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HAI NES, Judge: This case was heard pursuant to section 7463
of the Internal Revenue Code in effect when the petition was
filed.! Pursuant to section 7463(b), the decision to be entered
is not reviewable by any other court, and this opinion shall not

be treated as precedent for any other case.

Unl ess otherwi se indicated, all section references are to
the Internal Revenue Code, as anended for the year at issue, and
Rul e references are to the Tax Court Rules of Practice and
Procedure. Amunts are rounded to the nearest dollar.
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Respondent determ ned a deficiency of $6,824 and an
accuracy-rel ated penalty pursuant to section 6662(a) of $1, 365
Wth respect to petitioner’s 2006 Federal inconme tax. After
concessions, the issues for decision are: (1) Wether petitioner
is entitled to deductions clainmed on Schedule A Item zed
Deducti ons, for unrei nbursed enpl oyee busi ness expenses; (2)
whet her petitioner is entitled to deductions clainmed on Schedul e
C, Profit or Loss From Business, for expenses related to his kart
racing activity; and (3) whether petitioner is liable for the
accuracy-rel ated penalty pursuant to section 6662(a).

Backgr ound

Sone of the facts have been stipulated and are so found.

The stipulation of facts and the suppl enental stipulation of
facts, together with the attached exhibits, are incorporated
herein by this reference. At the tine petitioner filed his

petition, he resided in California.

Petitioner is enployed as a correctional officer by the
State of California at San Quentin State Prison (San Quentin) and
has held this position since 1982. In 2006 petitioner worked an
average of 60 hours per week at San Quentin, earning wages of
$178,528. As a correctional officer, petitioner is required to
conpl ete 40 hours of annual training covering, anong other
t hi ngs, weapons qualification, use of pepper spray, use of force,

sexual harassnent, cell extractions, and gang activity. This
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training is provided by the in-service training departnent at San
Quentin to teach correctional officers the proper techniques to
use on the job. Petitioner is also required to conplete a
quarterly weapons qualifications test. This test is conducted at
San Quentin, and San Quentin provides all necessary weapons and
ammunition for this test.

Correctional officers at San Quentin are required to
purchase two types of uniforns. Cass A unifornms, which are
formal dress uniforns, nust be worn by a correctional officer for
certain types of activities, such as public posts, court details,
the transportation of inmates, and other special events. Cass B
uni fornms are nore casual and consist of either a pair of jeans
and a shirt or a junpsuit.

Petitioner enrolled in additional self-defense instruction
and practiced martial arts not required by San Quentin. He also
pur chased anmmunition for personal use as well as tactical
trousers, a radio hol der, pepper spray, a baton, and a | apel.
None of these purchases were required by San Quentin.

Petitioner spent much of his spare tinme at raceways and
wor ki ng on race karts (kart racing activity). Petitioner began
racing karts in the early 1980s and enjoyed racing karts and
bei ng around speedways. In 2005 petitioner began offering karts
to custoners for rent. He used the name Doris Racing for this

activity and charged $50 for 20-30 m nutes of use of his karts.
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Doris Racing was the first tine petitioner tried to operate a
kart racing activity or any other activity in this manner.
Petitioner did not advertise Doris Racing in |ocal publications.

Petitioner did not maintain a separate bank account for
Doris Racing. Petitioner’s records consist of handwitten notes
and certain receipts related to Doris Racing. Petitioner’s
records were created at the end of every nonth. Petitioner did
not keep a log in 2006 tracking his incone and expenses from
Doris Racing. Petitioner’s kart racing activity never earned a
profit, and in 2007 petitioner stopped operating Doris Racing.

On July 27, 2009, respondent issued a statutory notice of
deficiency to petitioner denying his Schedul e A deductions for
unr ei nbur sed enpl oyee busi ness expenses and Schedul e C deducti ons
Wth respect to Doris Racing. On Cctober 23, 2009, petitioner
tinmely mailed his petition to this Court.

