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MVEMORANDUM OPI NI ON

WOLFE, Special Trial Judge: Respondent determ ned a

deficiency of $4,155 in petitioners’ 1998 Federal incone tax.
the answer to the petition respondent asserted an accuracy-
rel ated penalty of $831 pursuant to section 6662(a). At trial

respondent filed a witten notion for a penalty under section
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6673(a)(1). Al section references are to the Internal Revenue
Code in effect for 1998.

The issues for decision are: (1) Wether petitioners’
conpensation for services, unenploynent conpensation, and
interest received during 1998 constitute gross incone; (2)
whet her petitioners are liable for an accuracy-rel ated penalty
under section 6662(a); and (3) whether inposition of a penalty
under section 6673(a) is appropriate under the circunstances of
this case.

Sone of the facts have been stipulated and are so found.
The stipulation of facts and the acconpanying exhibits are
i ncorporated herein by this reference. Petitioners resided in
Fal | brook, California, when they filed their petition.

Petitioners are well-educated people. Both graduated from
California State University at Long Beach. Mark Corcoran
(petitioner) received a bachelor’s degree in business
adm nistration wth an enphasis in accounting. Petitioner Nancy
Corcoran (Ms. Corcoran) holds a naster’s degree in education.
Petitioner is an accountant for G obal Qutdoors, Inc. Ms.
Corcoran teaches in the San Diego Catholic school system

During 1998, petitioner received conpensation for services
of $13,269 and $5,773 from Al Anerican Homes and Enpire Mari ne,
Inc., respectively. Petitioner also received unenpl oynent

conpensation of $168 fromthe California Enpl oynent Devel opnent
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Departnment. Ms. Corcoran received $25,761 fromthe Ronman
Catholic Bishop of San Diego with respect to her teaching job.
Petitioners also received interest on their bank account
bal ances. In total, petitioners received conpensation for
servi ces of $44,803, unenpl oynent conpensation of $168, and
interest of $426. Petitioners jointly filed a 1998 Federal
income tax return. They filled in lines 7 through 56 of their
Form 1040, U.S. Individual Inconme Tax Return, with a zero on each
line and clainmed a refund of $937.90. Petitioners attached to
their tax return a Form W2, Wage and Tax Statenent, reporting
wages of $25,761 from Ms. Corcoran’s enpl oyer. Respondent
treated the $25,761 as if it were properly reported on the tax
return.

Petitioners stipulated that they received all the anmounts
that their enployers reported to the Internal Revenue Service on
Fornms W2, as wages or conpensation paid to them However,
petitioners refused to stipulate that such anobunts constitute
wages. Petitioners also stipulated that they received all of the
unenpl oynment conpensation and interest that respondent determ ned
were incone. Petitioners do not challenge the facts on which
respondent’s determ nations are based or respondent’s cal cul ation
of tax. Rather, petitioners, by selectively anal yzing statutes,
regul ations, and judicial authorities out of context, have

reached the conclusion that their conpensation for services,
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unenpl oynent conpensation, and interest do not constitute gross
i ncone.
Petitioners argue: (1) There is no |law making petitioners
liable for a personal income tax; (2) petitioners have no gross
i ncone pursuant to section 861 et seq. concerning gross incone
fromsources within the United States and wi thout the United
States; and (3) the notice of deficiency with respect to
petitioners’ 1998 return is invalid because petitioners allegedly
were denied an adm nistrative hearing and because respondent
failed to carry the burden of proof at the admnistrative |evel.
At the outset we note that petitioners’ argunents are
wi t hout factual or legal foundation. Their contentions are
rem ni scent of standard tax protester rhetoric. They have
presented as exhibits copies of materials apparently prepared and
di stributed by an organi zati on opposed to conpliance with the
incone tax laws. Wiile petitioners’ argunents certainly do not
require refutation “wth sonber reasoning and copi ous citation of

precedent”, Crain v. Comm ssioner, 737 F.2d 1417 (5th Gr. 1984),

we shall, nevertheless, briefly discuss sone of the issues
rai sed
Section 1 inposes an incone tax on the incone of every
i ndividual who is a citizen or resident of the United States.
Sec. 1.1-1(a)(1), Incone Tax Regs. Section 61(a) provides that

except as otherw se provided in subtitle A (inconme taxes) gross
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income includes “all inconme from whatever source derived,”
i ncl udi ng conpensation for services and interest. Secs.
61(a)(1l), (4). Section 85(a) provides that an individual’s gross
i ncone includes unenpl oynent conpensati on.

| gnoring these statutory provisions, petitioners argue that
their conpensation for services, unenploynent conpensation, and
interest do not constitute gross incone because these itens of
incone are not listed in section 1.861-8(f), Incone Tax Regs.
Their argunent is m splaced and takes section 1.861-8(f), Incone
Tax Regs., out of context. The rules of sections 861-865 have
significance in determ ning whether income is considered from
sources within or without the United States. The source rules do
not exclude fromU. S. taxation inconme earned by U S. citizens

fromsources within the United States. See, e.g., Wllians v.

Comm ssioner, 114 T.C 136, 138-139 (2000) (rejecting claimthat

income is not subject to tax because it is not fromany of the
sources listed in sec. 1.861-8(a), Inconme Tax Regs.); Aiello v.

Comm ssioner, T.C Menp. 1995-40 (rejecting claimthat the only

sources of inconme for purposes of sec. 61 are listed in sec.

861); Geat-Wst Life Assur. Co. v. United States, 230 C¢. d.

477, 678 F.2d 180, 183 (1982) (“The determ nation of where incone
is derived or ‘sourced is generally of no nonent to either

United States citizens or United States corporations, for
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such persons are subject to tax under section 1 and section 11
respectively, on their worldw de incone.”).

