Grace v. Commissioner, 51 T. C. 685 (1969)

To qualify as head of household for tax purposes, the taxpayer must maintain the
household as their actual place of abode.

Summary

Grace v. Commissioner addressed whether a divorced father, who maintained a
residence for his son and ex-wife but lived elsewhere, could claim head of household
tax status. The court held that Grace did not qualify because the residence he
maintained was not his actual place of abode. This decision emphasized that for
head of household status, the taxpayer must live in the maintained household,
reflecting Congress’s intent to limit tax benefits to those who share a home with
their dependents.

Facts

W. E. Grace and his wife divorced in 1959, with custody of their son awarded to the
mother. The divorce decree granted Grace’s ex-wife use of their family home until
their son turned 18, provided she remained unmarried. Grace paid for over half of
the home’s maintenance costs but lived in a separate apartment. He claimed head of
household status on his tax returns for 1963-1965, which the IRS challenged.

Procedural History

Grace filed a petition with the U. S. Tax Court after receiving a notice of deficiency
from the IRS, which recomputed his tax as a single individual, not as head of a
household. The Tax Court’s decision was the final ruling in this case.

Issue(s)

1. Whether Grace qualifies as head of a household under Section 1(b)(2)(A) of the
Internal Revenue Code of 1954, despite not living in the household he maintained
for his son.

Holding

1. No, because Grace did not maintain the Forest Hills residence as his home or
actual place of abode, as required by the statute.

Court’s Reasoning

The court interpreted Section 1(b)(2)(A) to require that the taxpayer must actually
live in the household maintained for the dependent to qualify as head of household.
This interpretation was based on the plain language of the statute and its legislative
history, which stressed that the household must be the taxpayer’s actual place of
abode. The court upheld the validity of the regulation (Section 1. 1-2(c)(1)) that
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reinforced this requirement, finding it consistent with Congressional intent. The
court distinguished Grace’s case from Smith v. Commissioner, where the taxpayer
had two homes and spent significant time at the dependent’s residence. Grace,
however, had no physical connection to the home he maintained for his son and ex-
wife.

Practical Implications

This decision clarifies that to claim head of household status, the taxpayer must
physically reside in the maintained household. Legal practitioners should advise
clients that merely providing financial support for a dependent’s residence is
insufficient without cohabitation. This ruling impacts divorced or separated parents
who do not live with their children, potentially affecting their tax planning. It also
reinforces the importance of Treasury regulations in interpreting tax statutes, as the
court upheld the regulation despite the taxpayer’s challenge. Subsequent cases have
continued to apply this principle, ensuring consistent treatment of head of
household claims.
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