Di scussi on

Unr ei mbur sed Enpl oyee Busi ness Expenses

On his Schedule A, petitioner reported unrei nbursed enpl oyee

busi ness expenses consisting of the foll ow ng:

Uni f or m pur chases $3, 770
Uni f or m cl eani ng 2,360
Subscri ptions 640
Sel f-defense instruction 5, 965
Weapons, range fees, and anmunition 7,340

20, 075

Deductions are a matter of |egislative grace, and the taxpayer

must prove he is entitled to the deductions clainmed. Rule
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142(a); New Colonial lce Co. v. Helvering, 292 U S. 435, 440

(1934). Section 162(a) provides that “There shall be all owed as
a deduction all the ordinary and necessary expenses paid or
incurred during the taxable year in carrying on any trade or

busi ness”. Taxpayers are required to maintain records sufficient
to establish the amounts of all owabl e deductions and to enabl e

t he Comm ssioner to determne the correct tax liability. Sec.

6001; Shea v. Conmm ssioner, 112 T.C. 183, 186 (1999). Respondent

di sal | oned each of petitioner’s above-listed deductions as
personal. W consider each in the order |isted.

1. Uni f or m Pur chases and Uni f orm d eani ng

Petitioner clained a deduction for uniforns purchased and
uniformcleaning for his job as a correctional officer at San
Quentin. Expenses for work clothing are deductible if the
clothing or uniformis of a type specifically required as a
condition of enploynent, the uniformis not adaptable to general
use as ordinary clothing, and the uniforns are not worn as

ordinary clothing. Yeomans v. Conm ssioner, 30 T.C. 757, 767-769

(1958); Wasik v. Conmm ssioner, T.C Meno. 2007-148; Beckey v.

Conmi ssioner, T.C. Menp. 1994-514.

Petitioner was required to purchase uniforns for his job at
San Quentin, and we are satisfied that at |least the class A
unifornms required by San Quentin are not adaptable to general use
and are not worn as ordinary clothing. Nonetheless, petitioner

received a uniformallowance from San Quentin of $530 in 2006. A
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uniformreceipt for $309 was the only evidence petitioner
produced outside of his own testinony to substantiate his clai ned
uni f orm purchase expense. Because petitioner received an
al l omance in excess of his substantiated costs, he is not
entitled to a deduction.

Petitioner’s only evidence to substantiate his clained
uni form cl eani ng expense is a credit card statenent show ng an
$18 dry cleaning charge. The credit card statenment does not
state whether this expense was incurred to clean petitioner’s
uni forms. Further, even if we were to assune this expense was
incurred for that purpose, the $18 fits within petitioner’s
uni form al |l onance for 2006. Accordingly, we sustain respondent’s
determ nation with respect to uniform purchases and cl eani ng.

2. Subscri pti ons

Petitioner has failed to present any evidence to
substantiate his $640 cl ai med deduction for subscriptions.
Accordingly, we sustain respondent’s determ nation with respect

to the subscriptions.



3. Sel f - Def ense I nstruction

Expendi tures made by a taxpayer for education are
deductible, with certain exceptions not relevant here,? if
t he education either:

(1) Maintains or inproves skills required by the
i ndi vidual in his enploynment or other trade or business; or

(2) Meets the express requirenments of the individual’s
enpl oyer, or the requirenents of applicable | aw or
regul ations, inposed as a condition to the retention by the
i ndi vi dual of an established enpl oynent rel ationship,
status, or rate of conpensation.
Sec. 1.162-5(a), Inconme Tax Regs. \Wether education maintains or
i nproves skills required by the taxpayer in his business is a

question of fact. Boser v. Comm ssioner, 77 T.C 1124, 1131

(1982), affd. wi thout published opinion (9th Cr., Dec. 22,

1983); Joseph v. Comm ssioner, T.C Meno. 2005-169. The fact

that a taxpayer’s education is helpful to himin the perfornmance
of his duties does not establish that its cost is a deductible

busi ness expense. Joseph v. Conm ssioner, supra. Taxpayers mnust

show that there is a direct and proximate rel ati onshi p between
t he education expense and the skills required in their business.

