22T.C.113 (1954)

The cost of a capital improvement, such as an elevator, installed in a home for
medical reasons is not deductible as a medical expense; only expenses incurred
primarily for the prevention or alleviation of a health condition may be claimed as
medical expenses.

Summary

The Estate of C.L. Hayne challenged the Commissioner’s disallowance of deductions
for stock losses and the cost of an elevator installed in the decedent’s home as a
medical expense. The Tax Court determined that the stock was not worthless in the
year claimed and that assessments made on the stock constituted additional cost of
the stock. Furthermore, it held that the cost of the elevator was a capital
expenditure, not a deductible medical expense, as it was not primarily related to
alleviating a medical condition. The elevator was installed to facilitate
transportation, improving the decedent’s morale rather than directly treating his
paralysis. Therefore, the court sided with the Commissioner, denying the
deductions.

Facts

C.L. Hayne, prior to his death, was involved in a cotton oil and ginning business. In
1947, he invested in Silver City Theatre, Inc., which operated a movie theater. The
theater faced financial difficulties and the decedent and other shareholders were
required to pay assessments to cover the theater’s debts. The decedent suffered a
cerebral hemorrhage in 1948 causing paralysis. As a result, the attending physician
suggested the installation of an elevator in the decedent’s home to facilitate his
movement and improve his morale. The elevator was installed at a cost of $3,000.
The Estate claimed deductions for stock losses, payments on assessments, and the
cost of the elevator as a medical expense in their 1948 tax return. The Commissioner
disallowed these deductions.

Procedural History

The case was heard by the United States Tax Court. The petitioners, representing
the Estate of C.L. Hayne, contested the Commissioner of Internal Revenue’s
disallowance of deductions. The Tax Court ruled in favor of the Commissioner,
upholding the denial of the claimed deductions.

Issue(s)

1. Whether the decedent’s stock in Silver City Theatre, Inc., became worthless in
1948, entitling the Estate to a loss deduction?

2. Whether payments made by the decedent under assessments on the theater stock
are deductible?
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3. Whether the cost of the elevator is deductible as a medical expense under section
23(x) of the Code?

Holding

1. No, because the corporation had not discontinued all of its activities, and the
assets had not been sold or valued at a price showing worthlessness during that
year.

2. No, because the payments constituted additional capital contributions rather than
deductible losses.

3. No, because the elevator’s primary purpose was a capital improvement rather
than direct medical treatment.

Court’s Reasoning

The court found that the stock did not become worthless in 1948 because the
theater was leased, and attempts were made to sell it at prices that indicated value.
The court found that the decedent and other shareholders had not abandoned all
hope that something could be salvaged from the theater venture. Additionally, the
court held that the payments made by shareholders were in the nature of capital
contributions and not deductible as a loss. Regarding the elevator, the court
reasoned that it was a capital expenditure. “The cost of the elevator is not
deductible as a medical expense.” The court noted the elevator improved the
property and was installed for long-term use and its primary benefit was improving
the decedent’s outlook rather than directly treating his paralysis.

Practical Implications

This case clarifies that the installation of capital improvements, even for medical
reasons, may not be immediately deductible as medical expenses. Attorneys must
advise clients that the IRS is likely to view such expenditures as capital investments,
particularly if the improvements are permanent fixtures enhancing property value.
The case underscores the importance of demonstrating a direct and primary
relationship between an expenditure and the alleviation or prevention of a medical
condition, beyond mere incidental benefits. It affects the way medical expense
deductions are planned and the need for documentation to support the claim.
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