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Shirley  W.  Keeler,  Petitioner  v.  Commissioner  of  Internal  Revenue,
Respondent,  70  T.  C.  279  (1978)

A custodial parent must be entitled to the dependency exemption to claim the child
care deduction under Section 214.

Summary

Shirley W. Keeler sought a child care deduction under Section 214 for expenses
incurred  while  she  was  employed,  but  she  could  not  claim  her  children  as
dependents due to her former husband’s entitlement under their divorce decree.
The Tax Court held that Keeler was not eligible for the deduction because her
children  did  not  meet  the  definition  of  “qualifying  individuals”  under  Section
214(b)(1). The court also rejected Keeler’s argument that the dependency exemption
requirement was unconstitutional. This ruling underscores the importance of the
dependency exemption for claiming child care deductions and the broad discretion
Congress has in defining tax deductions.

Facts

Shirley W. Keeler and William R. Keeler were divorced in 1970, with custody of their
three children awarded to Shirley. William paid child support and was entitled to
claim the children as dependents per their divorce agreement. In 1973, Shirley was
employed  full-time  and  incurred  child  care  expenses,  which  she  claimed  as
deductions  on  her  tax  return.  The  Commissioner  disallowed  these  deductions
because Shirley could not claim the children as dependents.

Procedural History

Shirley Keeler filed a petition in the U. S. Tax Court challenging the Commissioner’s
disallowance of  her  child  care  deductions  for  1973.  The Tax Court  upheld  the
Commissioner’s  determination,  ruling  that  the  children  were  not  “qualifying
individuals” under Section 214(b)(1) because Shirley was not entitled to claim them
as dependents.

Issue(s)

1. Whether Shirley Keeler is entitled to a child care deduction under Section 214 for
expenses incurred in 1973.
2.  Whether the requirement that  a  taxpayer must  be entitled to  a  dependency
exemption  for  a  child  to  claim the  child  care  deduction  under  Section  214  is
unconstitutional.

Holding

1. No, because Keeler’s children were not “qualifying individuals” as defined in
Section 214(b)(1) since she was not entitled to claim them as dependents.
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2. No, because the dependency exemption requirement in Section 214 is a rational
classification that does not violate the Fifth Amendment’s due process clause.

Court’s Reasoning

The court applied the Internal Revenue Code’s definition of a “qualifying individual”
under Section 214(b)(1), which requires the taxpayer to be entitled to a dependency
exemption for the child. Since Shirley’s former husband claimed the children as
dependents under their divorce decree, she did not meet this criterion. The court
emphasized that deductions are a matter of legislative grace and that Congress had
the authority to limit the child care deduction to those entitled to the dependency
exemption.

The court also addressed Shirley’s constitutional challenge, applying the “rational
basis” standard. It found that the classification in Section 214 was not arbitrary or
invidious.  The  court  perceived  several  rational  reasons  for  the  classification,
including  preventing  potential  abuse  by  custodial  parents  and  reducing
administrative burdens. The court cited prior cases like Nammack v. Commissioner
and Black v. Commissioner to support its conclusion that Section 214’s dependency
exemption requirement was constitutional.

Practical Implications

This decision clarifies that a custodial parent must be entitled to the dependency
exemption to claim a child care deduction under Section 214. It  reinforces the
importance of understanding the interplay between dependency exemptions and tax
deductions.  Practitioners must advise clients in divorce situations about the tax
implications of dependency allocation in settlement agreements.  The ruling also
demonstrates the deference courts give to congressional tax classifications, making
constitutional challenges to tax provisions difficult to sustain. Subsequent changes
to the tax code, such as the child care credit under Section 44A, have expanded
eligibility but do not retroactively apply to cases like Keeler’s.