Boser v. Commi ssioner, supra at 1131.

Petitioner conceded at trial that outside self-defense

instruction was not required by San Quentin. He decided to take

2 herwi se qualifying expenses are not deductible if the
education (1) is required in order to neet the m ni mum
educational requirenents for qualification in the taxpayer’s
enpl oynent, or (2) qualifies the taxpayer for a new trade or
busi ness. Sec. 1.162-5(b), Incone Tax Regs.
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sel f-defense cl asses because he felt that the extra know edge
woul d hel p himdeal with the dangers that cone with working at a
prison. All correctional officers at San Quentin received 40
hours of annual training, including training on the use of force.
Petitioner has failed to present any evidence describing the
nature of his self-defense instruction and whether such training
is consistent with the training required by San Quentin.

Further, petitioner has not presented any evidence to
substantiate the cost and anount paid for the clained deduction.
Accordingly, we sustain respondent’s determ nation with respect
to the self-defense instruction.

4, Weapons, Range Fees, and Ammuniti on

Petitioner presented four docunments to substantiate
m scel | aneous weapons expenses totaling approxi mtely $385. The
first docunent is an invoice for an $85 expense related to
petitioner’s personal firearm Petitioner has not presented
proof of paynment with respect to this expense. Accordingly, we
sustain respondent’s determnation wth respect to the firearm

The second and third docunents are receipts for purchases
from Quartermaster, a uniform and equi pnent manufacturing
conpany. The first receipt, dated August 9, 2006, shows a
paynent of $102 with petitioner’s credit card for tactical
trousers, a radio holder, and pepper spray. The second receipt,
dat ed Septenber 8, 2006, shows a paynent of $173 with

petitioner’s credit card for two pairs of tactical pants, a
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baton, and a |l apel. Petitioner has substantiated that these
expenses were incurred; however, he has not presented any
evi dence outside of his own self-serving testinony to establish
that they were required for his job at San Quentin. Accordingly,
we sustain respondent’s determnation with respect to
petitioner’s purchases from Quarternaster.

Next, petitioner presented a $26 recei pt from Northbay
Firearnms for weapon cleaning. Petitioner conceded that this
expense was incurred to clean his personal firearm Accordingly,
we sustain respondent’s determnation with respect to
petitioner’s expense at Northbay Firearns.

Finally, petitioner has failed to present any evi dence of
expenses incurred with respect to range fees or ammunition.
Accordingly, we sustain respondent’s determ nation with respect
to range fees and ammuniti on.

1. Petitioner’'s Kart Racing Activity

We nust next decide whether petitioner’s kart racing
activity for 2006 amounts to a trade or business pursuant to
section 162(a) and, if so, whether petitioner has substantiated
his cl ai med deductions with respect to this activity. To be
engaged in a trade or business, an individual nmust be involved in
an activity with continuity and regularity and the primry
purpose for engaging in the activity nust be for inconme or

profit. Conm ssioner v. G oetzinger, 480 U S 23, 35 (1987). A

sporadic activity, a hobby, or an anusenent diversion does not
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qualify. [d. Deciding whether an individual is carrying on a
trade or business requires an exam nation of the facts invol ved

in each case. H.ggins v. Conmm ssioner, 312 U S. 212, 217 (1941).

Under section 183(b)(2), if an individual engages in an
activity without the primary objective of making a profit,
deductions attributable to the activity are allowable only to the
extent of gross income fromthe activity. See Allen v.

Comm ssioner, 72 T.C. 28, 33 (1979). The Court of Appeals for

the NNnth Crcuit, to which an appeal in this case would lie
absent stipulation to the contrary, has held that an activity is
engaged in for profit if the taxpayer’s “predom nant, primary or
princi pal objective” in engaging in the activity was to realize
an econom c profit independent of tax savings. WlIf v.

Comm ssioner, 4 F.3d 709, 713 (9th Cr. 1993), affg. T.C. Meno.

