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20 T.C. 418 (1953)

A married taxpayer filing a separate return cannot claim an exemption for their
spouse if the spouse has gross income during the taxable year and is limited to a
standard deduction of $500.

Summary

The Tax Court addressed whether a husband filing a separate return could claim an
exemption for his wife and a standard deduction exceeding $500. The wife had gross
income during the year and filed a separate claim for a refund. The court held that
the husband was not entitled to the exemption or the full standard deduction. The
court  reasoned  that  the  Internal  Revenue  Code  explicitly  limits  the  standard
deduction for married individuals filing separately and disallows spousal exemptions
when the spouse has gross income.

Facts

Theodore Wesley Graske (Petitioner) filed a separate income tax return for 1950.
His wife, Lee M. Graske, had a total income of $478.80 during the same year. She
filed a Form 1040 seeking a refund of withheld taxes but claimed no exemptions or
deductions. The Petitioner’s return did not include his wife’s income and claimed a
standard deduction of $585.71, which was 10% of his adjusted gross income.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the Petitioner’s
income tax for 1950. The Commissioner disallowed the exemption credit claimed for
the Petitioner’s spouse and the portion of the standard deduction exceeding $500.
The case was brought before the Tax Court to resolve the dispute.

Issue(s)

1. Whether the Commissioner was correct in disallowing an exemption credit of
$600 for the Petitioner’s spouse when the Petitioner filed a separate return and the
spouse had gross income during the taxable year.

2. Whether the Commissioner was correct in disallowing the portion of the standard
deduction exceeding $500.

Holding

1.  No,  because  Section  25  of  the  Internal  Revenue  Code  disallows  a  spousal
exemption if the spouse has gross income and a separate return is filed.

2. Yes, because Section 23(aa)(1)(A) of the Internal Revenue Code expressly limits
the  standard  deduction  to  $500  for  married  individuals  filing  separately  with
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adjusted gross income of $5,000 or more.

Court’s Reasoning

The court reasoned that the Petitioner’s claim that his return was an “individual
return”  rather  than  a  separate  return  was  a  misinterpretation  of  the  Internal
Revenue Code. The court clarified that an individual return could be a joint return, a
separate return of a married person, or a separate return of a single person. The
court found that because the Petitioner was married and no joint return was filed,
his return was a separate return.

The court relied on section 23 (aa) (1) (A) of the Internal Revenue Code, which
explicitly  states  that  for  a  married  individual  filing  separately,  the  standard
deduction shall be $500 if their adjusted gross income is $5,000 or more.

Regarding the exemption credit for the spouse, the court referenced Section 25 of
the Internal Revenue Code, stating that an exemption of $600 is allowed for the
taxpayer and an additional exemption of $600 for the spouse “if a separate return is
made by the taxpayer, and if the spouse, for the calendar year in which the taxable
year of the taxpayer begins, has no gross income.” Because the Petitioner’s spouse
had  gross  income,  the  exemption  was  not  allowable.  The  court  dismissed  the
Petitioner’s reliance on sections 35 and 1622(h)(1)(D), clarifying that these sections
pertain to withholding from wages and do not determine the exemptions a taxpayer
may take against net income.

Practical Implications

This case provides a clear interpretation of  the limitations imposed on married
individuals  who  choose  to  file  separate  income  tax  returns.  It  reinforces  the
principle that tax benefits, such as exemption credits and standard deductions, are
strictly governed by the Internal Revenue Code and are contingent upon meeting
specific requirements. Tax practitioners should advise clients that when married
individuals file separately, the spouse must have no gross income to qualify for an
exemption, and the standard deduction is capped at $500. This ruling continues to
be relevant when applying similar provisions in subsequent tax codes, emphasizing
the importance of understanding the implications of filing status on available tax
benefits.


