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26 T.C. 619 (1956)

A taxpayer on the cash basis cannot deduct, as a medical expense, an advance
payment made in the current tax year for medical services to be rendered in a
subsequent year.

Summary

The  United  States  Tax  Court  addressed  the  deductibility  of  prepaid  medical
expenses under the Internal Revenue Code. The taxpayers, Robert and Florence
Bassett, made a payment in December 1950 to a hospital for the medical care of a
dependent. The payment covered care extending into 1951. The court held that the
Bassetts  could not deduct this  prepaid amount as a medical  expense for 1950,
because the expense was not  “incurred” in  that  year.  The court  reasoned that
allowing such deductions would distort income and violate the intent of the statute,
which was to permit deductions for expenses incurred and paid during the taxable
year for medical care.

Facts

Robert and Florence Bassett,  filing jointly on a cash basis,  made a payment of
$4,126 to Millard Fillmore Hospital on December 29, 1950, for the medical care of
Mrs. Bassett’s mother, Jennie Banks, a dependent. This payment covered the costs
of Banks’ hospitalization extending into the following year. The hospital’s standard
practice was to bill  and collect for at least one week in advance. The Bassetts
included this payment as part of their medical expenses for the year 1950. The IRS
disallowed the deduction for the portion of the payment covering 1951 expenses.

Procedural History

The  Commissioner  of  Internal  Revenue  disallowed  the  Bassetts’  deduction  for
prepaid medical expenses on their 1950 tax return. The Bassetts challenged this
disallowance by petitioning the United States Tax Court.

Issue(s)

Whether a taxpayer on the cash basis may deduct, as a medical expense under
Section 23(x) of the Internal Revenue Code of 1939, an advance payment for medical
services to be rendered in a subsequent year.

Holding

No, because the court held that an advance payment for medical services to be
rendered in a subsequent year may not be considered a medical expense in the
current taxable year.

Court’s Reasoning



© 2025 SCOTUSreports.com. All rights reserved. | 2

The court determined that, although the Bassetts made a payment for medical care
in 1950, the expense was not “incurred” in that year, as required by the statute. The
court  cited United States  v.  Kirby  for  the principle  that  laws should receive a
sensible construction, limiting general terms to avoid absurd consequences. The
court  reasoned  that  allowing  the  deduction  of  prepaid  expenses  would  distort
income and potentially allow taxpayers to qualify for the medical expense deduction
in a given year when they otherwise would not. The court analogized the prepaid
medical expense to prepaid rent or insurance, which are not deductible in the year
of payment by cash-basis taxpayers. The court stated, “Expenses are not incurred in
the taxable year unless a legal obligation to pay has arisen.”

Practical Implications

This  case  clarifies  that  taxpayers  using  the  cash  method of  accounting  cannot
deduct prepaid medical expenses in the year of payment if the services are to be
rendered in a later year. Legal practitioners should advise clients to deduct medical
expenses only in the year the services are received and the obligation to pay is
incurred.  This  decision prevents  taxpayers  from manipulating their  income and
deductions by accelerating or deferring medical expense payments. This rule has
been consistently applied in subsequent tax court cases. The case underscores the
importance of the ‘incurred’ concept in tax law and how it affects the timing of
deductions.


