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MVEMORANDUM OPI NI ON

DEAN, Special Trial Judge: Respondent issued a notice of

deficiency to petitioners for taxable year 1997. In the notice,
respondent determ ned a deficiency of $1,688 in Federal incone

tax and an accuracy-related penalty of $338 under section
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6662(a).! Respondent |ater raised a new issue and asserted an
i ncreased deficiency of $6,520 and an accuracy-rel ated penalty of
$1, 304.

The issues for decision are: (1) Wiether petitioners are
entitled to 10 dependency exenption deductions for their
children; (2) if petitioners are entitled to the deducti ons,
whet her they are liable for the alternative m ninumtax; and (3)
whet her petitioners were negligent, disregarded rules or
regul ations, or substantially understated their incone tax.

Backgr ound

Sone of the facts have been stipulated and are so found.
The stipulation of facts and the attached exhibits are
i ncorporated herein by reference. Petitioners resided in den
MIls, Pennsylvania, at the tinme their petition was filed.
Petitioners clainmed dependency exenption deductions for
their 10 children on their joint 1997 Form 1040, U.S. I ndividual
| ncome Tax Return. Petitioners wote “NA” in the section
provided for listing the Social Security nunbers (SSN s) of
cl ai mred dependents. Petitioners’ children are all U S. citizens

under the age of 18 and do not have SSN s.

1 Unl ess otherw se indicated, section references are to the
I nternal Revenue Code in effect for the year in issue, and al
Rul e references are to the Tax Court Rules of Practice and
Pr ocedure.
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Respondent issued a notice of deficiency determ ning that
petitioners were subject to the alternative m ni numtax
prescri bed by section 55 on account of the nunber of dependency
exenptions clainmed for their children. Petitioners filed a
tinmely petition for redeterm nation of the deficiency and | ater
amended their petition.?2 In respondent’s answer to petitioners’
amendnent to their petition, respondent challenged petitioners’
entitlement to dependency exenption deductions for their children
because of petitioners’ failure to provide SSN's for their
children, and respondent asserted an increased deficiency and an
i ncreased addition to tax under section 6662(a). Resolution of
t he dependency exenption issue in favor of respondent wll
resolve the alternative mninumtax issue; if petitioners are not
entitled to the dependency exenptions, they are not subject to
the alternative m nimumtax.

Di scussi on

Taxpayers are entitled to claiman exenption for each child
who qualifies as a dependent under sections 151 and 152. Section
151(e) provides: “No exenption shall be allowed under this

section with respect to any individual unless the TIN of such

2 By order dated August 4, 1999, the Court construed
petitioners’ anmendnent to nmake a claimfor an overpaynent of tax
for tax year 1997
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i ndi vidual is included on the return claimng the exenption.”?
A*TIN is “the identifying nunber assigned to a person
under section 6109.” Sec. 7701(a)(41). Section 6109(d) provides
that the SSN i ssued to an individual is the identifying nunber of

the individual, except as otherw se specified under applicable
regul ations. The regul ations specify that individuals required
to furnish a TIN nust use an SSN unl ess the individual is not
eligible to obtain an SSN or unless the individual is required to
use an enployer identification nunber. See sec. 301.6109-
1(a)(1)(ii)(A, (B), and (O, Proced. & Admn. Regs. “Any

i ndi vidual who is duly assigned a social security nunber or who
is entitled to a social security nunber will not be issued an I RS
i ndi vi dual taxpayer identification nunber.” Sec. 301.6109-
1(d)(4), Proced. & Admn. Regs. Al US. citizens are eligible
to receive SSN's. See 20 C F.R sec. 422.104 (2000).

Respondent bears the burden of proof with respect to new
matters not raised in the notice of deficiency; thus, respondent
nmust establish that petitioners are not entitled to the
exenptions they claimed for their children. See Rule 142(a).

The parties have stipulated that petitioners’ children are U S

citizens, and petitioners do not contend that their children are

3 Sec. 151(e), which was added to the Code by the Small
Busi ness Job Protection Act of 1996, Pub. L. 104-188, sec.
1615(a) (1), 110 Stat. 1853, generally applies to returns due on
or after Sept. 19, 1996.
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ineligible for SSN's. Thus, under section 151(e) and the
appl i cabl e regul ations, petitioners cannot properly claim
dependency exenption deductions for their children unl ess they
provide SSN's for them Deductions are strictly a matter of
| egi slative grace, and taxpayers nust satisfy the specific

requi renents for any deduction clainmed. See INDOPCO, Inc. v.

Commi ssioner, 503 U.S. 79, 84 (1992); New Colonial Ice Co. V.

Hel vering, 292 U. S. 435, 440 (1934).

