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WOLFE, Special Trial Judge: This case was heard pursuant to

the provisions of section 7463 of the Internal Revenue Code in
effect at the time the petition was filed. The decision to be
entered i s not reviewable by any other court, and this opinion

shoul d not be cited as authority. Unless otherw se indicated,

subsequent section references are to the Internal Revenue Code

effect for the years in issue.
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Respondent determ ned deficiencies in petitioners’ 1996 and
1997 Federal inconme taxes of $4,805 and $6, 720, respectively, and
an accuracy-rel ated penalty under section 6662(a) for 1997 of
$1,344. The issues for decision are: (1) Wuether petitioners’
Amway distributorship was an activity engaged in for profit
wi thin the neaning of section 183; (2) whether petitioners are
entitled to clained Schedul e C deductions for expenditures
relating to their Amway activity; (3) whether petitioners are
entitled to deduct as charitable contributions anmounts in excess
of the anpbunts all owed by respondent; and (4) whether petitioners
are |iable for an accuracy-rel ated penalty under section 6662(a)
for 1997.
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 this reference.

When the petition was filed, petitioners resided in Law on,
Okl ahoma. Petitioner Janmes R Landrum (M. Landrum worked full-
time for Goodyear Tire and Rubber Co. (Goodyear) as a quality
technician in 1996 and as an alignment specialist in 1997.
Petitioner Janet M Landrum (Ms. Landrunm) worked full-tinme as an
x-ray technician for Southwestern Medical Center during both

years in issue. Petitioners’ four children were, respectively,
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14, 16, 21, and 24 years of age at the tine of trial (January 22,
2001) .
For conveni ence and clarity, additional findings of fact and
the applicable | aw are di scussed together with respect to each
I ssue.

Backgr ound Concer ni ng Amnay

Prior to the years in issue, petitioners had three separate
experiences with Ammay, beginning in 1974. M. Landrumwas a
corporal in the Marine Corps and was stationed in Hawaii in 1974.
H s Ammay activity consisted of purchasing cases of wax from an
Amnay distributor at whol esale, selling “a case or two a nonth to
[his] friends,” and keeping the difference between the whol esal e
and retail prices. He ceased his activities with Ammay in 1976
when he was transferred from Hawaii and then rel eased from active
duty with the Marine Corps. After their marriage in 1977,
petitioners participated in an Ammay distributorship. Their
experience wwth Ammay was unprofitable, and they termnated it
after 2 years. Petitioners becane involved with Amway a third
time in 1985, while M. Landrum was enpl oyed at Goodyear.

Al t hough petitioners had about 50 persons reporting to them
directly or indirectly, in the pyramd structure of Amway, there
were insufficient sales for profit. Petitioners’ third Amay

venture | asted approximately 2 years, and again, petitioners
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termnated the activity for lack of profit. In |late 1995,
petitioners were introduced to Ammvay a fourth time by friends of
Ms. Landrum This fourth Amnay experience is the subject of the
present controversy.

Petitioners understood the Ammay structure and conpensati on
t echni que t hroughout the years in issue. M. Landrum sunmari zed
it internms of a 6-4-2 illustration. He explained that the Amay
partici pant shoul d purchase his own househol d products from
Amnay. I f he buys $100 of merchandi se nonthly, he receives a
bonus. He then recruits six other persons to use $100 of Amnway
mer chandi se nonthly, and consequently the initial Amay
partici pant receives appropriate bonus anounts with respect to
those six persons. He is “upline” fromthem and they are
“downline” fromhim |If each of the six downline recruits then
enlists four subrecruits, each of whomuses $100 of products
monthly, the initial Ammay participant receives bonus as to usage
fromthis larger group (1 + 6 + 24 for a total of 31). Finally,
inthis illustration, if each of the 24 subrecruits persuades two
additional people to participate in Ammvay and purchase $100 of
product nonthly, the group relevant to the conputation of the
initial Ammay participant’s nonthly bonus will be expanded to an
even |arger nunber (1 + 6 + 24 + 48 for a total of 79). 1In the

6-4-2 illustration, if each participant continues to purchase
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$100 of nerchandise nonthly, the initiator of the group wll
recei ve comm ssion based on nonthly sal es of $7,900, subject to
comm ssion-sharing adjustnents. M. Landrum estinated that the
person who established a successful 6-4-2 grouping would receive
$1,800 to $2,200 in nmonthly conmi ssions and then m ght proceed to
gain even greater benefits as a “direct distributor” who m ght
then triple his organization and receive an “Enerald bonus” and
t hen expand to have six |legs and a “D anond organi zation”
According to M. Landrum Amway distributors with an enerald
organi zati on make $75,000 to $100, 000 annual Iy, and those with a
di amond organi zati on make $125,000 to $250,000 yearly, “And it
goes up fromthere” as he put it.?

