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Appeal from the United States District Court for the Wstern
District of Texas.

Bef ore JOHNSQON, BARKSDALE, and DeM3SS, Circuit Judges.

JOHNSQN, G rcuit Judge:

After nore than thirty-one years of marriage, LeBaron and
Audrey ("Joyce") Dennis divorced. The divorce court awarded Joyce
one-half of LeBaron's mlitary retirenment benefits, and LeBaron
agreed to pay the taxes thereon. Six years after the divorce,
LeBaron filed a petition for bankruptcy. He sought a di scharge of
his obligation to pay the taxes on Joyce's share of the retirenent
benefits. The bankruptcy court determned that LeBaron's
obligation to pay the taxes constituted alinony, maintenance, or
support wunder section 523(a)(5) of the Bankruptcy Code. The
bankruptcy court therefore ruled that LeBaron's tax obligation was
nondi schar geabl e. The district court, reviewng the case on
appeal , reversed. Finding that the bankruptcy court properly ruled
that the debt in question was nondi schargeabl e, we reverse.

| . Facts and Procedural History
Joyce and LeBaron Dennis married on Decenber 18, 1954. At
1



that tine, LeBaron was a nedi cal student at Harvard Medi cal School
wth three senesters remaining until graduation. Joyce obtained a
clerk-typist job to pay for their Iiving expenses. She financially
supported the famly throughout LeBaron's |ast three senesters of
medi cal school, as well as throughout LeBaron's internship after
medi cal school. Upon conpletion of his internship, LeBaron entered
the Air Force as a physician. He nade it clear to Joyce that he
did not want his wife—+the wife of a doctor—waorking outside the
home. For the next twenty-eight years, therefore, Joyce worked as
a full-time wife and not her.

In 1981, LeBaron retired fromthe Air Force as a full col onel.
He then entered into private practice as a plastic surgeon.
LeBaron experienced great financial success in the private sector.
In 1982, just one year after retirenent fromthe Air Force, LeBaron
nore than doubled his incone. In 1985, LeBaron earned well over
$284, 000 fromhis medi cal practice alone. Wile the Dennis famly
was reaping significant nonetary benefits, they were, at the sane
time, encountering grave famly problens. On July 14, 1985,
LeBaron and Joyce separated. They divorced approximately one year
|ater, after nore than thirty-one and a half years of marriage.

On the day before trial on the divorce issues, LeBaron and
Joyce entered into a settlenent agreenent. Anong ot her things,
they agreed that Joyce would obtain fifty percent of LeBaron's
mlitary pension. During the settlenent negotiations, LeBaron
verbally offered to pay all of the taxes due on Joyce's share of

the benefits. Because Joyce had no degree, no skills, no job, and



no prospects for a job, she accepted the offer.! LeBaron agreed
to—and di d—aenorialize this agreenent in a witing.?

During the trial before the bankruptcy court, LeBaron
testified that he wanted to preserve an interest in Joyce's share
of the benefits should she predecease him LeBaron believed that
to preserve such an interest, he was required to have the Air Force
deposit all of the funds into his bank account. He therefore
offered to pay all of the incone taxes due on Joyce's share of the
pension if she would give up her right to have the Air Force send
the noney directly to her and allowthe Air Force to deposit all of
the funds into LeBaron's account instead. Joyce agreed. However,
soon after signing the agreenent, LeBaron |earned that he did not
have to have the noney deposited into his account in order to
preserve his interest in Joyce's share of the benefits. He thus
decided not to pay any taxes on Joyce's anount. He instead
decl ared that the benefits given to Joyce constituted alinony and

deducted that anobunt fromhis gross incone on his incone tax forns.

Joyce testified before the bankruptcy court that she agreed
to vacate the Dennis' honme in one nonth and allow LeBaron to
serve as trustee over the retirenent benefits in exchange for
LeBaron's agreenent to pay the taxes on her share of the pension.
Both parties testified that Joyce had no ot her source of regular
incone and that the tax-free retirenent inconme was inportant for
Joyce's survival

2LeBaron specifically explained that the agreenent to pay
the taxes was a part of the divorce settlenent. The witing
began as follows: "This letter will serve to restate and clarify
the agreenent contained in our divorce agreenent ..." Rec. at 50,
52 (enphasis added). He stated that the Air Force would deposit
the noney into his account; he would provide Joyce one-half of
t he gross anobunt received and woul d pay the inconme taxes due for
all of the benefits.



