28 T.C. 1228 (1957)

The value of lodging and meals provided by an employer as part of an employee’s
compensation is considered gross income, even if the lodging is provided for the
convenience of the employer.

Summary

The United States Tax Court considered several issues related to income tax
deficiencies for Herman and Joyce Romer. Primarily, the court addressed whether
the value of board and room provided by Herman’s employer, the Huntington Hotel,
constituted gross income. The court held that it did. Additionally, the court
examined claims of unreported income from gambling and disallowed certain
claimed deductions for entertainment expenses and a bad debt. The court also
determined that Herman Romer’s tax returns for 1947 and 1949 were fraudulent,
and that the statute of limitations did not bar the assessment of deficiencies. The
court generally upheld the Commissioner’s determinations, emphasizing the lack of
adequate records maintained by the taxpayer to substantiate his claims.

Facts

Herman J. Romer was an associate manager at the Huntington Hotel. He and his
wife lived at the hotel, with the hotel providing them with lodging and meals. The
value of the room and board was included in Romer’s salary. During the tax years in
question, Romer claimed deductions for the value of the room and board, arguing
that it was for the convenience of his employer and not gross income. Romer was
also involved in substantial gambling activities, but kept no records of these
transactions. The Commissioner of Internal Revenue determined deficiencies based
on unreported income and disallowed certain deductions. Romer also made an
arrangement with his employer to receive 5 percent of any increase he could bring
about in the hotel’s catering business. Romer claimed entertainment expenses
related to this arrangement.

Procedural History

The Commissioner of Internal Revenue determined income tax deficiencies and
assessed additions to tax against the Romers. The Romers challenged these
determinations by filing petitions with the United States Tax Court. The Tax Court
consolidated multiple cases involving different tax years and various issues related
to income, deductions, and potential fraud.

Issue(s)

1. Whether the value of board and room furnished by the employer is includible in
the Romers’ gross income for the years 1947, 1949, 1950, and 1951.

2. Whether the Romers received income in 1947 and 1949, which they failed to
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report and for which they kept no records.

3. Whether the Commissioner erred in disallowing claimed miscellaneous deductions
for entertainment expenses and other items.

4. Whether the Romers sustained a deductible bad debt loss in 1950.

5. Whether any part of the deficiencies for 1947 or 1949 was due to fraud with
intent to evade tax.

6. Whether the statute of limitations barred the assessment of deficiencies for 1947.

7. Whether the Romers were liable for additions to tax for failure to file a
declaration of estimated tax.

Holding

1. Yes, the value of the board and room provided by the hotel constituted gross
income.

2. Yes, the Romers received unreported income in 1947 and 1949. The
Commissioner’s determination was sustained.

3. Yes, the Commissioner was correct in disallowing the claimed deductions, except
in part for the years 1950 and 1951 where the Court allowed a deduction for
entertainment expenses of $250 per year based on the evidence.

4. No, the Romers failed to prove the bad debt loss in 1950 and the disallowance
was upheld.

5. Yes, part of the deficiencies for 1947 and 1949 was due to fraud.
6. No, the statute of limitations did not bar assessment.

7. Yes, the Romers were liable for additions to tax.

Court’s Reasoning

The Court relied on Internal Revenue Code of 1939, Section 22(a), which defines
gross income. The Court noted that room and board are compensation. The Court
rejected the argument that lodging and food supplied to Romer were solely for the
convenience of the employer, since it was part of his compensation. The Court
contrasted the case with Diamond v. Sturr, 221 F.2d 264 (2d Cir. 1955), and
distinguished it on factual grounds and on legal principle, saying the lodging was
part of compensation. The Court found that Romer failed to keep adequate records
of his income, particularly from gambling. Therefore, the Commissioner could use
bank deposits to determine income. The court emphasized that Romer needed to
demonstrate that the Commissioner’s determination was incorrect, which he failed
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to do. The Court noted that Romer had not shown that the value of the room and
board was based on actual value to him or cost to the hotel.

Practical Implications

This case is important for how the courts will determine if in-kind compensation
should be included in a person’s gross income. It clarifies that the value of lodging
and meals provided as part of an employee’s compensation constitutes gross income
and is taxable. This is true even when the employer benefits from the arrangement.
The case reinforces the importance of keeping adequate records to substantiate
claims and the latitude given to the IRS when a taxpayer does not. The Court’s
decision emphasizes that the burden of proof rests on the taxpayer to demonstrate
that the IRS’s assessment is incorrect. The case also highlights the consequences of
fraudulent behavior in tax matters, including potential penalties and the tolling of
the statute of limitations. For employers, the case provides guidance on the tax
treatment of employee benefits such as lodging and meals and is valuable for
establishing employment compensation agreements.
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