Petitioners had no such experience during the years in issue
and all the earlier years of their participation in Amay
distributorships. There sinply is no resenbl ance between the
wonderfully optimstic projection that M. Landrumrecited and
the reality of petitioners’ experience during their many years of

association with Amay.

1 See Nissley v. Commi ssioner, T.C. Menop. 2000-178, for this
Court’s recent summary of Amway operations with somewhat nore
detail and less fantasy, at least as to hinself, than M. Landrum
provi ded.




1. Petitioners’ Ammay Distributorship Was Not an Activity
Engaged in for Profit During 1996 and 1997

Petitioners filed Schedules C, Profit and Loss From
Busi ness, with their 1996 and 1997 Federal incone tax returns and

reported the foll ow ng:

| ncone 1996 1997

Gross receipts $150 $84. 63

Less: cost of goods sold - 0- - 0-

Gross i ncone 150 84. 63

Expenses

Car and truck $8, 866 $12, 119

Comm ssi on and fees 28 - 0-

Legal and professional services 300 300

Tr avel 45 380

Meal s and entertai nment 305 437

O her expenses!? 2,358 2,545. 39
Tot al expenses 11, 902 15, 781. 39
Total net | osses (11, 752) (15, 696. 76)

The “Other expenses” clained for 1996 were:

Monthly seminars (11 sem nars at $28 each) $308
Quarterly conferences (3 conferences at

$130 each, plus food and | odgi ng) 840
Tapes, catal ogs, business support 850
Cel | phone (basic) 360

The “Qther expenses” clainmed for 1997 were:

Monthly training semnars (tickets) $308
Quarterly conferences (3) 470
Trai ni ng tapes and busi ness support 1, 767. 39

In the notices of deficiency for 1996 and 1997, respondent
determ ned that petitioners’ Ammay activity did not satisfy

requirenents for carrying on a business, and that the expenses
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incurred in connection with the Amnay activity were therefore
deductible only to the extent of inconme earned fromthe activity.
Section 183(a) provides that if an activity engaged in by an
i ndividual is not engaged in for profit, no deduction
attributable to such activity shall be allowed, except as
provided in section 183(b).2 An “activity not engaged in for
profit” means any activity other than one for which deductions
are all owabl e under section 162 or under paragraph (1) or (2) of
section 212. Sec. 183(c). Section 162 allows a deduction for
all the ordinary and necessary expenses paid or incurred during
the taxable year in carrying on a business. Section 212 allows a
deduction for all the ordinary and necessary expenses paid or
incurred during the taxable year for the production or collection
of incone, or for the managenent, conservation, or maintenance of
property held for the production of incone. The profit standards
applicable to section 212 are the sane as those used in section

162. Antonides v. Conm ssioner, 893 F.2d 656, 659 (4th Gr

1990), affg. 91 T.C. 686 (1988).

2 In the case of an activity not engaged in for profit, sec.
183(b) (1) allows a deduction for expenses that are otherw se
deductible wthout regard to whether the activity is engaged in
for profit. Sec. 183(b)(2) allows a deduction for expenses that
woul d be deductible only if the activity were engaged in for
profit, but only to the extent that the total gross incone
derived fromthe activity exceeds the deductions allowed by sec.
183(b) (1).
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For a taxpayer to deduct expenses of an activity under
section 162, he nust show that he engaged in the activity with an

actual and honest objective of making a profit. Ronnen v.

Commi ssioner, 90 T.C. 74, 91 (1988); Fuchs v. Comm ssioner, 83

T.C. 79, 98 (1984); Dreicer v. Conmm ssioner, 78 T.C. 642, 645

(1982), affd. without opinion 702 F.2d 1205 (D.C. Cr. 1983);
sec. 1.183-2(a), Incone Tax Regs. Although a reasonable
expectation of profit is not required, the taxpayer’s profit

obj ective nust be bona fide. Hulter v. Conmm ssioner, 91 T.C

371, 393 (1988); Beck v. Conm ssioner, 85 T.C. 557, 569 (1985).

“Profit” in this context neans econom c profit, independent of

tax savings. Drobny v. Conm ssioner, 86 T.C 1326, 1341 (1986).