LeBaron chose not to inform Joyce of these decisions. Hence, she
assuned that LeBaron was paying the taxes as required by their
agr eenent .

Joyce | earned otherwi se in Novenber 1988, when the Internal
Revenue Service infornmed her that she owed taxes, interest, and
penalties on all of the retirenment benefits she had received in the
previous two years. A tax court later found her |iable for taxes
and interest in the amount of $19, 720.33.° Joyce thereafter filed
suit against LeBaron in a Texas county court at |aw for breaching
his agreenent to pay the taxes on the retirenent benefits. 1In her
petition to that court, she quoted her divorce decree which
"provided in part that "this Judgnent is part of the division of
comunity property between the parties and shall not constitute or
be interpreted to be any formof spousal support, alinony, or child
support.' " Rec. at 41. Joyce asked the Texas county court to
find LeBaron liable for the $19,720.33 and to require LeBaron to
specifically perform his duties outlined in the agreenent by
reporting the gross anmount of the retirenent benefits as i ncone, by
paying the taxes on the gross anount, and by not deducting the
benefits fromhis gross incone as alinony or spousal support.

The Texas county court, referring to | anguage in the divorce
decree, found that LeBaron's agreenent to pay the taxes "was part
of the division of community property between the parties and did

not constitute nor should it be interpreted to be any form of

3Because she had acted in good faith, Joyce did not have to
pay the penalties.



spousal support, alinony or child support."* Rec. at 45. The
Texas county court held LeBaron liable for the taxes, ruled that
LeBaron was required to pay the taxes in the future, and forbade
LeBaron fromdeducting the mlitary benefits fromhis gross incone
and claimng that the benefits constituted alinony or support. The
Texas county court signed its judgnent, which was actually a
consent decree, on Friday, January 3, 1992.

Four days—two wor ki ng days—+ater, on Tuesday, January 7, 1992,
LeBaron filed a petition for bankruptcy under Chapter 7 of the
Bankruptcy Code. He sought to have his past and future tax
obligations to Joyce discharged. LeBaron and his neww fe filed a
Chapter 13 proceeding in July of 1992. They listed Joyce as one of
only two creditors and proposed to nake no paynents what ever on the
taxes due on Joyce's share of the retirenent benefits. LeBar on
contended that because the Texas county court had found that the
obligation did not constitute alinony or spousal support, the
doctrine of coll ateral estoppel prevented the bankruptcy court from
finding to the contrary.

The bankruptcy court disagreed. The bankruptcy court rul ed
that it was bound neither by the characterization which the parties
had given the obligation nor by the decision of the Texas county
court at |aw Reviewing the facts of the case de novo, the
bankruptcy court found that although the parties and the Texas

county court had given the obligation another name, "it still

“This |l anguage mrrors, alnobst verbatim the |anguage in the
di vorce decree.



snell[ed] like alinony or support.” The court therefore rul ed that
LeBaron's duty to pay Joyce's taxes was nondi schargeabl e.

LeBaron appealed to the federal district court, and that court
reversed. It ruled that the doctrine of collateral estoppel was
applicable in the facts of this case and therefore prohibited the
bankruptcy court from finding that the tax paynents constituted
al i nrony, nmai ntenance, or support. Joyce now appeals.

1. Discussion
A. The Law St ated
Section 523 of Title 11 sets forth the exceptions to the
general rule that all debts are dischargeabl e through bankruptcy.
Subsection (a)(5)(B) is the provision in issue here. It reads:
A discharge ... of this title does not discharge an i ndi vi dual
debtor from any debt to a spouse, forner spouse, or child of
the debtor, for alinony to, maintenance for, or support of
such spouse or child, in connection wth a separation
agreenent, divorce decree or other order of a court of record,
determ nation made i n accordance with State or territorial |aw
by a governnental unit, or property settlenent agreenent, but
not to the extent that such debt includes a liability
desi gnated as alinony, maintenance, or support, unless such
liability is actually in the nature of alinony, naintenance,
or support.
11 U.S.C. 8§ 523(a)(5)(B). Since 1970, the determ nation of whet her
a debt is nondi schargeabl e under this provision has been a matter
of federal bankruptcy |aw, not state law. Gogan v. Garner, 498
U S 279, 284, 111 S.C. 654, 658, 112 L.Ed.2d 755 (1991); 1In re
Joseph, 16 F. 3d 86, 87 (5th Cr.1994); 1In re Biggs, 907 F.2d 503,
504 (5th G r.1990); see also Brown v. Felsen, 442 U. S. 127, 136,
99 S. Ct. 2205, 2211, 60 L.Ed.2d 767 (1979) (stating that "[b]y the

express terns of the Constitution, bankruptcy lawis federal |aw').



