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MEMORANDUM FI NDI NGS OF FACT AND OPI NI ON

PANUTHOS, Chief Special Trial Judge: Respondent determ ned

a deficiency in petitioner’s Federal incone tax of $2,183 for the
2000 taxable year. Unless otherw se indicated, section
references are to the Internal Revenue Code in effect for the
year in issue, and all Rule references are to the Tax Court Rul es

of Practice and Procedure.
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The issue for decision is whether petitioner had unreported
interest income of $10,255 fromthe redenption of U S. savings
bonds in taxable year 2000.

FI NDI NGS OF FACT

Sone of the facts have been stipulated and are so found.
The stipulated facts and the related exhibits are incorporated
herein by this reference. At the tinme of filing the petition,
petitioner resided in Baltinore, Myl and.

During the year in issue, petitioner redeened a nunber of
U. S. savings bonds, which had accrued interest of $10, 255.
Petitioner and her deceased husband had purchased the bonds 20 to
25 years prior to the year in issue. The record is devoid of any
evi dence regarding (1) the type of U S. savings bond, (2) whether
the bonds were issued at a discount, and (3) whether the bonds
were redeened on their respective dates of maturity.

Petitioner tinely filed a Form 1040, U.S. Individual Incone
Tax Return, for the 2000 taxable year (2000 tax return). The
return was prepared by petitioner’s son. Petitioner did not
report having received any Social Security benefits during the
2000 taxable year. Nor did she report any of the $10,255 in
interest income resulting frombond redenption.

Respondent issued petitioner a notice of deficiency dated
Decenber 23, 2002, determining a deficiency in Federal incone tax

of $2,183 for the 2000 taxable year. The adjustnents in the
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notice stemprimarily fromthe unreported bond interest of
$10, 255.1
Petitioner admits that the bond interest of $10,255 was not
reported in her 2000 tax return but contends that such interest
coul d have been reported in tax returns for prior taxable years
prepared by either her deceased husband or her son. Petitioner
did not produce copies of such returns. Petitioner’s tax returns
for the 1998 through 2000 taxable years did not include any of
t he $10, 255 bond interest.
OPI NI ON
As a general rule, interest received by or credited to the
t axpayer constitutes gross inconme and is fully taxable. Sec.
61(a)(4); sec. 1.61-7(a), Incone Tax Regs. |In particular,
interest on United States obligations—such as U S. savings
bonds--issued on or after March 1, 1941, is fully taxable. Sec.
1.61-7(b)(3), Incone Tax Regs. “A taxpayer using the cash

recei pts and di sbursenents nethod of accounting who owns United

! The notice of deficiency also contains an adjustnent to
i ncone of $4,281 with respect to taxable Social Security
benefits. The adjustnent results froman increase in
petitioner’s “nodified adjusted gross incone” under sec. 86 due
to the inclusion of unreported bond interest of $10,255. The
adj ustnent al so relies upon a Form 1099- SSA to assune t hat
petitioner received Social Security benefits of “$14,130” during
t he 2000 taxable year. However, petitioner disputed this anount
by submtting to the Court a revised tax return for the 2000
t axabl e year which reflected Social Security benefits of
“$14,103”. W conclude that the anobunt of Social Security
benefits received by petitioner in 2000 was $14, 103.
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St at es savi ngs bonds issued at a discount has an election as to
when he will report the interest” pursuant to section 454 and the
regul ations thereunder.? |d.

Cenerally, the burden of proof is on the taxpayer. Rule
142(a)(1). The burden of proof respecting a factual issue may be
pl aced on the Conm ssioner under section 7491(a) if the taxpayer
i ntroduces credible evidence regarding that issue and establishes
that the taxpayer conplied with the requirenents of section
7491(a)(2)(A) and (B) to substantiate itens, maintain required
records, and fully cooperate with the Conm ssioner’s reasonabl e
requests. Section 7491 is applicable in the present case.?®
Nevert hel ess, petitioner has neither taken a position as to
whet her the burden of proof should be placed on respondent nor
established that she conplied with the requirenents of section
7491(a). W conclude that the burden renmains on petitioner to
prove that she did not have unreported interest income of $10, 255
during the 2000 taxable year.

The record is clear that petitioner redeened U S. savings
bonds in 2000 and did not report interest incone fromthe bond

redenption in that year. Petitioner sinply contends, w thout any

2 Sec. 454(c) deals with series E U.S. savings bonds held at
the date of maturity

3 Sec. 7491 is effective with respect to court proceedings
arising in connection with exam nations by the Conm ssi oner
comencing after July 22, 1998, the date of enactnent of the
I nt ernal Revenue Service Restructuring and Reform Act of 1998,
Pub. L. 105-206, sec. 3001(a), 112 Stat. 726.
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substantiation, that such interest could have been reported in
tax returns for prior taxable years. She did not produce any
evidence that her U S. savings bonds were issued at a discount or
any evidence of an el ection under section 454. Petitioner’s son
indicated that, in preparing petitioner’s tax returns for the
1998 t hrough 2000 taxable years, he did not report on her behalf
any of the $10, 255 bond interest. Petitioner’s son also
acknow edged that he was uncertain about the reporting of
interest incone on returns for years prior to 1998, which were
prepared by petitioner’s deceased husband.

Thus, even if it were appropriate to consider the reporting
of bond interest in prior years as an offset to the anount
required to be reported in 2000, there is nothing in this record
to support such a factual finding. Accordingly, we sustain
respondent’s determ nation that petitioner had unreported
interest income of $10,255 during the 2000 taxable year fromthe
redenption of U S. savings bonds.

To reflect the foregoing, and as a result of our conclusion
that Social Security benefits received were $14, 103, an anount
| ess than that determ ned by respondent,

Deci sion will be entered

under Rul e 155.




