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VEMORANDUM COPI NI ON
TANNENWALD, Judge: Respondent determ ned deficiencies in
petitioner's Federal incone taxes of $9,300.52 for 1991 and
$10, 887.87 for 1992. The issues for decision are whether
respondent properly disallowed (1) a |loss of $3,325 on a sale to
arelated entity; (2) deductions for life insurance prem uns for

a policy on petitioner's principal sharehol der; (3) deductions
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for accrued tax expenses where petitioner otherw se uses the cash

met hod of reporting.

Backgr ound

This case was submitted fully stipulated under Rule 122.1
The stipulation of facts is incorporated herein and found
accordingly.

Petitioner is a corporation with its principal office, at
the tinme of the filing of its petition, in Beckley, Wst
Virginia. It filed its 1991 and 1992 incone tax returns with the
I nternal Revenue Service, Cincinnati, Chio, Service Center.

The sol e sharehol der of petitioner is also the sole
shar ehol der of Whitlock Realty, Incorporated (Realty). During
the 1991 taxable year, petitioner sold a notor honme to Realty for
$13,675.34. The original cost of the notor hone was $17,000. On
its 1991 tax return, petitioner deducted the $3, 325 difference.

During the taxable years 1991 and 1992, petitioner
mai nt ai ned i nsurance on the life of its principal officer and
sharehol der in order to obtain financing for the purchase of
autonobiles. Petitioner paid prem uns of $16,005 for 1991 and
$21, 340 for 1992. Petitioner was al so the beneficiary of the

policy. During the years at issue, petitioner received no

1 Unless otherwise indicated, all statutory references are
to the Internal Revenue Code in effect for the years in issue,
and all Rule references are to the Tax Court Rules of Practice
and Procedure.
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paynents fromthe insurance policy. Petitioner deducted the
anounts of the prem uns paid as insurance expense.

During the taxable years 1991 and 1992, petitioner |eased
aut onobi | es through I ong-termcontracts and reported the incone
therefromas rental inconme. Petitioner used the cash receipts
and di sbursenents nethod to report nost of its rental activity.
However, for the years at issue as well as prior years,
petitioner used the accrual nethod to report its tax expenses
related to its autonobile rental activity. The tax paynents in
guestion were not made until the year follow ng the taxable year
to which they would rel ate under an accrual accounting system
Petitioner's accrued tax expenses for 1991 were $25, 335.44 and

for 1992 were $34, 305. 96.

Di scussi on
Petitioner bears the burden of proving that respondent's

determ nations are incorrect. Rule 142(a); Welch v. Helvering,

290 U. S, 111, 114 (1933). This burden is not lessened in a fully

stipul ated case. Borchers v. Conm ssioner, 95 T.C. 82, 91

(1990), affd. 943 F.2d 22 (8th Cir. 1991). W deal with the
issues in turn.

Rel ated Entity Loss

Section 267(a)(1) provides:

No deduction shall be allowed in respect of any | oss
fromthe sale or exchange of property, directly or
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indirectly, between persons specified in any of the
par agraphs of subsection (b). * * *

Section 267(b)(3) specifies as persons for whoma loss wll be
di sal | owed:

Two corporations which are nmenbers of the sane
controlled group (as defined in subsection (f));

Section 267(f)(1) incorporates the provisions of section 1563(a),
whi ch defines a controlled group as a group of corporations, each
owned nore than 50 percent, in voting power or value, by a common
parent corporation, or five or fewer individuals. 1In this case,

t he sanme individual owned 100 percent of both petitioner and
Realty, and thus petitioner and Realty were nenbers of a
controlled group. Sec. 267(b)(3), (f)(1). The $3,325 | oss arose
froma sale or exchange of property. The plain |anguage of the
statute does not allow petitioner's loss. Petitioner's argunent
that there is no evidence of collusion on the sale is sinply
irrel evant.

| nsurance Prem uns

Section 264(a)(1) provides that no deduction shall be

al l oned for:
Prem uns paid on any life insurance policy covering the
life of any officer or enployee, or of any person
financially interested in any trade or business carried
on by the taxpayer, when the taxpayer is directly or
indirectly a beneficiary under such policy.

Here, the insurance policy covered the Iife of the principal

of ficer and sharehol der of petitioner. Since petitioner was the

beneficiary of the policy, the paynent of the prem uns may not be
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deduct ed, regardl ess of whether they woul d ot herw se be

deducti bl e as a busi ness expense. Carbine v. Conmm ssioner, 83

T.C. 356, 367-368 (1984) (and cases cited thereat), affd. 777
F.2d 662 (11th Cr. 1985). The fact that the insurance was
required in connection with the financing of petitioner's
busi ness does not warrant a different conclusion. Rodney v.

Comm ssi oner, 53 T.C. 287, 318-319 (1969). We sustain

respondent on this issue.

Accrued Taxes

Petitioner used the cash receipts and di sbursenents net hod
to report the income fromits long-termrental of autonobiles but
deducted tax expenses related to that rental activity on the
accrual nethod. The tax paynents in question were not nade until
the year following the taxable year to which they would rel ate
under an accrual accounting system Under section 446(c), a
t axpayer may use the cash receipts and di sbursenents nethod, the
accrual nethod, any other nethod permtted by the statute, or

"any conbi nation of the foregoing nethods permtted under

reqgul ations prescribed by the Secretary.” Sec. 446(c)(4)

(enphasi s added).

Under section 1.446-1(c)(1)(i), Incone Tax Regs., for
t axpayers using the cash recei pts and di sbursenents net hod of
accounti ng:

Expenditures are to be deducted for the taxable year in
whi ch actually nmade. * * *
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Section 1.446-1(c)(1)(iv)(a), Incone Tax Regs., further provides
that, while conbinations of nmethods that clearly reflect incone
and are consistently used wll be permtted, nonetheless,

a taxpayer who uses the cash nethod of accounting in

conputing gross incone fromhis trade or business shal

use the cash nethod in conputing expenses of such trade

or business. * * *
Thus, it is clear that petitioner may not deduct certain expenses

usi ng the accrual nethod when its primary nethod for reporting

inconme is the cash net hod. Mele v. Comm ssioner, 72 T.C. 284,

291 (1979); Connors, Inc. v. Conm ssioner, 71 T.C 913, 916-917

(1979). The fact that petitioner has used this conbi nation of
cash and accrual accounting in the past is of no consequence. A
consi stent application of an inproper nethod or conbination wll
not ratify petitioner's m stake nor prevent respondent's

correction of it. Mele v. Comi ssioner, supra at 291.

To reflect the foregoing,

Deci sion will be entered

for respondent.




