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MVEMORANDUM OPI NI ON

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

t he provisions of section 7443A(b)(3) and Rul es 180, 181, and
182. All section references are to the Internal Revenue Code in

effect for the tax years in issue, unless otherw se indicated.
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Al Rule references are to the Tax Court Rules of Practice and
Pr ocedur e.

Respondent determ ned deficiencies in petitioners' 1994 and
1995 Federal inconme taxes in the anmounts of $990 and $473,
respectively, and accuracy-related penalties under section
6662(a) for the years 1994 and 1995 in the anobunts of $198 and
$110, respectively.

After concession by both parties,! the issues for decision
are: (1) Wether petitioners are entitled to clainmed bad debt
deductions under section 166 for 1994 and 1995; (2) whether
petitioners failed to include interest inconme in their 1994
Federal incone tax return; and (3) whether petitioners are |liable
for the accuracy-rel ated penalties under section 6662.

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. Petitioners resided in
Bal dwi n, M chi gan, when the petition in this case was fil ed.

Al references to petitioner are to Clair Wrthington.

1 Respondent conceded: (1) Petitioners are entitled to a

| egal and professional expense deduction for the year 1994 in the
anount of $4,500; (2) petitioners did not receive taxable refund
income in the year 1995 in the amount of $828; (3) petitioners
are entitled to a tax preparation expense deduction for the year
1994 in the amount of $180, with $90 being allocated to Schedul e
A and $90 being allocated to Schedule C. Petitioners conceded
that they are not entitled to the entire clained | egal and

prof essi onal expense deduction of $6,080 for the year 1995 but
are only entitled to such a deduction for that year in the anount
of $2,080.
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During the years in issue, petitioner operated a heating and
pl unbi ng service. On their 1994 and 1995 Federal incone tax
returns, petitioners clainmed business bad debt deductions in the
amounts of $1,342 and $2, 850, respectively. |In the notice of
deficiency, respondent determ ned that petitioners are not
entitled to the bad debt deductions because the revenue
correspondi ng to such cl ai ned deducti ons never was included in
petitioners' incone.

Petitioners received interest inconme fromFirst Union
Nati onal Bank of Florida in 1994 in the anmount of $794. 1In the
noti ce of deficiency, respondent determ ned that petitioners had
not included this income on their 1994 Federal incone tax return.

Petitioners contend that both the interest inconme and the
i ncone that the bad debt deductions represent were included in
t he amount set forth on the gross receipts Iine of the Schedul es
C attached to their 1994 and 1995 Federal inconme tax returns.
Petitioners' 1994 and 1995 Federal income tax returns were
prepared by a tax preparation firmthat used worksheets to
prepare those tax returns. Petitioners destroyed these
wor ksheets after their 1994 and 1995 Federal inconme tax returns
were filed.

Section 166(a) provides that there shall be allowed as a
deducti on any debt which becones worthless within the taxable
year. However, worthless debts arising fromunpaid wages,

salaries, fees, rents, and simlar itens of taxable incone are
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not allowed as a deduction unless the incone such itens represent
has been included in the return of inconme for the year for which
t he deduction as a bad debt is clained or for a prior taxable

year. See Certz v. Conmm ssioner, 64 T.C 598 (1975); Garrison v.

Commi ssioner, T.C Meno. 1994-200, affd. w thout published

opinion 67 F.3d 299 (6th Cr. 1995); sec. 1.166-1(e), |Incone Tax
Regs.

At trial, petitioners submtted various stopped checks and
work orders and clained that these itens substantiate their
cl ai mred bad debt deductions. Contrary to petitioners
assertions, these docunents do not denonstrate that the incone
whi ch gave rise to these itens was in fact included in their
gross incone. Although petitioner was a well-spoken w tness, he
has not furnished any docunentation that would corroborate his
position. 1In the present case, we cannot rely upon petitioner's

sel f-serving, uncorroborated testinony. See N edringhaus v.

Comm ssioner, 99 T.C. 202, 219-220 (1992); Tokarski v.

Comm ssioner, 87 T.C. 74, 77 (1986). The tax |aw requires

t axpayers to substantiate amounts clai med as deductions by
mai ntai ni ng the records necessary to establish such entitlenent.

See Hradesky v. Conm ssioner, 65 T.C. 87, 90 (1975), affd. per

curiam 540 F.2d 821 (5th Cr. 1976); sec. 1.6001-1(a), Inconme Tax
Regs. During the trial, petitioner admtted that he destroyed
the worksheets that he clainms m ght have substantiated his

position. Moreover, petitioners have not submtted evidence that
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indicates that they tried to reconstruct the information
contained in these worksheets. Accordingly, we find that
petitioners are not entitled to the bad debt deductions cl ai ned
on their 1994 and 1995 Federal inconme tax returns.

Petitioners also have not furnished any docunentation that
substantiates their claimthat they included the interest incone
fromFirst Union National Bank of Florida on their 1994 Feder al
income tax return. Accordingly, we find for respondent on this
i ssue.

Section 6662(a) inposes a penalty of 20 percent of the
portion of the underpaynent which is attributable to negligence
or disregard of rules or regulations. See sec. 6662(b)(1).
Negligence is the lack of due care or failure to do
what a reasonable and ordinarily prudent person woul d

do under the circunstances. See Neely v.

Comm ssioner, 85 T.C. 934, 947 (1985). The term

"di sregard" includes any carel ess, reckless, or
intentional disregard. Sec. 6662(c). In general,
taxpayers are required to "keep such permanent books
of account or records, including inventories, as are
sufficient to establish the anbunt of gross incone,
deductions, credits, or other matters required to be
shown by such person in any return of such tax or

information." Sec. 1.6001-1(a), Incone Tax Regs.
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Taxpayers are required to keep such books or records "at al
times available for inspection by authorized internal revenue

of ficers or enployees, and [these records] shall be retained so
Il ong as the contents thereof nmay becone material in the

adm nistration of any internal revenue law. " Sec. 1.6001-1(e),

| ncone Tax Regs. Wen they destroyed the worksheets used in the
preparation of their incone tax returns, and failed otherw se to
mai nt ai n adequat e books and records, petitioners did not exercise
due care and failed to do what a reasonable and ordinarily
prudent person would do. Accordingly, we hold that petitioners
were negligent with respect to the entire underpaynent for each
of the years 1994 and 1995 and, therefore, are liable for the
accuracy-rel ated penalties under section 6662(a).

To reflect the foregoing concessions,

Deci sion will be entered

under Rul e 155.




