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Leyh v. Commissioner, 157 T. C. No. 7 (2021)

In Leyh v. Commissioner, the U. S. Tax Court ruled that a taxpayer could deduct
alimony payments for health insurance premiums paid for his then-spouse under a
separation agreement, despite excluding the same premiums from his income under
his employer’s cafeteria plan. The decision underscores the distinct treatment of
alimony and income exclusions, ensuring that the tax burden shifts appropriately to
the recipient as intended by the alimony regime.

Parties

Charles H. Leyh, the petitioner, was the plaintiff at the trial level and on appeal. The
respondent was the Commissioner of Internal Revenue.

Facts

Charles H. Leyh filed for divorce from Cynthia Leyh in 2012 in the Pennsylvania
Court of Common Pleas of Westmoreland County. In 2014, they signed a separation
agreement that  included alimony pendente lite  payments until  the final  divorce
decree, which was granted in 2016. Under this agreement, Leyh agreed to pay for
Cynthia’s health and vision insurance premiums. In 2015, Leyh paid $10,683 for
Cynthia’s health insurance through pretax payroll deductions from his wages under
his employer’s cafeteria plan. Leyh excluded these premiums from his gross income
under I. R. C. sections 106 and 125 and claimed an alimony deduction for the same
amount under I. R. C. sections 62 and 215.

Procedural History

The Commissioner issued a notice of  deficiency to Leyh for the tax year 2015,
disallowing  the  alimony  deduction  for  the  health  insurance  premiums  paid  for
Cynthia.  Leyh timely  filed  a  petition with  the U.  S.  Tax Court  challenging the
deficiency. The case was submitted for decision without trial under Tax Court Rule
122. The Commissioner conceded the accuracy-related penalty but maintained the
position on the disallowed alimony deduction.

Issue(s)

Whether a taxpayer may deduct, as alimony under I. R. C. sections 62 and 215,
health insurance premiums paid for his then-spouse, which were excluded from his
gross income under I. R. C. sections 106 and 125?

Rule(s) of Law

Under I. R. C. section 62(a)(10), a taxpayer may deduct alimony payments as defined
in section 71(b) if the amounts are includible in the gross income of the recipient
under section 71. I. R. C. sections 106 and 125 allow an employee to exclude from
gross income the value of employer-provided health insurance premiums paid for
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the employee and their spouse. The double deduction principle prohibits a taxpayer
from claiming multiple deductions for the same economic outlay unless Congress
explicitly  permits it.  I.  R.  C.  section 265(a)(1)  disallows deductions allocable to
wholly tax-exempt income.

Holding

The Tax Court held that Leyh may deduct, as alimony, the amount paid for Cynthia’s
health insurance premiums,  despite  excluding the same amount from his  gross
income under his employer’s cafeteria plan.

Reasoning

The court’s reasoning was based on the statutory framework and the practical effect
of  the alimony regime.  The court  recognized that  the alimony deduction under
sections 62 and 215 is intended to shift the tax burden to the recipient, as evidenced
by the requirement that the payments must be included in the recipient’s income
under section 71. The court rejected the Commissioner’s argument that allowing the
deduction would create an impermissible double deduction, emphasizing that the
alimony deduction and the exclusion under sections 106 and 125 serve different
purposes and affect different taxpayers. The court also found that section 265 did
not apply because the alimony payments were not allocable to wholly tax-exempt
income;  rather,  they  were  included  in  Cynthia’s  income.  The  court’s  decision
maintained  the  integrity  of  the  alimony  regime  by  ensuring  that  the  tax
consequences of the payments were appropriately assigned to the recipient.

Disposition

The Tax Court entered a decision for the petitioner, allowing the alimony deduction
for the health insurance premiums paid for Cynthia Leyh.

Significance/Impact

The Leyh decision clarifies the interaction between the alimony deduction and the
exclusion of employer-provided health insurance premiums from gross income. It
upholds the principle that the alimony regime is designed to shift the tax burden to
the recipient, even when the payments are made through a tax-exempt mechanism
like a cafeteria plan. The ruling ensures that taxpayers can claim deductions for
alimony  payments  made  through  pretax  payroll  deductions,  maintaining  the
intended  tax  treatment  of  alimony.  This  decision  may  influence  future  cases
involving  the  interplay  between  alimony  deductions  and  other  tax  exclusions,
reinforcing the  need for  a  holistic  view of  the  tax  consequences  to  all  parties
involved in such arrangements.


