. The Tax Court held these
payments were not alimony because the agreement’s language designated them as
non-alimony, despite not using the exact statutory language. However, the court did
not uphold the accuracy-related penalties imposed on Goldman’s estate, as he had
relied on competent tax advice.

Facts

Monte H. Goldman and Sally Parker divorced in 1985. Their property settlement
agreement required Goldman to pay Parker $20,000 monthly for 240 months as part
of the equitable division of property. The agreement explicitly stated these payments
were for property division, waived spousal support, and designated all transfers as
non-taxable under Section 1041. Goldman deducted these payments as alimony on
his 1992-1994 tax returns, relying on an opinion from a law firm. The IRS challenged
these deductions, asserting the payments were non-deductible property settlements
and imposed accuracy-related penalties.

Procedural History

The IRS issued a notice of deficiency to Goldman’s estate, disallowing the alimony
deductions  for  1992-1994  and  imposing  accuracy-related  penalties.  The  estate
contested this in the U. S. Tax Court,  which ruled that the payments were not
alimony but upheld the estate’s good faith reliance on legal advice to negate the
penalties.

Issue(s)

1. Whether the $20,000 monthly payments made by Monte H. Goldman to Sally
Parker were properly deductible as alimony.
2. Whether accuracy-related penalties under Section 6662(a) apply to the estate for
the years in question.

Holding

1. No, because the divorce agreement’s language designated the payments as non-
alimony,  reflecting  the  substance  of  a  non-alimony  designation  under  Section
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71(b)(1)(B).
2. No, because Monte H. Goldman reasonably and in good faith relied on the advice
of competent tax counsel.

Court’s Reasoning

The court interpreted the divorce agreement’s language to determine the payments’
tax treatment.  The agreement explicitly  stated the payments  were for  property
division and subject to Section 1041, indicating a non-alimony designation under
Section 71(b)(1)(B). The court emphasized that the agreement need not use the
statutory language to effectively designate payments as non-alimony. Regarding the
penalties, the court found Goldman’s reliance on a law firm’s opinion letter showed
reasonable cause and good faith, negating the penalties under Section 6664(c)(1).
The court also noted that the 10th Circuit’s decision in Hawkins v. Commissioner
supported a less rigid interpretation of statutory specificity requirements.

Practical Implications

This decision underscores the importance of clear language in divorce agreements
regarding the tax treatment of payments. Attorneys should draft agreements with
explicit designations of payments as alimony or non-alimony to avoid ambiguity and
potential  tax  disputes.  The  ruling  also  highlights  that  good  faith  reliance  on
competent  tax  advice  can  protect  against  penalties,  emphasizing  the  value  of
seeking  professional  guidance  in  complex  tax  situations.  Subsequent  cases  like
Richardson v. Commissioner have cited this ruling in determining the tax treatment
of divorce-related payments based on agreement language. This case serves as a
reminder for legal practitioners to ensure clients understand the tax implications of
divorce agreements and to carefully document any reliance on professional advice.