Bankruptcy courts nmust therefore | ook beyond the | abel s which
state courts—and even parties thensel ves—give obligations which
debtors seek to have discharged.® In re Davidson, 947 F.2d 1294,
1296 (5th Gr.1991); In re Benich, 811 F.2d 943, 945 (5th
Cir.1987); In re Nunnally, 506 F.2d 1024, 1027 (5th G r.1975).
| ndeed, the nere fact that a creditor previously reduced her claim
to a judgnent does not precl ude the bankruptcy court frominquiring
into the true nature of the debt—and ruling contrary to the first
court's judgnent, if necessary. Brown, 442 U S. at 138, 99 S. Ct
at 2212; In re Brody, 3 F.3d at 39. In fact, a spouse is not
barred from arguing in bankruptcy court that certain obligations
constitute alinony or support even if that spouse argued to the
contrary in state court. In re Brody, 3 F.3d at 39. To be sure,
"[t]he ultimate finding of whether [a debt is nondi schargeabl e, as
"defined by the bankruptcy law] is solely [in] the province of the
bankruptcy court.” In re Shuler, 722 F.2d 1253, 1256 (5th Gr.),

This is not only a clearly established principle in this
Crcuit, but no other circuit to review this issue has ever taken
a contrary view See, e.g., Inre Brody, 3 F.3d 35, 39 (2d
Cir.1993) (deciding that | abels given an obligation by the
parties or the state court are not dispositive); |In re Sanpson,
997 F.2d 717, 722 (10th G r.1993) (concluding that the | abel
attached to an obligation does not control); Adans v. Zentz, 963
F.2d 197, 199 (8th G r.1992) (determning that state |aw or the
di vorce decree characterization of the debt is not binding on
bankruptcy courts); In re G anakas, 917 F.2d 759, 762 (3d
Cir.1990) (ruling that bankruptcy courts nust | ook beyond the
| abel attached to settlenent agreenents to find the debt's true
nature); In re Seibert, 914 F.2d 102, 106 (7th C r.1990) (ruling
that state | aw does not control the issue of whether an
obligation constitutes alinony, maintenance, or support); In re
Long, 794 F.2d 928, 930 (4th G r.1986) (determ ning that | abels
are not controlling); Stout v. Prussel, 691 F.2d 859, 861 (9th
Cir.1982) (holding that the descriptions which parties give
obligations in settlenents or decrees are not conclusive).
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cert. denied, 469 U S. 817, 105 S.C. 85, 83 L.Ed.2d 32 (1984)
(quoting Fr anks V. Thomason, 4 B.R 814, 820- 21
(Bankr. N. D. Ga. 1980)) .

The reason for these well-settled principles is that parties
and state courts, as a general rule, do not |abel obligations with
federal bankruptcy standards in m nd. Even if a state court
reviews an issue which is simlar to one created by the
nondi schargeability provision inthe bankruptcy code, the state-I|aw
concept wll likely differ from the specific federal bankruptcy
doctrine in question. Brown, 442 U S. at 135 99 S.C. at 2211.
This is especially true in cases which require courts to determ ne
the nature of divorce settlements—and even nore so when that
gquestion is raised in Texas, which has no such animal as alinony.
In re Joseph, 16 F.3d at 87; In re Nunnally, 506 F.2d at 1027;
see also In re Jones, 9 F. 3d 878, 880 (10th Cir.1993) (ruling that
debt may be in the nature of alinony, maintenance, or support under
federal bankruptcy | aw, even though it is not legally qualified as
al i nrony under state | aw).