1991-212. The taxpayer generally bears the burden of
establishing that the activity was engaged in for profit. See
Rul e 142(a).

Section 1.183-2(b), Incone Tax Regs., sets forth a
nonexclusive list of factors to be considered in evaluating a
taxpayer’s profit objective: (1) The manner in which the
taxpayer carries on the activity; (2) the expertise of the
t axpayer or his advisers; (3) the tinme and effort expended by the
taxpayer in carrying on the activity; (4) the expectation that
assets used in the activity may appreciate in value; (5) the

success of the taxpayer in carrying on other simlar or
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dissimlar activities; (6) the taxpayer’s history of incone or

| osses with respect to the activity; (7) the amobunt of occasi onal
profits, if any, fromthe activity; (8) the financial status of
the taxpayer; and (9) elenents of personal pleasure or

recreation. | ndep. Elec. Supply, Inc. v. Conm ssioner, 781 F.2d

724, 726-727 (9th Cr. 1986), affg. Lahr v. Conm ssioner, T.C

Meno. 1984-472; Antonides v. Commi ssioner, 91 T.C. 686, 694 n. 4

(1988), affd. 893 F.2d 656 (4th Gr. 1990): Golanty v.

Comm ssioner, 72 T.C. 411, 426 (1979), affd. w thout published

opinion 647 F.2d 170 (9th G r. 1981); sec. 1.183-2(b), Inconme Tax
Regs. No single factor or group of factors is determ native.

ol anty v. Conmi ssioner, supra at 426; Dunn v. Comm ssioner, 70

T.C. 715, 720 (1978), affd. 615 F.2d 578 (2d GCir. 1980); sec.
1.183-2(b), Income Tax Regs. A final determnation is nade only

after considering all facts and circunstances. |ndep. Elec.

Supply, Inc. v. Comm ssioner, supra at 727; Antonides v.

Conmi ssi oner, supra at 694; Golanty v. Conmi ssioner, supra at

426.
“The proper focus of the test * * * is the taxpayer’s
subjective intent. * * * However, objective indicia nmay be used

to establish that intent.” Skeen v. Conni ssioner, 864 F.2d 93,

94 (9th Gr. 1988), affg. Patin v. Conm ssioner, 88 T.C. 1086

(1987); see also WIf v. Conm ssioner, supra at 713; |ndep. Elec.

Supply, Inc. v. Conm ssioner, supra at 726. The expectation of

maki ng a profit need not be reasonable. Beck v. Conm ssioner, 85
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T.C. 557, 569 (1985); Dreicer v. Conmm ssioner, 78 T.C. 642, 645

(1982), affd. wi thout published opinion 702 F.2d 1205 (D.C. Cr

1983); Golanty v. Comm ssioner, supra at 425-426. However,

greater weight is given to objective facts than to a taxpayer’s

sel f-serving statenent of intent. |Indep. Elec. Supply, Inc. v.

Conmi ssi oner, supra at 726; Antonides v. Conm ssioner, supra at

694; Thomas v. Conm ssioner, 84 T.C 1244, 1269 (1985), affd. 792

F.2d 1256 (4th Cr. 1986). To nmake our determ nation, we address
the nine factors found in section 1.183-2(b), Incone Tax Regs.

See Lowe v. Commi ssioner, T.C Meno. 2010-129.

1. The Manner in Wiich the Taxpayer Carries On the Activity

The fact that the taxpayer carries on the activity in a
busi nessl i ke manner may indicate that the activity is engaged in
for profit. Sec. 1.183-2(b)(1), Incone Tax Regs. Three common
inquiries are considered in this context: (1) Wether the
t axpayer maintai ned conpl ete and accurate books and records for
the activity; (2) whether the taxpayer conducted the activity in
a manner substantially simlar to those of other conparable
activities that were profitable; and (3) whether the taxpayer
changed operating procedures, adopted new techni ques, or
abandoned unprofitable nethods in a manner consistent with an

intent to inprove profitability. Gles v. Comm ssioner, T.C

Meno. 2005-28; sec. 1.183-2(b)(1), Incone Tax Regs.
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Mai nt ai ni ng conpl ete and accurate books and records may

indicate that an activity is engaged in for profit. Rozzano v.

