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

the provisions of section 7463 of the Internal Revenue Code in

ef fect 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. Unless otherw se indicated, subsequent section references

are to the Internal Revenue Code in effect for the year in issue,
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and all Rule references are to the Tax Court Rules of Practice
and Procedure.

For 2005 respondent determ ned a deficiency of $23,293.55 in
petitioner’s Federal incone tax and an accuracy-rel ated penalty
of $4,658.71 pursuant to section 6662.

The issues for decision! are whether petitioner: (1) Is
required to recogni ze additional income attributable to the sale
of her principal residence; (2) is entitled to additional expense
deductions on Schedule A, Item zed Deductions; and (3) is subject
to the accuracy-rel ated penalty under section 6662(a).

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. Wen petitioner filed her
petition, she resided in the State of Washi ngton.
Petitioner tinely filed her 2005 Form 1040, U.S. Individual
I ncone Tax Return. On Schedule D, Capital Gains and Losses,

petitioner reported a gain of $288,699 fromthe sale of property.

Petitioner sustained a long-termloss of $11,988 and
realized a short-termgain of $3,636 resulting from sal es of
st ocks and bonds which she failed to report for 2005. These
anounts shall be conputed pursuant to Rule 155 consistent with
t hi s opi ni on.

Petitioner conceded that she received and failed to report
di vidend i nconme of $1,320. Her entitlenent to item zed
deductions is determ ned by conputational adjustnents consistent
with this opinion.
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Pursuant to section 121, petitioner excluded fromincone $250, 000
of the gain associated with the sale.

In 2005 petitioner sold her hone and realized a gain on the
sale of the property. Although the hone was her principal
resi dence, ? she owned only a 50-percent interest in the hone;
therefore, only 50 percent of the gain is attributable to her.
The gain realized fromthe sale of the property was $529, 289.

Her 50-percent share of the gain was $264, 644. 50.

Respondent issued to petitioner a notice of deficiency
disallowing in part® petitioner’s exclusion of gain fromincone
under section 121. Respondent alleges that petitioner is
entitled to only 50 percent of the $250,000 exclusion of gain
fromincone; i.e., $125, 000.

Di scussi on

CGenerally, the Comm ssioner’s determ nations are presuned
correct, and the taxpayer bears the burden of proving that those

determ nations are erroneous.* Rule 142(a); see I NDOPCO Inc. v.

2pPetitioner had owned and used the honme as her principal
resi dence since February 1997.

3In the notice of deficiency respondent deternined that
petitioner owed a 75-percent interest in the honme. At trial
respondent acknow edged that petitioner owned only a 50-percent
interest in the hone.

“Petitioner has not clainmed or shown that she neets the
requi renents under sec. 7491(a) to shift the burden of proof to
respondent as to any factual issue relating to her liability for
t ax.
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Commi ssioner, 503 U.S. 79, 84 (1992); Wl ch v. Helvering, 290

U.S. 111, 115 (1933).

| . Section 121 Excl usion

Section 121 provides for the exclusion fromgross incone of
up to $250,000 of gain fromthe sale or exchange of property if
the property was owned and used by the taxpayer as the taxpayer’s
princi pal residence for periods aggregating 2 years or nore
during the 5-year period preceding the sale or exchange.

Wi le petitioner satisfies the requirenents of section 121,
respondent all eges that because petitioner held only a 50-percent
interest in the honme, she is entitled to only 50 percent of the
$250, 000 ($125,000) allowabl e excl usion under section 121.
Section 121, however, contains no such limtation for parti al
owners of a principal residence. |In fact, the regul ations
provi de that unmarried joint owners each owning a 50-percent
interest in a principal residence are each entitled, upon sale,
to the full limtation anmount of $250,000 on their portions of
the gain. See sec. 1.121-2(a)(2), (4), Exanple (1), Incone Tax
Regs. Therefore, petitioner is entitled to exclude fromincone
up to $250,000 on her portion of the gain realized fromthe sale
of her principal residence for 2005.