Wet her a taxpayer has an actual and honest profit objective is a
question of fact to be resolved fromall the relevant facts and

circunstances. Keanini v. Comm ssioner, 94 T.C. 41, 46 (1990);

sec. 1.183-2(b), Incone Tax Regs. Geater weight is given to
objective facts than to a taxpayer’s statenent of intent. Thonas

v. Comm ssioner, 84 T.C 1244, 1269 (1985), affd. 792 F.2d 1256

(4th Gr. 1986); sec. 1.183-2(a), Incone Tax Regs.

Section 1.183-2(b), Income Tax Regs., provides the follow ng
nonexcl usive list of factors to consider in determ ning whether
an activity is engaged in for profit: (1) The manner in which

t he taxpayer carried on the activity; (2) the expertise of the
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taxpayer or his advisers; (3) the time and effort expended by the
taxpayer in carrying on the activity; (4) the expectation that
the assets used in the activity nmay appreciate in value; (5) the
success of the taxpayer in carrying on other simlar or
dissimlar activities; (6) the taxpayer’s history of inconme or
| osses with respect to the activity; (7) the amobunt of occasi onal
profits, if any, which are earned; (8) the financial status of
the taxpayer; and (9) elenents of personal pleasure or
recreation

These factors are not nmerely a counting device where the
nunber of factors for or against the taxpayer is determ native.
Instead, all facts and circunstances nust be taken into account,
and nore wei ght nmay be given to sone factors than to others.

Dunn v. Comm ssioner, 70 T.C 715, 720 (1978), affd. 615 F.2d 578

(2d Gr. 1980). Sone of the factors summari zed above are

i napplicable to this situation, and others provide little

gui dance to the resolution of the question here. Therefore, we
focus on the factors that |lead to our decision.

The nost significant factors by far in this case are
petitioners’ long history of failure in Amway activities and
their alnost total |ack of gross revenue fromthose activities
during the period in issue. Three tinmes before the years in

i ssue M. Landrum had attenpted Ammay activity, and Ms. Landrum
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had participated in the last two of those efforts. Each tinme the
activity was termnated after 2 years. M. Landrum says he
stopped the activity the first tinme because he was in the
mlitary and |l eft the area of his Ammay activity. He nentions
that the birth of petitioners’ first child had something to do
with term nating Ammay the second tinme. Nevertheless,
petitioners’ own testinony establishes that they never nmade any
significant anmount fromthree previous Ammay efforts. They tried
di fferent approaches. |In the first effort, M. Landrum sold sone
product but did not enlist “downline” distributors. The second
effort, in 1977-1979 was, according to M. Landrum *“just kind of
a break-even deal.” During the third effort, in 1985-1987,
petitioners built up their downline distributorship to include
nore than 50 people, but as M. Landrum expl ai ned, “they weren’'t
doing a lot of product”, and consequently, once again there was
no profit.

The obvi ous question is why after three strikes petitioners
did not call thenselves out of Ammay pernmanently. They have
provi ded no satisfactory answer. Instead, they explain that in
1995 they were introduced to Amnay again. Ms. Landrumtestified
that they were “personal friends” wth people that were doing
Amnay successfully, so they thought they al so coul d succeed.

These “personal friends” were upline seven or eight steps from
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petitioners (at the so-called enerald | evel) and sonetinmes woul d
work with them M. Landrum explained that his friend and upline
advi ser told himhe would have to spend $500 per nonth on
inspirational and instructive tapes and materials, for
approxi mately 3 nonths, and then he could expect to gross $500 to
$1,000 or nore nonthly from Ammay. Fromthis advice, what they
read in Ammway literature, and what they heard at Amway sem nars,
petitioners say that when they started a fourth tinme in 1995 they
expected to start making a profit in 90 days. Despite nounting
| osses, petitioners continued their Amway activity for nore than
2 years beyond the 90-day trial period, long after it was clear
that the activity was not viable. The regulations provide that
“where | osses continue to be sustained beyond the period which
customarily is necessary to bring the operation to profitable
status such continued | osses, if not explainable, as due to
customary busi ness risks or reverses, may be indicative that the
activity is not being engaged in for profit”. Sec. 1.183-
2(b)(6), Incone Tax Regs.

