Carr v. Commissioner, 45 T. C. 70 (1965)

Gross income for dependency exemption purposes includes all income to which the
dependent is entitled, even if part is withheld for other purposes.

Summary

In Carr v. Commissioner, the taxpayer sought a dependency exemption for her
mother, claiming her mother’s gross income was below the statutory threshold. The
Tax Court ruled that the full amount of the mother’s pension, including amounts
withheld for a death benefit, constituted gross income, disqualifying her as a
dependent. Consequently, the taxpayer could not claim the dependency exemption
or the head of household filing status. This case clarifies that gross income for
dependency exemption purposes includes all income to which the dependent is
entitled, even if not fully received.

Facts

The taxpayer, Carr, claimed her mother as a dependent on her 1965 tax return,
asserting that her mother’s gross income was below $600, the threshold for
dependency exemption under Section 151 of the Internal Revenue Code. Carr
reported her mother’s income as $600 but later claimed it was $592 due to a smaller
pension check in January. However, the mother was entitled to a $600 annual
pension, with $8 withheld from the January check for a death benefit. Additionally,
the mother received interest income during the year.

Procedural History

Carr filed her 1965 tax return claiming her mother as a dependent and as a head of
household. The Commissioner of Internal Revenue disallowed the dependency
exemption and the head of household filing status. Carr petitioned the Tax Court,
which upheld the Commissioner’s decision.

Issue(s)

1. Whether the full amount of the pension, including amounts withheld for other
purposes, should be included in the mother’s gross income for dependency
exemption purposes.
2. Whether the taxpayer qualifies as a head of household if the dependency
exemption is denied.

Holding

1. Yes, because the full pension amount to which the mother was entitled is
considered gross income, even if part is withheld for other purposes.

2. No, because the taxpayer is not entitled to a dependency exemption for her
mother and thus does not meet the requirements for head of household status.
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Court’s Reasoning

The Tax Court applied Section 151 of the Internal Revenue Code, which allows a
dependency exemption for individuals whose gross income is below $600. The court
determined that the mother’s gross income included the full $600 pension, as she
was entitled to it, even though $8 was withheld for a death benefit. The court
reasoned that this withholding did not change the fact that the full amount was
income to the mother, citing that it was equivalent to receiving the full amount and
then paying out part of it. Additionally, the court noted the mother’s interest income,
further disqualifying her from dependent status. The court also applied Section
1(b)(2) of the Code, which defines a head of household, and found that Carr did not
qualify as she was not entitled to the dependency exemption for her mother.

Practical Implications

This decision impacts how taxpayers calculate gross income for dependency
exemption purposes, emphasizing that all income to which a dependent is entitled
must be included, even if not fully received. Practitioners should advise clients to
carefully consider all sources of income for dependents, including withheld amounts,
when determining eligibility for dependency exemptions. The ruling also affects
eligibility for head of household filing status, which can significantly impact tax
liability. Subsequent cases, such as those involving similar issues of income
entitlement, have referenced Carr to support the inclusion of all income in
dependency calculations.
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