1. Schedule A ltenm zed Deducti ons

Deductions are strictly a matter of |egislative grace, and

t axpayers nust satisfy the specific requirenents for any
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deduction clainmed. See INDOPCO, Inc. v. Commi ssioner, supra at

84; New Colonial lIce Co. v. Helvering, 292 U S. 435, 440 (1934).

Taxpayers bear the burden of substantiating the anmount and

pur pose of any cl ai ned deduction. See Hradesky v. Conmm ssioner,

65 T.C. 87 (1975), affd. per curiam540 F.2d 821 (5th Cr. 1976).

Petitioner sought an increase in her Schedul e A deductions
because of unclainmed: (1) Casualty | osses sustained on a hone in
Tai wan; (2) losses on an investnent; and (3) nortgage interest
paynents.

A. Casualty Loss

Petitioner credibly testified that she owned a hone in
Tai wan during 2005 that sustained substantial typhoon danage.
But she presented no evidence as to the expenses associated with
the sustained | oss or whether she was rei nbursed by insurance or
ot herwi se. Accordingly, petitioner’s request for additional
expense deductions due to a sustained casualty |oss during 2005
i s denied.

B. | nvest nent Losses

Petitioner testified that she incurred | osses as a result of
an investnment with Vitality Investnent G oup, and at trial she
proffered a docunent to substantiate her claim The docunent,
however, actually showed that petitioner realized a gain.
Accordingly, the Court is unable to conclude that petitioner

sust ai ned i nvest nent | osses.
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C. Additional Mrtgage |Interest

Petitioner testified that she paid additional nortgage
interest in 2005 that she did not deduct on her 2005 return. For
2005 petitioner clainmed a nortgage interest deduction of $16, 097,
but the Court is unable to conclude that this anmount did not
include the interest she paid on her principal residence.
Accordingly, the Court nust disallow petitioner’s request for an
addi tional nortgage interest deduction.

1. Accuracy-Related Penalty

Respondent determ ned that petitioner is liable for an
accuracy-rel ated penalty under section 6662(a). Section 6662(a)
and (b) (1) inposes a 20-percent penalty on the portion of an
under paynment attri butable to any one of various factors,

i ncl udi ng negligence or disregard of rules or regul ations.
“Negl i gence” includes any failure to nake a reasonable attenpt to
conply with the provisions of the Internal Revenue Code,
including any failure to keep adequate books and records or to
substantiate itens properly. See sec. 6662(c); sec. 1.6662-
3(b)(1), Incone Tax Regs. Under section 7491(c), respondent has
the burden of production with respect to the accuracy-rel ated

penalty. See Hi gbee v. Conm ssioner, 116 T.C. 438, 446 (2001).
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Section 6664(c) (1) provides an exception to the section
6662(a) penalty if it is shown that there was reasonabl e cause
for any portion of the underpaynent and the taxpayer acted in
good faith. The determ nation of whether a taxpayer acted with
reasonabl e cause and in good faith is made on a case-by-case
basis, taking into account all the pertinent facts and
circunstances. Sec. 1.6664-4(b)(1), Incone Tax Regs. The nost
inportant factor is the extent of the taxpayer’s effort to assess
his or her proper tax liability. 1d. G rcunstances that may
i ndi cate reasonabl e cause and good faith include an honest
m sunder st andi ng of fact or law that is reasonable in view of the
t axpayer’s experience, know edge, and education. |d.

In view of the concessions, the additional allowances, the
conput ational adjustnents, and the Court’s holdings herein, it is
uncl ear whether there is an underpaynent of income tax for 2005.
The Court |eaves for the parties to determ ne as part of the Rule
155 conput ati ons whether there is an underpaynent. |f an
under paynment exists because of petitioner’s concession for her
failure to report dividend incone of $1,320, petitioner will be
I'iable for the accuracy-related penalty because respondent wll
have net his burden of production and petitioner has not

establ i shed a reasonabl e cause or good faith defense.



To reflect the foregoing,

Deci sion will be entered

under Rul e 155.




