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MEMORANDUM FI NDI NGS OF FACT AND CPI NI ON

CERBER, Judge: In a notice of deficiency addressed to

petitioner, respondent determ ned deficiencies and additions to

tax as foll ows:

Additions to Tax
Year Defi ci ency Sec. 6651(a) Sec. 6654(a)

1993 $8, 740 $2, 185 $366. 16
1994 2,143 450 -—
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After concessions,® the issues for our consideration are:
(1) Whether petitioner is entitled to any Schedule A item zed
deductions for the taxable years 1993 and 1994; (2) whether
petitioner is liable for additional tax under section 722 in 1993
and 1994 for premature distributions of $35,000 and $8, 717. 32,
respectively, fromindividual retirenent accounts; and (3)
whet her petitioner is liable for additions to tax under section
6651(a) for 1993 and 1994 or under section 6654(a) for 1993.

FI NDI NGS OF FACT®

Petitioner resided at 318 CGeorgia Crcle, Placentia,
California, during the tax years at issue and at the tinme her
petition was filed. Petitioner was born on January 18, 1941.
Petitioner was enployed as a flight attendant for Trans World
Airlines (TWA) from Septenber 1963 until she voluntarily left in
March 1991. During the 1993 and 1994 taxable years, petitioner
mai nt ai ned a joint checking account at First Interstate Bank with
her sister, Al exandra Robertson, and her nother, Joanne

Rober t son.

! During trial, petitioner conceded all of the unreported
i ncone issues set forth in the two notices of deficiency.

2 Unl ess otherwi se indicated, section references are to the
I nternal Revenue Code in effect for the years in issue, and al
Rul e references are to the Tax Court Rules of Practice and
Pr ocedure.

3 The stipulation of facts and exhibits attached thereto are
i ncorporated herein by this reference.
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Petitioner filed Federal incone tax returns for the taxable
years prior to 1993, but she did not file Federal incone tax
returns for the taxable years ended Decenber 31, 1993 or 1994.
Petitioner did, however, file an extension with the Internal
Revenue Service (IRS) for the 1993 taxable year. Petitioner
chose not to file 1993 or 1994 Federal incone tax returns because
she ran out of noney and was enployed only part-tinme during those
years. Petitioner also decided not to file tax returns for those
years in protest over a dispute she was having with the IRS
concerning sone FlI CA overw thhol ding by her former enployer, TWA
for the 1988 taxable year. In Novenber of either 1992 or 1993,
petitioner consulted M. Henschel, a tax attorney, about filing a
Federal inconme tax return for the 1993 year.

During the 1993 taxable year, petitioner received $35,000 in
taxable distributions fromtw qualified individual retirenent
accounts (IRA's), and, during the 1994 taxable year, petitioner
recei ved anot her taxable distribution in the amount of $8,717.32
fromone of her qualified IRA's. No portion of the 1993 or 1994
distributions was rolled over into another plan or account, was
made on or after the date on which petitioner attained the age of
59-1/2, was nmade to petitioner after attaining the age of 55
years, or was made pursuant to a qualified donestic relations
order. Petitioner did not incur any qualified higher education

expenses in 1993 or 1994 and was not a first-tinme hone buyer in
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either 1993 or 1994. Petitioner was aware that the w thdrawal s
fromher qualified IRA's would be taxable to her, but she

W thdrew the noney in order to subsist and to help her famly.

For the 1993 taxable year, Transworld Mortgage Corp. issued
petitioner and her sister, Adrianna, a Form 1098 Mort gage
| nterest Statenment reporting the paynment of $8,189.68 in
deducti ble nortgage interest. For the 1994 taxable year,
Transworl d Mortgage Corp. issued petitioner and Adrianna a Form
1098 Mortgage Interest Statenent reporting the paynent of
$7,386.58 in deductible nortgage interest.

After the trial, the record renmai ned open to give petitioner
an opportunity to submt additional evidence in order to
substantiate certain additional Schedule A item zed deducti ons.
Petitioner submtted docunentation regardi ng nedi cal expenses,
real property taxes, autonobile fees, corporate organi zati onal
expenses, and interest expenses. Specifically, in 1993 and 1994,
various doctors were paid $1,501. 74 and $631. 14, respectively,
froma joint checking account that petitioner maintained with her
not her and her sister. Petitioner paid $1,866.81 and $1, 910. 13
in 1993 and 1994, respectively, in real property taxes. |In 1993
and 1994, respectively, paynents of $379.95 and $236. 95 were nade
to the California Departnment of Mtor Vehicles (DW) for
regi stration fees and snog certification fees. Petitioner also

paid the California DW $93 in 1994 for an autonobile sal es
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license. Petitioner paid $403.95 in 1994 for expenses relating
to a Del aware corporation of which she was a sharehol der
Finally, petitioner paid interest of $481.65 and $118.19 in 1993
and 1994, respectively, on a personal |oan for an autonobile.
OPI NI ON