Comm ssioner, T.C Meno. 2007-177. Petitioner’s recordkeeping

systemwas limted to handwitten notes and various receipts in a
file. Petitioner’s handwitten notes were not produced
cont enporaneously with his activity but were produced once a
month. Further, petitioner failed to maintain any records of his
i ncone and expenses from Doris Racing. Thus, petitioner has not
shown that he maintained conpl ete and accurate books and records
for Doris Racing.

Conducting an activity “in a manner substantially simlar
to other activities of the sanme nature” can “indicate that the

activity is engaged in for profit.” Remer v. Conm ssioner, T.C

Meno. 2005-265. Indicators of such include *“adverti sing,

mai nt ai ni ng a separate busi ness bank account, the devel opnent of
a witten business plan, and having a plausible strategy for
earning a profit.” [d. Petitioner did not present a witten
busi ness plan for Doris Racing. Further, he admtted that he
used his personal bank account and credit cards for purchases
related to Doris Racing. Petitioner did not advertise |locally,
but he testified that he paid individuals in foreign countries to
recruit clients. He further testified that he took pronotional
pictures of his clients on the racetrack. Petitioner fail ed,
however, to present any substantive evidence of adverti sing.

None of the individuals petitioner clains to have hired testified
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at trial, and petitioner failed to present any docunentation of
the tasks performed by these individuals or proof that they were
paid. Petitioner also failed to describe how pictures of his
clients on the racetrack were used for pronotions or present any
evi dence of such pronotions. Accordingly, petitioner has failed
to denonstrate that he conducted Doris Racing in a manner simlar
to other kart racing businesses.

Changi ng operati ng nethods, adopting new techni ques, or
abandoni ng “unprofitable nmethods in a manner consistent with an
intent to inprove profitability” may indicate that the activity

is engaged in for profit. Gles v. Conm ssioner, supra; see also

sec. 1.183-2(b)(1), Inconme Tax Regs. Doris Racing was never
profitable, yet petitioner never adopted new techni ques, such as
| ocal advertising. Petitioner abandoned Doris Racing because it
was unprofitable without attenpting to nake any substantive
changes to his alleged business nodel. This does not denonstrate
an intent to inprove profitability.

Petitioner has not shown that he carried on Doris Racing in
a businessli ke manner. Accordingly, this factor favors
respondent.

2. The Expertise of the Taxpayer or H s Advisers

“Preparation for the activity by extensive study of its

accept ed busi ness, economc, and scientific practices, or
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consultation wth those who are expert therein, may indicate that
t he taxpayer has a profit notive where the taxpayer carries on
the activity in accordance with such practices.” Sec. 1.183-
2(b)(2), Income Tax Regs. |In analyzing this factor, a
di stinction nust be drawn between expertise in the nmechanics of
an activity and expertise in the business practices of the

activity. Zidar v. Comm ssioner, T.C Menp. 2001-200 (citing

Burger v. Conmm ssioner, 809 F.2d 355, 359 (7th Gr. 1987), affg.

T.C. Meno. 1985-523).

In Zidar v. Conm ssioner, supra, we held that a taxpayer’s

stock car racing activity was an activity not engaged in for
profit where the taxpayer had a | ongstanding interest in stock
car racing but no expertise in the econom cs or business of
owni ng a stock car. The facts of this case are anal ogous:
petitioner had a | ongstanding interest in kart racing, but there
is no evidence that he studied or understood the accepted

busi ness practices of kart racing or consulted experts in the
field. Petitioner testified that he had been involved in racing
and had seen “how it works.” He further testified he was
famliar wth what people in the kart racing business do.
Petitioner’s self-serving testinony does not establish an

under standing of the kart racing business. Accordingly, this

factor favors respondent.
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3. The Tine and Effort Expended by the Taxpayer in Carrying
On the Activity

The tinme and effort devoted to an activity may indicate that
the activity is engaged in for profit, particularly where the
activity does not have a substantial personal or recreational
aspect. Sec. 1.183-2(b)(3), Incone Tax Regs.; see al so Sousa v.

