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MVEMORANDUM OPI NI ON

KROUPA, Judge: Respondent determ ned a $607 deficiency in
petitioners’ Federal incone tax for 2001. After concessions,!?

the sole issue for decision is whether health i nsurance prem uns

!Both petitioners and respondent have conceded adj ustnents
to the anount of the business expense deductions petitioners
clainmed on the return for 2001.
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for petitioner Rosemary Snorek (Ms. Snorek) are fully deductible
under section 162(a)? or only 60 percent deductible under section
162(1). W hold that they are 60 percent deducti bl e.

Backgr ound

This case was submtted fully stipulated pursuant to Rule
122, and the facts are so found. The stipulation of facts and
acconpanyi ng exhibits are incorporated by this reference.
Petitioners resided in Ownat onna, M nnesota, at the tine they
filed the petition.

Ms. Snorek operated a sole proprietorship uphol stery
busi ness, Snorek Uphol stery, during 2001. That year, Snorek
Uphol stery executed an adoption agreenment to provide a nedical
rei mbursenent plan for eligible enployees through an organi zation
call ed Agri Pl an/ Bi zPl an (the plan). Eligible enployees under the
pl an woul d be fully reinbursed by Snorek Uphol stery for health
i nsurance costs for thenselves and their imediate famly and
rei nbursed up to $3,000 for other out-of-pocket nedical expenses.
To be reinbursed, an eligible enployee was required to submt a
transmttal formto AgriPlan/BizPlan noting the anmount the
eligible enployee paid or incurred for health insurance and out -

of - pocket nedi cal expenses during the year. AgriPlan/BizPl an

2All section references are to the Internal Revenue Code in
effect for 2001, and all Rule references are to the Tax Court
Rul es of Practice and Procedure, unless otherw se indicated.
Ampunts are rounded to the nearest doll ar.
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woul d then audit the transmttal formand issue a statement to
Snor ek Uphol stery stating the amount it should reinburse the

el i gi bl e enpl oyee.

Ms. Snorek, as owner and operator of Snorek Uphol stery, and
petitioner lIvan Snorek (M. Snorek) executed a witten enpl oynent
agreenent near the end of 2000, in which M. Snorek agreed to
performrepair and recovery services for Snorek Uphol stery
begi nning in 2001. The enpl oynent agreenent specified that M.
Snorek woul d annually receive $480 i n wages and woul d be an
el i gi bl e enpl oyee under the plan.

M. Snorek performed services for Snorek Uphol stery in 2001
and was paid $480. Near the end of 2001, M. Snorek submtted an
enpl oyee benefit expense transmttal form (transmttal fornm to
the plan, claimng that he had paid $10, 355 of eligible medical
expenses during the year. O this anount, $3,906 was
attributable to premuns paid on a Blue Cross/Blue Shield
i ndi vi dual health insurance policy for Ms. Snorek. The record
does not contain any evidence show ng that M. Snorek paid the
heal th insurance premuns for Ms. Snorek, or that he was
rei nbursed by Snorek Uphol stery.

Petitioners filed a joint Federal inconme tax return for
2001. Petitioners reported incone and expenses from Snorek
Uphol stery on Schedule C, Profit or Loss From Busi ness.

Petitioners deducted $10, 355 as an enpl oyee benefit plan expense.
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The $10, 355 deduction was attributable to the clained eligible
medi cal expenses submitted to the plan.

Respondent sent petitioners a deficiency notice. Respondent
determ ned that petitioners were not allowed to deduct the $3, 906
cl ai mred enpl oyee benefit plan expenses attributable to the health
i nsurance premuns for Ms. Snorek. Respondent determ ned that
60 percent of $3,906 was deducti bl e under section 162(1).
Petitioners tinely filed a petition.

Di scussi on

We are asked to decide whether petitioners can deduct the
heal th insurance premuns for Ms. Snorek and, if so, to what
extent. This is an unusual substantiation case because the
parties agree that the health insurance premuns for Ms. Snorek
were paid; they disagree as to who paid the prem uns.

We |l ook to the general rule that deductions are a matter of
| egi sl ative grace, and the taxpayer nust show that he or she is

entitled to any deduction clained. Rule 142(a); Deputy v. du

Pont, 308 U S. 488, 493 (1940). This includes the burden of

substanti ati on. Hr adesky v. Conm ssioner, 65 T.C. 87, 89-90

(1975), affd. per curiam540 F.2d 821 (5th Cr. 1976).
Petitioners do not assert that the burden shifts to respondent
under section 7491(a). Therefore the burden of proof remains

W th petitioner.
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In addition, taxpayers may fully deduct all ordinary and
necessary expenses paid or incurred during the taxable year
carrying on a trade or business. Sec. 162(a). Odinary and
necessary busi ness expenses include the rei nbursenent of enpl oyee
benefit plan expenses to an enpl oyee for expenses the enpl oyee
pays or incurs. Sec. 162(a)(1); sec. 1.162-10, Incone Tax Regs.
The deductibility of health insurance costs paid or incurred by
sel f-enpl oyed i ndi vidual s, however, is subject to the speci al
rules of section 162(1). For 2001, self-enployed individuals are
al l oned to deduct only an anmount equal to 60 percent of the
anount paid or incurred during the year for health insurance.

Sec. 162(1)(1)(A) and (B).

Respondent argues that Ms. Snorek, a self-enployed
i ndi vi dual, paid her own health insurance prem uns, and therefore
the prem um paynents are only 60 percent deducti bl e under section
162(1). Petitioners counter that M. Snorek, an eligible
enpl oyee under the plan, paid the health insurance prem uns for
Ms. Snorek, and further argue that Snorek Uphol stery rei nbursed
him They argue, therefore, that the health insurance prem unms
for Ms. Snorek are fully deductible as an ordi nary and necessary
busi ness expense. W disagree.

Petitioners failed to provide evidence that M. Snorek, the
el i gible enpl oyee, paid the health insurance premuns for Ms.

Snorek or that he was reinbursed by Snorek Uphol stery for that
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anount. Petitioners introduced the transmttal formthat M.
Snorek submtted to the plan, on which he clainmed he paid the
heal th insurance premuns for Ms. Snorek. Petitioners
i ntroduced no docunentary evidence, however, show ng that M.
Snorek actually paid the health insurance premuns for Ms.
Snorek. Petitioners did not, for exanple, introduce receipts or
cancel ed checks showi ng that M. Snorek paid the health insurance
premuns for Ms. Snorek. Petitioners also did not introduce the
prem um statenent or policy itself, which may have identified the
party responsi ble for nmaking the prem um paynments for the
insured. Petitioners’ failure to produce this docunentation
caused respondent to determne that Ms. Snorek paid the health
i nsurance premuns for herself. Nothing in the record rebuts
this determ nation nor convinces us that petitioners have carried
their burden of proving that M. Snorek paid the health insurance
premuns for Ms. Snorek to entitle himto deduct 100 percent of
the prem um paynents. Accordingly, we hold that petitioners may
deduct only $2,344 (60 percent) of the $3,906 health insurance
premuns for Ms. Snorek under section 162(1).

To reflect the foregoing and the concessions of the parties,

Deci sion will be entered

under Rul e 155.