We nust deci de whether petitioner (1) is entitled to any
Schedul e A item zed deductions for the 1993 and 1994 taxable
years; (2) is liable for additional tax under section 72; and (3)
is liable for any additions to tax under section 6651(a) or
6654(a) .

|. Schedule A ltem zed Deducti ons

Deductions are a matter of |egislative grace, and petitioner
bears the burden of proving that she is entitled to the

deductions she is claimng. See Rule 142(a); I NDOPCO, Inc. V.

Commi ssioner, 503 U.S. 79 (1992); New Colonial lce Co. v.

Hel vering, 292 U S. 435 (1934). Taxpayers are required to
mai ntain records that are sufficient to enable the Comm ssi oner
to determne their correct tax liability. See sec. 6001;

Meneqguzzo v. Conm ssioner, 43 T.C. 824, 831-832 (1965); sec.

1.6001-1(a), Inconme Tax Regs. Mbreover, a taxpayer who is
cl ai mng a deduction bears the burden of substantiating the

anount and purpose of the itemclained. See Hradesky v.

Commi ssioner, 65 T.C. 87, 90 (1975), affd. per curiam540 F.2d

821 (5th Cr. 1976); sec. 1.6001-1(a), Incone Tax Regs.
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A. Medi cal and Dent al Expenses

Section 213(a) permts a deduction for expenses paid during
the taxable year for nedical care of the taxpayer, his or her
spouse, or a dependent (as defined in section 152), to the extent
such expenses exceed 7.5 percent of adjusted gross incone and to
the extent such expenses are not conpensated for by insurance or
ot herw se.

Petitioner clains that she is entitled to nedical expense
deductions of $1,501.74 and $631.14 for the 1993 and 1994 taxabl e
years, respectively. During 1993 and 1994, petitioner nmaintained
a joint bank account at First Interstate Bank with her nother,
Joanne Robertson, and her sister, Al exandra Robertson.

Petitioner submtted into evidence nunmerous cancel ed checks from
this joint bank account payable for nedical and dental expenses
in 1993 and 1994. For the years in issue, only one check--check
nunber 8390, dated October 14, 1993, in the amount of $42--bears
petitioner’s signature. The remainder of the checks submtted by
petitioner bear the signature of either petitioner’s nother or
petitioner’s sister, a strong indicator that these paynents were

not made for expenses incurred by petitioner.*

4 Wil e deductions are pernitted for nedical expenses paid
for a dependent, petitioner has not produced any evi dence that
her nother or her sister was her dependent during the taxable
years at issue.
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More inportant, however, is the fact that all of the checks
submtted by petitioner were issued froma joint bank account.
Petitioner has failed to produce any evi dence describing the
contributions or deposits nmade by petitioner, petitioner’s
not her, and petitioner’s sister to the joint bank account. Thus,
it is unclear which of the joint account holders actually paid
for these nedical expenses. Accordingly, petitioner has not
shown entitlenment to nedical and dental deductions for 1993 or
1994,

B. Real Property Taxes

Section 164(a)(1) provides that taxpayers are entitled to a
deduction for real property taxes paid during the taxable year.
During 1993 and 1994, petitioner resided in and owned a hone at
318 Georgia Circle, Placentia, California,® and paid real
property taxes of $1,866.81 and $1,910.13 in 1993 and 1994,
respectively. Accordingly, petitioner is entitled to deduct
t hese anmobunts as real property taxes on her 1993 and 1994 Feder al
i ncone tax returns.

C. Per sonal Property Taxes

Section 164(a)(2) permts deductions for State and | ocal

property taxes. Under section 164(b)(1), property taxes are

°> Respondent states in his brief that this house was jointly
owned by petitioner and other nenbers of petitioner’s imediate
famly, including her sisters and nother. There is no evidence
of this in the record, however.
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defined as an ad valoremtax that is inposed on an annual basis
in respect of personal property. Thus, an ad val orem auto
license fee is deductible as a personal property tax, whereas an
annual flat registration fee is not deductible. See sec.

