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29 T.C. 196 (1957)

A partner’s share of partnership gross income is considered gross income of the
individual  partner  for  the  purpose  of  applying  the  gross  income  test  for  a
dependency credit.

Summary

The  United  States  Tax  Court  addressed  whether  a  taxpayer  could  claim  a
dependency credit for her mother, who was a partner in a flower business. The court
held that the mother’s share of the partnership’s gross income must be included
when  determining  if  her  gross  income  exceeded  the  statutory  limit  for  the
dependency credit.  The court found that since the mother’s total  gross income,
including her share of the partnership’s gross receipts, exceeded $600, the taxpayer
was not entitled to the dependency credit. The court also addressed the deductibility
of the taxpayer’s medical expenses and allowed the deduction of medical expenses
paid for the mother,  but disallowed the deduction for the cost of  special  foods
provided for the mother.

Facts

Doris Clark and her mother were equal partners in a retail flower business. The
partnership had a gross profit  exceeding $210 but  also an operating loss.  The
mother had other gross income of  $499.  Doris  Clark provided over half  of  her
mother’s  support  and claimed her as a dependent.  She also claimed a medical
expense deduction for expenses paid for herself and her mother. The IRS disallowed
both the dependency credit and part of the medical expense deduction, asserting
that the mother’s gross income exceeded the limit for the dependency credit.

Procedural History

The taxpayer filed a petition with the United States Tax Court to challenge the IRS’s
disallowance of the dependency credit and the medical expense deduction.

Issue(s)

1. Whether a partner’s share of the gross income of a partnership constitutes gross
income of the individual partner for the purpose of the dependency credit gross
income test.

2. Whether the taxpayer is entitled to a deduction for medical expenses, including
the cost of special foods purchased for her mother.

Holding

1. Yes, because the court concluded that a partner’s share of the gross income of the
partnership is considered gross income of the individual partner, thus, exceeding
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the statutory limit for the dependency credit.

2. Yes, the taxpayer could deduct the medical expenses, excluding the cost of special
foods, because the foods were considered as a substitute for regular food.

Court’s Reasoning

The court  examined whether the mother’s  share of  the flower business’s  gross
income  should  be  considered  when  determining  her  gross  income  for  the
dependency  credit.  The  court  found  that  the  relevant  statute,  26  U.S.C.  §
25(b)(1)(D), defines gross income as defined in § 22(a). The court reasoned that
because a partner has a share in the gross income of the partnership, the partner’s
portion must be included in their personal gross income for tax purposes. The court
found that the 1954 Internal Revenue Code clarified this principle, stating, “Except
as otherwise provided in this subtitle, gross income means income from whatever
source derived including (but not limited to) the following items: (13) Distributive
share  of  partnership  gross  income.”  The  court  acknowledged  that  while  the
partnership itself is not a taxable entity, the individual partners are. The court aimed
to  avoid  discriminating  between  taxpayers  operating  as  sole  proprietors  and
partners. The court differentiated the facts from prior cases where the net income
was considered. The court also allowed the deduction of medical expenses, except
for the special food items. The court cited the IRS’s ruling that special foods used as
a substitute for typical food do not qualify as medical expenses.

Practical Implications

This  case  has  significant  implications  for  taxpayers  and  tax  preparers  when
determining dependency credits, especially for those with income from partnerships.
It clarifies that the gross income of a partnership flows through to the partners for
the purpose of calculating the dependency credit’s gross income test. This means
that even if the partnership has a net loss, a partner’s share of the partnership’s
gross receipts can still affect the availability of the dependency credit. Also, the
court’s discussion of medical expenses provides guidance regarding what expenses
may be deductible and what types of expenses the IRS will disallow. Practitioners
should carefully consider all sources of income, including partnership interests, to
ensure  accurate  tax  filings.  The  case  also  highlights  the  importance  of
understanding  IRS  rulings  and  their  impact  on  tax  deductions.
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