T.C. Memo. 1948-45

Personal, living, or family expenses are generally not deductible as ordinary and
necessary business expenses, even if they have some connection to one’s trade or
business.

Summary

The Tax Court addressed whether expenses incurred by a dairy farmer for the care
of four foster children living in his home could be deducted as ordinary and
necessary business expenses. The court held that these expenses were primarily
personal or family expenses, not business expenses, and therefore were not
deductible under Section 23(a)(1)(A) of the Internal Revenue Code. Even though the
children helped around the farm, the arrangement was primarily a family one, with
any business benefit being incidental. The court disallowed the deduction,
emphasizing that the expenses were incurred as part of caring for the children as
members of the family, rather than as hired employees.

Facts

T.C. and Lola Harrison operated a dairy farm. In 1946, they took four foster sons
from an orphanage into their home. There was an agreement that the Harrisons
would care for the children as if they were their own. The children lived with the
Harrisons throughout 1946 and worked around the house, dairy farm, and garden.
The Harrisons did not pay the children salaries. The Harrisons estimated that they
spent $665 on food, clothing, and other expenses for the children in 1946. The
Harrisons claimed these expenses as deductions for ordinary and necessary business
expenses on their tax return.

Procedural History

The Commissioner of Internal Revenue disallowed the claimed deduction for the
expenses related to the foster children, arguing that they were personal, living, or
family expenses and therefore not deductible. The Harrisons petitioned the Tax
Court for review, challenging the Commissioner’s determination.

Issue(s)

Whether the expenses incurred by the petitioners for the care of four foster children
living in their home are deductible as ordinary and necessary business expenses
under Section 23(a)(1)(A) of the Internal Revenue Code.

Holding

No, because the expenses were primarily personal or family expenses, not business
expenses, even though the children provided some assistance on the farm.
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Court’s Reasoning

The court reasoned that Section 24(a)(1) of the Internal Revenue Code prohibits the
deduction of personal, living, or family expenses. The court found that the cost of
food and clothing for the foster children was primarily a personal or family expense,
with any business advantage being merely incidental. The court emphasized that the
Harrisons did not hire the children as employees, but instead took them into their
home under an agreement to care for them as if they were their own children. The
court stated that the petitioner was entitled to their services “just like any other
parent raising children,” and the right to services was incidental to the agreement to
assume a “family expense,” section 24 (a) (1), by taking care of the children “as one
of the members of the family.” The court acknowledged the Harrisons’ admirable
actions in caring for the children but concluded that the expenses were not
deductible as ordinary and necessary business expenses.

Practical Implications

This case clarifies that expenses related to caring for children, even when those
children provide some help in a family business, are generally considered personal
or family expenses and are not deductible as business expenses. Taxpayers should
carefully distinguish between legitimate business expenses and personal expenses
that provide incidental business benefits. The key factor is the primary purpose of
the expenditure: if the primary purpose is to provide for personal needs or family
well-being, the expense is likely non-deductible, regardless of any secondary
business advantages. Later cases distinguish this ruling based on whether a genuine
employer-employee relationship exists.
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