The exact date when petitioners commenced their fourth
effort at Ammvay is unclear, but petitioners’ own testinony
establishes that it was in 1995. Since petitioners m ght have
expl ained the starting date and failed to do so, we concl ude that

the entire 90-day starting period that petitioners nmention took
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pl ace prior to the years in issue. By the beginning of 1996,
petitioners had anpl e experience with Amway and even had tried it
for the appropriate initiating time with their new group and the
aid of their “personal friends”. Their decision to continue
their Ammay activity during 1996 and 1997 after their extensive
and whol | y unsuccessful experiences with Amway sinply cannot be
accepted as a bona fide business deci sion.

Petitioners did not conduct their Ammay activity in a
busi nessl i ke manner during the years in issue. They had no
separate bank account for Amwmay. They had no records concerni ng
their neager receipts. M. Landrum suggested that the few
dollars of receipts nust have been fromthe little checks that
Amnay occasionally sent, but he had no records about such
matters. Petitioners kept receipts of expenditures and
cal endars, but these materials were not organi zed or analyzed in
any manner to inprove results. Petitioners did not retain
cancel ed checks or banking records to prove their expenditures.
Petitioners had no business plan other than the 6-4-2 concept and
a one-page inspirational listing of such itens as “Listen to at
| east one audi ot ape pronoted by our upline” and “Read 15 m nutes
per day froma book pronoted by our upline”. They did not
consult with business experts but relied only on advice from one

of their upline distributors and other interested Amway persons.
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Under the Ammay system the upline distributor’s incone depends
on the downline person’s sales, so the upline person’s interest

is to keep as many people as possible in his organizati on w thout

regard to profitability. N ssley v. Conm ssioner, T.C Meno.
2000- 178.

The amount of profits in relation to the anount of | osses
incurred, and in relation to the anount of the taxpayer’s
i nvestment and the value of the assets used in the activity, also
are relevant in determ ning the taxpayer’s intent. Sec. 1.183-
2(b)(7), Incone Tax Regs. Petitioners’ gross receipts of $150
and $84.63 in 1996 and 1997, respectively, were trivial in
relation to their total clainmed expenses of $11,902 and
$15, 781. 39, respectively. The magnitude of these di screpancies
is an indication that petitioners did not have the requisite

profit objective. See, e.g., Burger v. Conm ssioner, T.C Meno.

1985-523, affd. 809 F.2d 355 (7th Gr. 1987).

We do not question that petitioners spent sone tinme and
nmoney in their Ammay activity. But petitioners’ evidence as to
the extent of these efforts and expenditures is questionable and
exaggerated. The clains to m|eage exceed the distances to sone
of their clained destinations. Petitioners presented numerous
recei pts for expenditures for Ammay tools, but there are no

checks to substantiate the paynents. The upline sponsors,
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supposedly petitioners’ personal friends, and others in the Amay
chain, did not testify to confirmpetitioners’ efforts and
expendi t ur es.

Substantial inconme fromsources other than the activity may
indicate that the activity is not engaged in for profit,
particularly if the |osses fromthe activity generate substanti al
tax benefits. Sec. 1.183-2(b)(8), Income Tax Regs. Petitioners
were not weal thy people. They explain their needs for funds for
retirement and ot her purposes. However, in the years in issue,
M. and Ms. Landrum maintained full-time jobs apart fromtheir
Amnay activity. They reported conbi ned wages for 1996 and 1997
of $83,797.08 and $86, 401. 55, respectively. This incone was nore
than sufficient to allow their Amnay | osses to generate
substantial tax benefits.

M. Landrum said he enjoyed neeting “good people” in his
Amnay sal es efforts, although he did not enjoy the rejection of
his proposals. Petitioners qualified to attend Ammay pronoti onal
weekend neetings by accunulating the required points within a
limted tine. They qualified by buying a vacuum cl eaner and
maki ng ot her Ammay purchases thensel ves, not by selling to others
or enlisting downline distributors. Nevertheless, petitioners
attended nunerous inspirational weekend prograns, both together

and separately. M. Landrum expl ai ned the excitenent and
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ent husi asm of these weekends but was not willing explicitly to
classify them as pleasure. Sonetines petitioners went
separately, partly because of his work schedule and partly
because they were separated during sone portion of the years in
issue. Petitioners’ expenditure of substantial funds and

att endance at nunerous Amway conventions and sem nars, near and
far, even though their financial return from Amway was nil, and
had been m nimal during many years of Amway experience, suggests
an el enment of pleasure or recreation in the participation. See

Ni ssl ey v. Conmi ssioner, supra, where we commented about this

aspect of the Amway organi zation as follows: “The record suggests
that petitioners enjoy the sane congenial sense of famly and the
sanme gratifying notivational feeling fromparticipating in their
Amnay activity as do many ot her individuals who remain conmtted
to Amnay.”

