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MEMORANDUM FI NDI NGS OF FACT AND OPI NI ON
COHEN, Judge: Respondent determ ned a deficiency of $67,473
in petitioner’s Federal incone taxes for 1994 and a penalty of
$5, 070 under section 6662. After concessions, the issues for
deci sion are whether petitioner is entitled to a deduction for
prof essional fees in the amount of $65,000 for 1994 and whet her

petitioner is liable for the penalty. Unless otherw se
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indicated, all section references are to the Internal Revenue
Code in effect for the year in issue.
FI NDI NGS OF FACT

Sone of the facts have been stipulated, and the stipul at ed
facts are incorporated in our findings by this reference.
Petitioner is a corporation located in Anesbury, Massachusetts,
at the time that its petition was fil ed.

Petitioner was in the business of designing, storing, and
refurbishing trade show exhibits. Petitioner began its business
in md-Septenber 1993. Tamara C. O bres (A bres) was the
100- percent sharehol der and president of petitioner.

In 1994, petitioner was a C corporation. Petitioner used
t he accrual nethod of accounting. On its Form 1120, U.S.

Cor poration Inconme Tax Return, for 1994, petitioner clained a
deduction for professional fees in the anmount of $66,865. The
anount deducted was based in part on an adjusting entry to accrue
a professional fee in the anount of $65,000. The Form 1120
reported conpensation paid to Abres in the amount of $42, 000,

sal ary and wages expense of $6, 723, and taxable inconme of

$75,689. Petitioner’s Form 1120 was prepared and si gned by

CGeor ge Coupounas (Coupounas), who represented hinself to be a
know edgeabl e certified public accountant and attorney.

An audit of petitioner’s Federal incone tax return for 1994

was conmenced in early 1997, and an inquiry was nade into the
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accrual of the $65, 000 professional fee. During the audit,
petitioner was represented by Coupounas. Coupounas stated that
t he $65, 000 was for his services and that he had never billed
petitioner and had not been paid for the services. He declined
to provide tinme sheets reflecting services perfornmed for
petitioner. In August 1998, O bres signed a check payable to
Coupounas for $65,000. At the direction of Coupounas, O bres
dated the check Decenber 31, 1998. The check was delivered to
Coupounas in August 1998 and was negotiated by himand cleared
petitioner’s bank account in August 1998. Before delivering the
check to Coupounas, O bres did not receive from Coupounas any
i nvoice or other item zation of the services for which paynent
was al | egedl y made.

OPI NI ON

Petitioner argues that the professional fees were incurred
during the year in issue.

Under the accrual nethod of accounting, a liability is
incurred, and generally is taken into account for Federal incone
tax purposes, in the taxable year in which all the events have
occurred that establish the fact of the liability, the anount of
the liability can be determ ned with reasonabl e accuracy, and
econom ¢ performance has occurred with respect to the liability.

Sec. 1.461-1(a)(2), Incone Tax Regs.
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The only evidence offered at trial by petitioner was the
cancel ed check and the testinony of Obres. JObres testified
t hat she never had any di scussions with Coupounas as to how he
woul d charge petitioner for accounting and | egal services. She
acknow edged that it was not petitioner’s standard business
practice to retain service providers or suppliers w thout know ng
what they were going to charge. She attenpted to explain her
reliance on Coupounas by reference to his history of preparation
of tax returns for her parents and for her. Coupounas declined
to cooperate with petitioner’s counsel, and there are no
docunents in the record reflecting services all egedly perforned
by Coupounas for petitioner other than the tax return prepared by
hi m

We are not persuaded that econom c performance with respect
to the professional fees clainmed had occurred during the year in
i ssue. Coupounas never submtted an invoice to petitioner,
unl i ke other suppliers with whom petitioner did business. Based
on the testinony and | ack of contenporaneous docunentation, we
concl ude that the anobunt of the professional fees for services
al l egedly rendered by Coupounas could not have been determ ned
Wi th reasonabl e accuracy by the end of 1994. d bres al so
testified that, at the tinme she signed the return, she was not

aware that nore than $65,000 in professional fees expense was
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claimed as a deduction. She testified that she | ooked only at
the bottom i ne.
Wth respect to the check witten to Coupounas i n August
1998, O bres testified as foll ows:
Q When did you first becone aware that the

corporation owed M. Coupounas $65, 000 for professional
fees fromthe cal endar year 19947

A It was sone tine in August 1998.
Q And how did you becone aware of that?
A M. Coupounas arrived at ny office one day

and told nme that the corporation owed hi m $65, 000 for
services rendered that was clai med on the 1994 t ax
return, and he asked ne to wite hima check.

Q Now, at the time M. Coupounas cane to you
in August of 1998, and said “You owe ne $65, 000 for
| egal and accounting services,” were you aware that
M. Coupounas had rendered services to Interex, Inc.
for which he had not been paid?

A Yes, | was.
Q When he told you you owed hi m $65, 000 or

t he corporation owed hi m $65, 000, did you ask hi m what
services is this for, or what did you do for this

nmoney?
A No, | didn't.
Q Did you ask himwhether he had kept any

time records or any other types of records which would
support that ampount of $65, 000?

A No, | didn't.

* * * * * * *

Q Is it your testinony that you paid
M. Coupounas on Decenber 31, 19987
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A No. | wote the check sonetine in August
1998.

Q Who printed that date, Decenber 31, 1998 on
t he check?

A | did.

Q Now, why woul d you give M. Coupounas a

check in August of 1998 and date that check
Decenber 31, 19987

A That’s the date that M. Coupounas asked ne
to reflect on the check.

Q M . Coupounas asked you to put that date on
t he check?

A Yes, he did.

Q Did he tell you why he wanted you to put

that date on the check?

No, he didn’'t.

Q Did you ask hinf
A No, | didn't.
Q Didn’t that seemunusual to you witing a

check in August and putting a Decenber 31, 1998 date on
it?

A Yes, it seened unusual.

Q But even though it was unusual, you stil
didn’t ask hinf

A That’ s correct.

Q Wy not ?

A It seened unusual but | didn't think it was

illegal, especially where the sanme year is reflected on
the check, the year | wote it.
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Al though O bres identified a few services perforned for
petitioner by Coupounas, none of these services were specialized,
uni que, or otherw se reasonably val ued at $65, 000 during 1994.
Her testinony does not support a finding that an expense in any
anount was incurred during petitioner’s 1994 tax year that woul d
support a deduction by an accrual basis taxpayer. See sec.
461(a); sec. 1.461-1(a)(2)(i), Incone Tax Regs.

O bres’ testinony concerning her unquestioning reliance on
Coupounas is either inprobable or indicative of unreasonabl e
conduct. Her testinony that she did not | ook at anything other
than the bottomline on the tax return that she signed is al so
i nprobabl e or indicative of negligence. According to the return,
the professional fees clained during the year in issue exceeded
150 percent of the conpensation that she received as the
executive and operating enpl oyee of the corporation. Although
Coupounas was an accountant and an attorney, under the facts of
this case we do not believe that O bres reasonably relied on him
with respect to the propriety of deducting $65,000 in accrued
prof essional fees that were all egedly payable to Coupounas.

Under these circunstances, a penalty for negligence under section
6662(a) is appropriate.

Deci sion will be entered

for respondent.