Comm ssioner, T.C Menp. 1989-581 (anpbunt of tine spent on a

fishing and boating activity not necessarily indicative of profit
obj ective where taxpayer derived great personal pleasure fromthe
activity). A taxpayer’s withdrawal from another occupation to
devote nost of his tine to the activity may al so indicate that
the activity is engaged in for profit. Sec. 1.183-2(b)(3),

| ncome Tax Regs.

Al t hough petitioner devoted a substantial anmount of his
spare tinme to his kart racing activity in 2006, the record
reflects that he derived a great deal of personal pleasure from
the activity. Accordingly, the anmount of tinme petitioner spent
on the activity is not necessarily indicative of a profit
objective. Further, petitioner’s primary occupation in 2006 was
as a correctional officer for San Quentin. Petitioner worked at
San Quentin approxi mately 60 hours per week, and he has not
presented any evidence that his work schedul e at San Quentin was
scal ed down because of the time he spent working on Doris Racing.

Accordingly, this factor favors respondent.
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4. The Expectation That Assets Used in the Activity My
Appreciate in Val ue

“The term ‘profit’ enconpasses appreciation in the val ue of
assets, such as land, used in the activity.” Sec. 1.183-2(b)(4),
I ncone Tax Regs. Petitioner did not argue or produce other
evi dence to show that he bought assets for Doris Racing with the
expectation that they would appreciate in value. Accordingly,
this factor favors respondent.

5. The Success of the Taxpavyer in Carrying On Gher Simlar
or Dissimlar Activities

“The fact that the taxpayer has engaged in simlar
activities in the past and converted them fromunprofitable to
profitable enterprises may indicate that he is engaged in the
present activity for profit, even though the activity is
presently unprofitable.” Sec. 1.183-2(b)(5), Inconme Tax Regs.
Petitioner does not have a history of carrying on simlar
activities. H s only other source of inconme was his job at San
Quentin. Accordingly, this factor favors respondent.

6. The Taxpayer’'s History of Incone or Losses Wth Respect
to the Activity

A taxpayer’s history of incone or loss with respect to an
activity may indicate the presence or absence of a profit
objective. Sec. 1.183-2(b)(6), Inconme Tax Regs.; see al so

&l anty v. Conmissioner, 72 T.C. at 426. A series of |osses

during the startup phase of an activity does not necessarily
indicate the activity is not engaged in for profit. Sec. 1.183-

2(b)(6), Inconme Tax Regs.
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Doris Racing was never a profitable activity. However, |ack
of profitability in the startup stage is not unusual for a smal
busi ness. Accordingly, we find this factor neutral.

7. The Ampunt of COccasional Profits, If Any, Fromthe
Activity

“The amount of profits in relation to the anpbunt of |osses
incurred, and in relation to the anount of the taxpayer’s
i nvestnment and the value of the assets used in the activity, may
provi de useful criteria in determning the taxpayer’s intent.”
Sec. 1.183-2(b)(7), Inconme Tax Regs. “[A]n opportunity to earn a
substantial ultimate profit in a highly specul ative venture is
ordinarily sufficient to indicate that the activity is engaged in
for profit even though | osses or only occasional small profits
are actually generated.” |[|d.

As di scussed above, Doris Racing was never profitable.
Petitioner did not present a witten business plan or denonstrate
any strategic initiative towards nmaking it financially
successful. He has failed to present any evidence, including
specul ative evidence, that Doris Racing had the opportunity to
earn a profit. Accordingly, this factor favors respondent.

8. The Financial Status of the Taxpayer

“Substantial income from sources other than the activity
(particularly if the losses fromthe activity generate
substantial tax benefits) may indicate that the activity is not

engaged in for profit especially if there are personal or
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recreational elenents involved.” Sec. 1.183-2(b)(8), Incone Tax
Regs. Petitioner earned wage inconme of $178,528 fromhis job as
a correctional officer at San Quentin. Because petitioner earned
significant inconme froma source other than Doris Racing, this
factor favors respondent.