Based upon the objective facts and the totality of the
ci rcunst ances, petitioners’ contention that their Ammay activity
was engaged in for profit is unsupportable. They had extensive
experience wwth Ammay. By the years in issue they knew or surely
shoul d have known that they were not going to nmake noney at
Amnvay. They benefited to sone extent by deducting autonobile and
| egal and ot her necessary expenditures that otherw se would be

nondeducti ble, and they participated in the excitenment of the
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Amnay conventions and inspirational weekends. But certainly on
this record we nmust conclude that they did not have an actual and
honest profit objective in their Ammay activities in 1996 and
1997. Because we hold that petitioners’ Ammay activity was not
an activity engaged in for profit within the neaning of section
183, we do not explicitly address the alternative issue as to
whet her petitioners are entitled to clainmed Schedul e C deducti ons
for expenditures relating to their Ammay activity. W note,
however, that, as pointed out above, we consider petitioners’
clains to such deductions exaggerated and erroneous, and we
consider their testinony as well as the docunents they presented
in substantiation to be inaccurate and distorted in their favor.
The exam nation in this case commenced after July 22, 1998.
Accordi ngly, section 7491(a), a new provision created by Internal
Revenue Service Restructuring and Reform Act of 1998 (RRA 1998),
Pub. L. 105-206, sec. 3001, 112 Stat. 726, concerning the
all ocation of the burden of proof, is effective. Higbee v.

Comm ssioner, 116 T.C. __ (2001). In the present case, we do

not rest our decision on the burden of proof. As denonstrated
above, the totality of evidence here, including the stipulation
of facts, petitioners’ own testinony, and petitioners’ own
records, anplified by their explanatory testinony, establish

overwhel m ngly that petitioners did not conduct their Amway
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activity wwth a bona fide profit objective during 1996 and 1997.
Plainly, if respondent had the burden of proof, he satisfied it;
so section 7491(a) is of no help to petitioners. Kelly v.

Comm ssioner, T.C Meno. 2001-161. Also, since petitioners

failed to introduce credible evidence of their profit objective
and failed to cooperate with respondent’s reasonabl e requests for
W t nesses, information, docunents, neetings, and interviews
through failure of their accountants or otherw se, section
7491(a) woul d not place the burden of proof as to this issue on

respondent. Higbee v. Conmm ssioner, supra.

2. Charitable Contributions

Petitioners filed Schedules A Item zed Deductions, with
their joint Federal inconme tax returns in 1996 and 1997, and

reported the followng gifts to charity:

1996 1997
G fts by cash or check $2, 200 $2, 600
G fts other than by cash or check 5, 200 6, 700
Total gifts 7,400 9, 300

Respondent determ ned that petitioners did not adequately
substantiate the fair market value of the clothing and ot her
itenms that they contributed to various nonprofit organizations.
Accordi ngly, respondent allowed deductions for charitable
contributions for 1996 and 1997 in the anpbunts of $740 and $930,

respectively. The anounts allowed represent 10 percent of the



- 18 -
anounts clainmed as contributions on petitioners’ 1996 and 1997
Federal inconme tax returns.

Deductions for charitable contributions are allowable only
if verified under regul ations prescribed by the Secretary. Sec.
170(a). Section 1.170A-13, Inconme Tax Regs., in turn, sets forth
the types of substantiation necessary to support deductions for
charitable contributions.

For charitable contributions of noney, taxpayers nust
mai ntain for each contribution one of the followng: (1) A
cancel ed check; (2) a receipt fromthe donee organi zation; or (3)
other reliable witten records. Sec. 1.170A-13(a)(1), I|ncone Tax
Regs. Petitioners testified that they regularly made cash and
check contributions averagi ng $50 per week to First Assenbly of
God in Lawmon, Oklahoma. Petitioners, however, could produce no
evidence in support of this claim Petitioners testified that
they lost the receipts, and that the church did not have any
records dating back to either 1996 or 1997. Petitioners had no
cancel ed checks to substantiate any portion of their alleged
contri butions.

We are not required to accept a taxpayer’s uncorroborated
testinmony at face value if it is inprobable, unreasonable, or

questionable. Lovell & Hart, Inc. v. Conm ssioner, 456 F.2d 145,

148 (6th Cr. 1972), affg. T.C Meno. 1970-335; Tokarski V.