Petitioners’ procedural arguments |ikew se are w thout
merit. Petitioners argue that the notice of deficiency is
invalid because they allegedly were denied an adm nistrative
heari ng, and because respondent failed to carry the burden of
proof at the adm nistrative | evel

The record is unclear as to whether petitioners were
provi ded the opportunity for an adm nistrative heari ng.
Regardless, it is readily apparent that an adm nistrative hearing
in this case would have been futile. Petitioners never disputed
the anbunts omtted fromtheir tax return. Their positions were
certainly not going to be accepted by the Internal Revenue

Service. See Madge v. Comm ssioner, T.C Meno. 2000-370

(rejecting taxpayer’s due process claimin a deficiency suit and
finding that an adm nistrative hearing woul d have been futile),
affd. per curiamw thout published opinion _  F.3d _ (8th Cr
2001). As a general rule, this Court will not | ook behind a
deficiency notice to exam ne the evidence used, the propriety of
respondent’s notives, or the admnistrative policy or procedure

that inforns respondent’s determ nations. Pietanza v.

Commi ssioner, 92 T.C 729, 735 (1989), affd. w thout published

opinion 935 F.2d 1282 (3d Cr. 1991); G eenberg’ s Express, Inc.

v. Comm ssioner, 62 T.C 324, 327 (1974); see Snyder V.
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Conmi ssioner, T.C. Meno. 2001-255. A trial before the Tax Court

is a proceeding de novo; our determ nation of a taxpayer’s
ltability is based on the nerits of the case and not on the

record devel oped at the admnistrative level. Geenberg’s

Express, Inc. v. Conm ssioner, supra at 328.

Wth regard to the burden of proof as it pertains to their
l[iability for the deficiency in their incone tax, petitioners’
| ong-w nded argunents are msplaced. The resolution of their
liability for the deficiency does not depend on which party has
the burden of proof. Petitioners have stipulated the anmounts
omtted fromtheir tax return. There are no material facts in
di spute. Since only legal issues remain, the burden of proof is

irrel evant. Nis Famly Trust v. Conmmi ssioner, 115 T.C 523, 538

(2000). Accordingly, we sustain respondent’s deficiency
determ nation

The second issue for decision is whether petitioners are
liable for the section 6662(a) accuracy-related penalty for 1998.
Section 6662(a) inposes a 20-percent penalty on under paynents
attributable to, anong other things, the taxpayer’s negligence or
di sregard of rules or regulations. Negligence is defined to
include the “failure to make a reasonable attenpt to conply” with
the tax laws. Sec. 6662(c). A position with respect to an item
is attributable to negligence if it |acks a reasonabl e basis.

Sec. 1.6662-3(b)(1), Incone Tax Regs. The term “di sregard”
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i ncl udes any carel ess, reckless or intentional disregard of rules
or regulations. Sec. 6662(c); sec. 1.6662-3(b)(2), Incone Tax
Regs. “‘[Il]ntentional disregard occurs when a taxpayer who knows
or should know of a rule or regulation chooses to ignore its

requi renents.’” Craner v. Conmm ssioner, 64 F.3d 1406, 1414 (9th

Cr. 1995)(quoting Hansen v. Conm ssioner, 820 F.2d 1464, 1469

(9th Cir. 1987)), affg. 101 T.C. 225 (1993).

By failing to report inconme and persistently refusing to
acknowl edge their tax liability with respect to undi sputed
revenues, despite self-professed famliarity with the tax | aws,
petitioners have behaved unreasonably and have intentionally
di sregarded the rules and regul ations. These circunstances,
whi ch are not disputed, denonstrate that respondent has satisfied
hi s burden of production under section 7491(c) for his
determ nation of the accuracy-rel ated penalty based on negligence

or disregard of rules or regulations. Higbee v. Conm ssioner,

116 T.C. 438, 448-449 (2001). Accordingly, we sustain
respondent’s determ nation of the accuracy-rel ated penalty under
section 6662(a).

By notion at the conclusion of trial, respondent requested
that the Court inpose a penalty under section 6673(a). Section
6673(a) (1) authorizes this Court to require a taxpayer to pay to
the United States a penalty not in excess of $25,000 if, inter

alia, the taxpayer’s position in the proceeding is frivolous. A
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position maintained by a taxpayer is frivolous if it is “contrary
to established | aw and unsupported by a reasoned, col orable

argunent for change in the law.” Coleman v. Conm ssioner, 791

F.2d 68, 71 (7th Cr. 1986). Sanctions are properly inposed when
t he taxpayer knew or shoul d have known that his claimor argunent

was frivol ous. Hansen v. Commi ssioner, supra at 1470; Nis Famly

Trust v. Conm ssioner, supra at 544.

Petitioners knew or should have known that their position
was frivolous. M. Corcoran has been trained as an account ant
and has been enployed in that capacity. He testified that he has
spent 4 years researching the tax laws. One nonth before trial
respondent’s counsel sent a letter to petitioners clearly
outlining the relevant Code sections. He warned petitioners that
respondent would nove for the Court to inpose the section 6673(a)
penalty if they continued to pursue their frivolous argunents.
Petitioners ignored our precedents and the warnings from
respondent’s counsel. At trial petitioners introduced numerous
i nappropriate exhibits, including a copy of a Peanuts Cartoon
featuring Snoopy. They have wasted limted judicial and
adm ni strative resources. Accordingly, we shall require
petitioners to pay a $2,000 penalty to the United States under
section 6673(a).

To the extent not herein discussed, we have consi dered

petitioners’ other argunents and found themto be neritless.



To reflect the foregoing,

An appropriate order

and decision will be entered

for respondent.