Petitioners, however, ask the Court to find that section
151(e) is “invalid because of its obvious coercive and irrel evant
nature” or to require the IRS to issue individual taxpayer
identification nunbers for their children. They are opposed to
having SSN s assigned to their children because they
conscientiously object to obligating their children “to an
irrevocable contract” and “believe it is not right to indenture
mnors for life.”

We recently held that the SSN requirenent is the |east
restrictive nmeans of achieving the Governnment’s conpelling
interests in inplenenting the Federal tax systemin a uniform
mandatory way and in detecting fraudul ent clains to dependency

exenptions. See Mller v. Conm ssioner, 114 T.C. __ (2000);

Davis v. Comm ssioner, T.C Mno. 2000-210. In Mller and in

Davis, the taxpayers raised religious objections to the use of

SSN's. W explicitly rejected the taxpayers’ suggestion that the
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Comm ssi oner coul d accommodate their religious beliefs by issuing
i ndi vi dual taxpayer identification nunbers for their children
because it would be a |l ess effective neans of detecting fraud

than requiring SSN's. See MIler v. Conm ssioner, supra; Davis

v. Conm ssi oner, supra.

We do not question the sincerity of petitioners’ objections
to obtaining SSN's for their children. Petitioners, however, are
not entitled to the benefit of dependency exenption deductions
af forded by section 151 unless they obtain the SSN s clearly

required by section 151(e). See MIler v. Conmm Ssioner, supra;

Davis v. Conmm ssioner, supra. Accordingly, we uphold

respondent’s determi nation that petitioners are not entitled to
dependency exenption deductions for their 10 children.

Respondent has conceded that if petitioners are not entitled
t o dependency exenption deductions, they are not liable for the
alternative mninumtax. W therefore turn our attention to
petitioners’ liability for an addition to tax under section
6662(a) .

Section 6662(a) inposes a penalty of 20 percent of the
portion of an underpaynent attributable to negligence or
disregard of rules or regulations or attributable to any
substantial understatenent of incone tax. See sec. 6662(b) (1)
and (2). “Negligence” is defined as any failure to nake a

reasonabl e attenpt to conply with the provisions of the Internal
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Revenue Code, and “disregard” is defined as any carel ess,

reckl ess, or intentional disregard. Sec. 6662(c). An
understatenent of inconme tax is substantial if it exceeds the
greater of 10 percent of the tax required to be shown on the
return for the taxable year or $5,000. See sec. 6662(d). For
pur poses of this conputation, the anmount of the understatenent is
reduced to the extent: (1) There is or was substantial authority
for the taxpayers’ treatnent of an item or (2) the rel evant
facts affecting an itens’ tax treatnent were adequately disclosed
in the taxpayers’ return or in an attached statenent, and there
is a reasonable basis for the tax treatnment of such item See
sec. 6662(d)(2)(B)

The accuracy-rel ated penalty does not apply if petitioners
had reasonabl e cause for the underpaynent and acted in good faith
W th respect to the underpaynent. See sec. 6664(c). Wether a
t axpayer acted with reasonable cause and in good faith is
determ ned case by case, taking into account all pertinent facts
and circunstances. See sec. 1.6664-4(b)(1), Incone Tax Regs.

The nost inportant factor generally is the extent of the
taxpayers’ effort to assess their proper tax liability. See id.
An honest m sunderstanding of fact or law that is reasonable in
light of all the facts and circunmstances nmay indicate reasonabl e
cause. See id.

As respondent has the burden of proving new matters pl eaded
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in his answer, respondent nust prove petitioners are liable for
the addition to tax under section 6662(a). See Rule 142(a). At
trial, Carris Kocher testified she was aware they were required
to include SSN s for their children in order to obtain dependency
exenptions when she and her husband filed their 1997 Federal
income tax return. In claimng exenptions for their children but
failing to provide SSN s, petitioners intentionally disregarded
rul es and regul ati ons.

Mor eover, they substantially understated their incone tax.
Petitioners reported tax due of $5,141 on their return. A
deficiency of $6,520 resulted fromthe denial of dependency
exenptions. There is no substantial authority for petitioners’
om ssion of their childrens SSN's on their return, nor did
petitioners make adequate disclosure of the relevant facts
regarding their omssion. See sec. 1.6662-4(f)(2), Incone Tax
Regs.; Rev. Proc. 97-56, 1997-2 C.B. 582. The deficiency thus
exceeds the greater of 10 percent of the tax required to be shown
on their return for the taxable year or $5, 000.

Petitioners do not qualify for the reasonabl e cause
exception of section 6664(c). They had no reasonabl e cause to
to claimexenptions for their children because they had no
intention of including SSN's for the children and were aware of
the SSN requirenent. Petitioners are not excused from sati sfying

the specific statutory requirenents for any deduction they claim



- 9 -
We, therefore, hold that petitioners are liable for the accuracy-
related penalty of section 6662(a).

To reflect the foregoing,

Deci sion will be entered

for respondent.