9. Elenents of Personal Pleasure or Recreation

“The presence of personal notives in carrying on of an
activity may indicate that the activity is not engaged in for
profit, especially where there are recreational or personal
el ements involved.” Sec. 1.183-2(b)(9), Incone Tax Regs.
““ITWhere the possibility for profit is small (given all the

other factors) and the possibility for gratification is

substantial, it is clear that the latter possibility constitutes
the primary notivation for the activity.’” Dodge V.

Commi ssioner, T.C Menp. 1998-89 (quoting Burger v. Conm Ssioner,

T.C. Meno. 1985-523), affd. w thout published opinion 188 F. 3d
507 (6th Cir. 1999).

Petitioner conceded that he enjoys being involved in kart
racing. He began racing karts in the early 1980s and has been
around kart racing ever since. It is clear fromthe record that
petitioner derived significant personal pleasure and recreation
fromDoris Racing. Accordingly, this factor favors respondent.

After considering all of the above factors as applied to the
uni que facts and circunstances of this case, we concl ude that

Doris Racing was an activity not engaged in for profit within the
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meani ng of section 183. As a result, we sustain respondent’s
determ nation with respect to petitioner’s Schedul e C deducti ons.

I[11. Section 6662(a) Penalty

Section 6662(a) and (b)(1) inposes a penalty equal to 20
percent of the anobunt of an underpaynent attributable to
negligence or disregard of rules or regulations. Negligence
includes any failure to make a reasonable attenpt to conply with
the provisions of the Internal Revenue Code, including any
failure to nmai ntain adequate books and records or to substantiate
itenms properly. Sec. 6662(c); sec. 1.6662-3(b)(1), Incone Tax
Regs.

Petitioner’s failure to produce records substantiating his
Schedul e A item zed deductions supports the inposition of the
accuracy-rel ated penalty for negligence with respect to those
deductions for 2006. Further, petitioner’s attenpt to deduct
expenses froma personal activity supports the inposition of the
accuracy-rel ated penalty for negligence with respect to his
Schedul e C deductions for 2006.

Section 6662(a) and (b)(2) inposes an accuracy-rel ated
penal ty upon any underpaynent of tax resulting froma substanti al
understatenment of inconme tax. The penalty is equal to 20 percent
of the portion of any underpaynent attributable to a substanti al
understatenent of inconme tax. [|d. The term “substanti al
understatenent” is defined as exceeding the greater of: (1) 10

percent of the tax required to be shown on the return for the
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t axabl e year or (2) $5,000. Sec. 6662(d)(1)(A). The
applicability of section 6662(b)(2) wll depend on the nagnitude
of the understatenent of incone tax as cal cul ated under Rule 155.
| f petitioner’s understatenent of inconme tax as cal cul ated under
Rul e 155 exceeds the greater of $5,000 or 10 percent of the tax
required to be shown on the return in 2006, respondent will have
met his burden of production under section 7491(c). If not,
respondent will have failed to neet his burden of production
under section 7491(c).

An accuracy-rel ated penalty is not inposed on any portion of
t he under paynent as to which the taxpayer acted with reasonabl e
cause and in good faith. Sec. 6664(c)(1l). The taxpayer bears
the burden of proof with regard to those issues. Hi gbee v.

Conmm ssioner, 116 T.C 438, 446 (2001). Petitioner has failed to

show r easonabl e cause, substantial authority, or any other basis
for reducing the penalties. Accordingly, we find petitioner
liable for the section 6662 penalty for 2006 as comrensurate with
respondent’s concessions and our holding. See id. at 449.

I n reaching our holdings, we have considered all argunents
made, and, to the extent not nentioned, we conclude that they are
nmoot, irrelevant, or w thout nerit.

To reflect the foregoing,

Deci sion will be entered

under Rul e 155.