164(a)(2); Mann v. Conm ssioner, T.C Meno. 1975-74; sec. 1.164-

3(c), Incone Tax Regs. In 1993 and 1994, respectively,
petitioner and/or her famly nmenbers paid $268 and $207 in fees
to the California DW for the registration and |icensing of four
different vehicles. The record does not indicate what portion of
these fees was an annual flat registration fee. Respondent,
however, conceded that all of these DW registration fees are ad
val orem t axes. ®

After respondent’s concession, the only renmaining issue
regardi ng these DW registration fees is whether they were
i nposed on petitioner. GCenerally, personal property taxes are
only deductible by the taxpayer upon whomthey are inposed. See
sec. 1.164-1(a), Incone Tax Regs. Thus, in order to be entitled
to these deductions, petitioner bears the burden of establishing
ownership of the vehicles in question. See Rule 142(a). During
1993 and 1994, only two of the cars for which petitioner is

attenpting to deduct DW registration fees were actually

6 Petitioner also contends that she is entitled to deduct
snog certification expenses and driver’s |license renewal fees.
These expenses, however, are not ad valoremfees and are
t herefore not deductible by petitioner.
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regi stered in petitioner’s nane (the 1986 Pontiac and the 1974
Pontiac). Thus, only the fees paid for the 1986 Pontiac ($131 in
1993 and $112 in 1994) and the 1974 Pontiac ($50 in 1993 and $50
in 1994) may be all owed as deductions by petitioner.

Accordingly, petitioner is entitled to deductions of $181 and
$162 for the 1993 and 1994 tax years, respectively, for personal
property taxes.

D. Autonpbile Sales License

Section 162(a) generally allows a taxpayer to deduct al
ordi nary and necessary expenses incurred during the taxable year
in carrying on a trade or business. An expense is ordinary if it
is considered to be “normal, usual, or customary” in the context
of the particular business out of which it arose. See Deputy v.
du Pont, 308 U.S. 488, 495-496 (1940). A taxpayer’s general
statenment that his or her expenses were incurred in pursuit of a
trade or business normally is not sufficient to establish that
t he expenses had a reasonably direct relationship to that trade

or business. See Ferrer v. Conmmi ssioner, 50 T.C. 177, 185

(1968), affd. per curiam409 F.2d 1359 (2d Cr. 1969).

During the trial, petitioner alluded to the fact that she
wor ked part-time for a used car dealer. Petitioner contends that
she is therefore entitled to deduct the $93 that she paid to the
California DW for an autonobile sales |icense. Petitioner,

however, has failed to present any evidence establishing that a
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license was required under California law. In short, petitioner
has failed to substantiate her claimfor a deduction, and
accordingly, no deduction is allowed for her autonobile sales
license.

E. | nt er est Expense

Section 163(a) provides a deduction for interest paid or
incurred on indebtedness within the taxable year. Not al
interest incurred, however, is deductible.

In Cctober 1989, petitioner borrowed $12,070.46 to purchase
a 1986 Pontiac Grand Prix at a 12.5-percent interest rate. 1In
1993 and 1994, petitioner paid $481.65 and $118. 19, respectively,
of interest on this loan. Petitioner also paid $8, 189.68 and
$7,386.58 of nortgage interest during the 1993 and 1994 taxabl e
years, respectively. Section 163(h) denies taxpayers a deduction
for personal interest paid or accrued during the taxable year
unless it fits within certain narrowmy prescribed categories.
The interest paid by petitioner on her personal car |oan during
1993 and 1994 is personal in nature and does not fall into one of
t he excepted categories. Accordingly, petitioner is not entitled
to deduct the interest paid on her personal car |oan. Section
163(h)(2) (D), however, allows a deduction for interest on a
qualified residence. Respondent concedes that petitioner is
entitled to deductions for the interest paid on the nortgage for

petitioner’s honme during the 1993 and 1994 taxabl e years.
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Accordingly, petitioner is entitled to deduct the nortgage
interest paid in 1993 and 1994.

F. Del aware Corporation Startup Expenses

Petitioner contends that she is allowed to deduct Del aware
corporation startup expenses and submtted docunentation
concerning a corporation known as Worldly Connections, Inc. The
docunentation submtted indicates that in January 1994 petitioner
pai d $248.95 for Delaware State filing fees, registered agent
fees, a corporate kit, and basic mail forwarding service.
Petitioner also remtted an additional $155 in Novenber 1994 for
advanced paynent of agent fees and renewal filing fees.

Section 248 permts a corporation to elect to anortize on
its corporation income tax return its organi zati onal expenditures
over a period of 60 nonths or nore fromthe nonth in which the
corporation began business. The term “organi zati onal
expenditures” is defined to nean any expenditure that is (1)
incident to the creation of the corporation; (2) chargeable to a
capital account; and (3) of a character that, if expended
incident to the creation of a corporation having a limted life,
woul d be anortizable over such life. Sec. 248(Db).