Comm ssioner, 87 T.C. 74, 77 (1986). 1In view of their testinony
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concerning their need for funds for retirement savings and ot her
pur poses, and their conplete failure of substantiation by check
or receipt or corroborating testinony, we decline to believe
petitioners’ self-serving testinony as to their cash
contributions. W hold that petitioners are not entitled to
deductions for cash contributions beyond the anmounts al |l owed by
respondent.

For charitable contributions of property other than noney,

t axpayers generally nust maintain for each contribution a receipt
fromthe donee showng the followng information: (1) The nane
of the donee; (2) the date and | ocation of the contribution; and
(3) a description of the property in detail reasonably sufficient
under the circunstances. Sec. 1.170A-13(b)(1), Inconme Tax Regs.
The amount of the contribution is the fair market value of the
property at the tine of the contribution. Sec. 1.170A-1(c)(1),

| ncome Tax Regs.

Petitioners’ contributions of property other than noney
consi sted of used clothing and househol d appliances. To
substantiate their values, petitioners offered docunents
consisting of preprinted forns issued by charitable organizations
that petitioners filled in with the type and nunber of itens
all egedly donated and the estimated val ue of the donati on.

Petitioners testified that they determ ned the val ues by
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conparing prices in classified ads, used furniture stores, and
the retail sales outlets of various charitable organizations.

VWiile the preprinted forns appear authentic, we neverthel ess
conclude that petitioners’ self-generated receipts and ot her
docunents do not substantiate the deductions clainmed in the

i nstant case. See Hi gbee v. Commi ssioner, supra. W do not find

petitioners’ valuations reliable. The value of an individual’s
used clothing and old furniture and furnishings, in questionable
condition, obviously is not the sane as the retail asking price
or list price at a retail store, even a second-hand store. Once
again we note that petitioners testified about their need for
funds. Consequently, if they really had itens worth many

t housands of dollars, they m ght be expected to sell these itens
and use the proceeds to satisfy their admtted financial needs.
They did not do so, but chose to give away the property in
guestion w thout obtaining any sort of appraisal and claim
substanti al deductions. Under these circunstances, we nust
conclude that petitioners have exaggerated the value of their
charitable contributions. W hold that petitioners have failed
to introduce credi ble evidence to substantiate the actual itens
contributed and their fair market values. Accordingly,
petitioners’ deductions for charitable contributions are limted

to the anounts allowed by respondent.



3. Accuracy-Rel ated Penalty

Section 6662(a) inposes an accuracy-related penalty of 20
percent of the portion of the underpaynent which is attributable
to negligence or disregard of rules or regulations. Sec.
6662(b)(1). Negligence is the |lack of due care or failure to do
what a reasonable and ordinarily prudent person would do under

t he circunstances. Neely v. Commi ssioner, 85 T.C. 934, 947

(1985). The term “disregard” includes any carel ess, reckless, or
intentional disregard. Sec. 6662(c). No penalty shall be
inposed if it is shown that there was reasonabl e cause for the
under paynment and the taxpayer acted in good faith with respect to
t he under paynent. Sec. 6664(c).

As to the penalty under section 6662(a), under RRA 1998,
respondent has the burden of production, sec. 7491(c), but not

t he burden of proof. The requirenents of RRA 1998 as to penalty

provi sions are discussed in detail in Hi gbee v. Conm ssioner, 116
T. C (2001), and there is no reason to repeat that discussion
her e.

Respondent has shown that petitioners have failed to keep
adequat e books and records and that such records as they have
kept are inaccurate or exaggerated. Respondent al so has
denonstrated that petitioners’ claimthat they were engaged in
the Ammay activity in 1996-1997 with a bona fide profit objective

is erroneous and i nappropriate in view of petitioners’ |ong and
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unsuccessful experience with Amway. Additionally, respondent has
shown that petitioners failed to substantiate their clained
charitabl e contribution deductions. These circunstances show

t hat respondent has nmet his burden of production for his

determ nation of the accuracy-rel ated penalty based on
negligence. Also, with regard to that determ nation, petitioners
have failed to nmeet their burden of proof that they acted with
reasonabl e cause and in good faith.

On this record, we find that petitioners have failed to
denonstrate that they were not negligent and al so have failed to
show that they did not disregard applicable rules or regul ations.
They have not shown that there was reasonabl e cause for their
under paynent or that they acted in good faith.

Accordi ngly, we sustain respondent’s inposition of the
accuracy-rel ated penalty under section 6662(a) for 1997.

Revi ewed and adopted as the report of the Small Tax Case
Di vi si on.

Deci sion will be entered

for respondent.