Hence, in only limted circunstances may bankruptcy courts
defer to the doctrine of collateral estoppel and thereby ignore
Congress' mandate to provide plenary review of dischargeability
i ssues. Collateral estoppel applies in bankruptcy courts only if,
inter alia, the first court has made specific, subordinate, factual
findings on the identical dischargeability issue in gquestion—hat
i's, an i ssue whi ch enconpasses the sane prim facie el enents as the

bankruptcy i ssue—and the facts supporting the court's findings are



di scernible fromthat court's record. Inre Davis, 3 F.3d 113, 115
(5th CGr.1993); Inre Shuler, 722 F.2d at 1256. See In re Coner,
723 F.2d 737 (9th Cir.1984) (ruling that bankruptcy courts should
not rely solely on state court judgnents when determ ning the true
nature of a debt for dischargeability purposes if so doing would
prevent the bankruptcy courts from exercising their exclusive
jurisdiction to determ ne whether the debt is dischargeable); see
also Browning v. Navarro, 887 F.2d 553, 561 (5th G r.1989)
(providing that although the doctrine of res judicata is generally
appl i cable to bankruptcy courts, the contours of the doctrine are
"different for bankruptcy courts ... because tasks whi ch have been
del egated to [ bankruptcy courts] by Congress may not be interfered
with by the decisions of other courts.... [B]ankruptcy courts have
a job to do and sonetines they nust ignore res judicata in order to
carry out Congress' nmandate").
B. The Law Applied

Contrary to the plethora of cases which hold that bankruptcy
courts nust review for thenselves the true nature of an obligation
under section 523(a)(5)(B), LeBaron asks this Court to rule that
the consent judgnent signed by the Texas county court at |[|aw
collaterally estopped the bankruptcy court here fromfinding that
the tax paynents in issue were, in truth, alinony, maintenance, or
support. This we cannot do. As explained above, the first and
nost basic prem se in the collateral estoppel doctrine is that the
issue raised in the second tribunal nust have been the identical

i ssue raised and resolved in the first tribunal



Such is not the case here. LeBaron can point to no state
court finding or evidence which proves or even intimates that the
parties or the Texas county court designed the settl enent agreenent
and consent decree with federal bankruptcy standards in mnd. To
the contrary, Joyce's conplaint and the agreed judgnent nerely
referred to | anguage in the divorce decree which characterized the
property exchange as a property settlenent, as opposed to alinony
or support. The divorce decree, to be consistent with Texas | aw,
coul d characterize the property distribution as nothing other than
a property settlenent. Joyce, to be consistent with Texas | aw,
could argue nothing to the contrary before the Texas county court
at law. The county court, to be consistent with Texas |aw, could
find nothing contrary to Joyce's reference to the divorce decree's
provision that the property transfer constituted a property
settl enent.

However, federal bankruptcy |aw, not Texas | aw, governs here.
The bankruptcy court had neither the option nor the authority to
apply state law in the case sub judice. That court was instead
requi red to make findings of fact and concl usions of |lawin accord
with federal bankruptcy |aw-and that is exactly what it did.

In In re Joseph, this Court set forth a nonexclusive list of
factors which bankruptcy courts should review in decidi ng whet her
a divorce obligation constitutes alinony, naintenance, or support.
The considerations include the parties' disparity in earning
capacity, their relative business opportunities, their physica

condition, their educational background, their probable future
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financial needs, and the benefits each party would have received
had the marriage continued. In re Joseph, 16 F.3d at 88. The
bankruptcy court in this case, reviewing these and other simlar
factors, recognized that at the tinme of the divorce, Joyce was a
fifty-four year old woman who had not worked outside the hone in
nmore than twenty-eight years. She had no job, no job offers, no
work skills, and no col | ege education. LeBaron, on the ot her hand,
had an extrenely successful nedical practice and was earning well
over a quarter of a mllion dollars a year at the tinme of the
divorce. In light of these financial disparities, the bankruptcy
court found that LeBaron's obligation to pay the taxes on Joyce's
share of the mlitary pension was, in true nature, alinony,
mai nt enance, or support under section 523(a)(5)(B) of Title 11.
The court therefore ruled that LeBaron's debt on the taxes was
nondi schargeable. Unlike the district court, which did not review
the facts of this case in |Iight of bankruptcy | aw, but instead held
that the collateral estoppel doctrine controlled, we find no error
in the bankruptcy court's deci sion.
I11. Conclusion

Because the issue decided in the Texas state court was not
identical to the issue in question before the bankruptcy court, the
doctrine of collateral estoppel is inapplicable in this case. The
district court erred in ruling otherw se. W

REVERSE AND RENDER for Joyce Dennis.
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