Organi zational costs that are paid by the sharehol der of a
corporation do not normally qualify for anortization under
section 248 but, instead, nust be capitalized as part of the

sharehol der’s stock basis. Cf., e.qg., Deputy v. du Pont, supra,;
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Whodward v. Conm ssioner, 397 U.S. 572 (1970); United States v.

Hlton Hotels Corp., 397 U S. 580 (1970). Accordingly, the

organi zati onal expenses of Wirldly Connections, Inc., paid by
petitioner are not deductible on petitioner’s 1994 Federal incone
tax return.

Simlarly, to the extent that petitioner paid any additional
expenses for Wrldly Connections, Inc., during the 1994 taxable
year out of her own pocket (e.g., $155), these expenses should
al so be considered contributions of capital and are nondeducti bl e
to petitioner on her individual Federal inconme tax return. See

Deputy v. du Pont, supra.

1. Section 72(t) Tax

Section 72(t) inposes an additional 10-percent tax on the
anmount of an early distribution froma qualified retirenent
account (as defined in section 4974(c)). See sec. 72(t).
Section 72(t)(2) provides for certain exceptions to the
i nposition of this 10-percent tax.

Petitioner received a $35,000 distribution in 1993 and a
$8,717.32 distribution in 1994 fromher IRA's, which are
qualified retirenment plans under section 4974(c)(4). Petitioner
testified that she withdrew the noney fromher IRA s to provide
for her own subsistence and that of her famly. This is not one
of the exceptions set forth in section 72(t)(2), and petitioner

has failed to present evidence that would trigger any of the
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statutory exceptions to the inposition of the 10-percent tax.
Accordingly, petitioner is |iable for the 10-percent additional
tax on the $35,000 and $8, 717.32 early distributions under
section 72(t).

[11. Additions to Tax Under Sections 6651(a) and 6654(a)

We now address whether petitioner is liable for additions to
tax under section 6651(a) for the 1993 and 1994 taxable years and
under section 6654(a) for the 1993 taxable year. Petitioner
bears the burden of proving respondent’s determnation is in
error. See Rule 142(a).

Section 6012(a) requires the filing of incone tax returns,
section 6072(a) sets forth the due date, and section 6651(a)(1)

i nposes an addition to tax for failure to file a return tinely.
Pursuant to section 6651(a)(1), the addition to tax for failure
totinely file a required inconme tax return is inposed “unless it
is shown that such failure is due to reasonabl e cause and not due
to willful neglect”.

Petitioner regularly filed Federal income tax returns up to
and through the 1992 taxable year. Sonetime in 1992 or 1993,
petitioner consulted with a tax attorney regarding the filing of
her tax return for the 1993 taxable year. Subsequently,
petitioner tinmely filed a request with the I RS seeking an

extension of tine to file her 1993 Federal incone tax return.
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Thus, it is clear that petitioner knew of her obligation to file
tax returns.

Petitioner stated that the reason she did not file Federal
incone tax returns for the 1993 and 1994 taxabl e years was
because she “ran out of noney.” Inability to pay, however, does
not relieve a taxpayer of his or her obligation to properly and

tinmely file an incone tax return. See Bowden v. Conm ssioner,

T.C. Meno. 1996-318 (taxpayer’s alleged inability to pay tax was
not reasonable cause for late filing). Petitioner also stated
that she did not file her Federal income tax returns in protest
over a dispute with the IRS concerning FI CA overw thhol di ng by
her fornmer enployer, TWA, for the 1988 taxable year. The

exi stence of a dispute or protest with the I RS does not
constitute reasonable cause for not tinely filing one’s returns

for subsequent years. See G ow nski v. Conm ssioner, 25 T.C. 934

(1956), affd. per curiam?243 F.2d 635 (D.C. Gr. 1957)
(taxpayer’s dispute with RS concerning liability for prior tax
years was not reasonable cause for not filing for year in
guestion).

The fact that petitioner |acked the ability to pay the tax
l[tability and the fact that petitioner was in disagreenment with
t he Comm ssi oner concerning a prior taxable year do not
constitute reasonable cause for failing to file Federal incone

tax returns for the 1993 and 1994 tax years. Accordingly,
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petitioner is liable for additions to tax under section
6651(a) (1).

Section 6654(a) requires the inposition of an addition to
tax in the case of any underpaynent of estimated tax by an

individual. See Estate of Ruben v. Comm ssioner, 33 T.C. 1071

1072 (1960). Section 6654(e) provides exceptions to the
inposition of additions to tax under section 6654(a). Petitioner
bears the burden of proving that one of these exceptions is
applicable. Petitioner introduced no evidence as to the
applicability of the exceptions provided under section 6654(e).
Accordingly, petitioner is liable for the addition to tax under
section 6654(a).

To reflect the foregoing,

Deci sion will be entered under

Rul e 155.



