22 T.C. 212 (1954)

To claim a dependent exemption, a taxpayer must prove that the alleged
dependent’s gross income was below the statutory limit and that the taxpayer
provided over half of the dependent’s support.

Summary

Lena Hahn sought to claim her sister, Exilda, as a dependent on her federal income
tax returns for 1947 and 1948. The Commissioner of Internal Revenue disallowed
the exemption, arguing that Exilda’s income exceeded the statutory limit. The Tax
Court sided with the Commissioner, finding that Lena failed to establish both that
Exilda’s gross income was below $500 and that Lena provided over half of Exilda’s
support. The court determined that Exilda’s share of rental income from jointly
owned properties exceeded the income threshold, and the evidence was insufficient
to establish that Lena provided over half of Exilda’s support, considering the value
of lodging provided by Exilda.

Facts

Lena and her sister, Exilda, lived together in a house owned by Exilda. Lena paid no
rent. The sisters jointly owned rental properties. The gross income from these
properties was $2,340 in 1947 and $2,350 in 1948. Exilda’s share of the net income
from the properties was $315.49 for 1947 and $163.89 for 1948. Lena’s salary from
a hospital was $2,170 in 1947 and $2,500 in 1948. Lena claimed to have spent
approximately $650 per year for Exilda’s support.

Procedural History

The Commissioner determined deficiencies in Lena Hahn’s income tax for 1947 and
1948, disallowing the claimed exemption for Exilda as a dependent. Lena petitioned
the United States Tax Court, challenging the Commissioner’s decision. The Tax
Court upheld the Commissioner’s determination, leading to this ruling.

Issue(s)

1. Whether Exilda’s gross income exceeded the statutory limit, thereby disqualifying
her as a dependent under the Internal Revenue Code?

2. Whether Lena provided more than one-half of Exilda’s support during the relevant
tax years?

Holding

1. Yes, because the evidence indicated that Exilda’s share of the rental income
exceeded $500.
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2. No, because the record did not establish that Lena provided more than half of
Exilda’s support, considering the value of the lodging provided by Exilda.

Court’s Reasoning

The court considered whether the rental properties were operated as a partnership,
which would have affected how income was attributed. However, it found that the
mere fact of co-ownership of rental properties did not establish a partnership, and
thus, Exilda’s share of the income, which was well over $500, was considered her
gross income. The court further found that the evidence regarding the amount spent
by Lena on Exilda’s support was insufficient to show that she provided more than
half of it, especially given the value of the lodging provided by Exilda, which was not
adequately quantified. As the court stated, “The record does not show the total
amount of Exilda’s support or that more than one-half of it was received from the
petitioner as required by section 25 (b)(3) of the Internal Revenue Code.”

Practical Implications

This case emphasizes the importance of detailed record-keeping when claiming a
dependent exemption. Taxpayers must be prepared to substantiate both the
dependent’s gross income and the amount of support provided. The case
underscores that even if the dependent meets the income threshold, the taxpayer
must still prove that they provided more than half of the dependent’s total support.
The valuation of in-kind support, such as lodging, can be crucial. The holding
provides guidance in similar situations, ensuring taxpayers understand the
necessary components to properly claim a dependent, including the need to
establish facts through evidence for the court to determine the relevant thresholds.
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