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CERBER, Judge: This case was heard pursuant to the
provi sions of 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

Unl ess otherwi se indicated, all section references are to
the Internal Revenue Code in effect for the year in issue, and
all Rule references are to the Tax Court Rules of Practice and
Pr ocedure.
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this opinion shall not be treated as precedent for any other
case.

Respondent determ ned a $5, 400 i ncone tax deficiency for
petitioner’s 2005 tax year and a section 6662(a) penalty of
$1,080. The incone tax deficiency was based on petitioner’s
failure to report two itens of incone. Petitioner now agrees
that the itenms should have been reported, but she contends that
her actions were reasonable and that no section 6662(a) penalty
should apply to the portion of the underpaynent attributable to
either incone adjustnent. That penalty is the only issue
remai ning for the Court’s consideration.

Backgr ound

Petitioner resided in California at the tine her petition
was filed. She was enpl oyed before 2005 as a | egal assistant and
performed both clerical and paral egal work. Although petitioner
was |icensed to practice |law, she never practiced. Petitioner
had no background in tax law and did little or no | egal research
in performng her enploynment duties. Before 2005 petitioner
becane severely depressed and was unable to conti nue working. At
t he onset of her depression petitioner took several prescription
medi ci nes for her condition. The nedication coupled with her
condition affected her judgnent and thought processes throughout

t he period under consideration.
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Bef ore 2005 petitioner applied for State of California
di sability benefits and private group disability benefits from
her enployer’s health plan. She was granted benefits from both
the State and her enployer’s plan. For incone tax purposes
petitioner reported only her enployer’s plan benefits because it
was her understanding that, unlike the private benefits,
Governnment disability benefits were not taxable.

During 2005 petitioner applied for Social Security
Adm ni stration (SSA) disability benefits. She nuintained
correspondence with the SSA in a separate folder. Petitioner
mai nt ai ned other folders, including a folder for information and
docunents that she used in preparing her incone tax return.
During 2005 petitioner received notice that she had been awarded
Social Security benefits. She filed that notification in the
Soci al Security folder.

During 2005 petitioner was paid $19,021 in Social Security
benefits, including retroactive 2004 benefits and 2005 benefits.
She al so received a Form SSA- 1099, Social Security Benefit
Statenent, fromthe SSA, which she placed in her Social Security
folder. The Form SSA-1099 contains several statenents indicating
that a portion of Social Security benefits may be taxabl e.
Petitioner did not report any of the Social Security disability
benefits because of her understandi ng and belief that Federal

benefits for disability, |like her State benefit, were not
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taxable. Petitioner reported her private disability benefits for
2005, but she did not report either the State or Federal
disability benefits received in that year.

For 2005 petitioner received a “1099 Consolidated Tax
Statenment” (1099 statenent) from her stockbroker. The docunent
consi sted of eight pages and contained petitioner’s incone tax
information, including interest, tax-exenpt nunicipal interest,
ordi nary dividends, qualifying dividends, stock transactions, and
related materials. The face or first page of the statenent
listed amounts for ordinary dividends, qualified dividends,

i nvest ment expenses, and interest incone. Interest incone of
$3,908.68 was listed. The line showing the interest incone
contained the follow ng explanation: “|NTEREST | NCOVE NOT

I NCLUDED IN I RS BOX 3. On that sane page were three places that
were | abeled “BOX 3. They were denom nat ed “ NONTAXABLE

DI STRI BUTI ONS”; “1I NTEREST | NCOVE ON U. S. TREASURY OBLI GATI ONS” ;
and “ OTHER | NCOMVE. ”

Petitioner found the “I NTEREST | NCOVE NOT | NCLUDED I N I RS
BOX 3” | anguage to be anbi guous and confusi ng, and she
interpreted it to nean that her interest inconme was not taxable.
Petitioner, however, did extract information fromother parts of
the 1099 statenment, including tax-exenpt nunicipal interest,
whi ch she reported on the correct part of her Form 1040, U. S

I ndi vidual Incone Tax Return. The fifth page of the 1099
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statement made clear that the $3,908.68 in interest had been
received on petitioner’s behalf from various corporate
securities.

Respondent’ s conputer matching capability reveal ed that
petitioner had not reported the Social Security disability
benefits and interest inconme, and she was notified by mail.
Shortly after petitioner received the notification from
respondent, she filed an amended 2005 incone tax return, along
with paynent, that reported the $3,908.68 of interest income and
t he 2005 portion of her Social Security benefits. Petitioner’s
failure to report the 2004 Social Security benefits was based on
her | ack of understandi ng about tax accounting principles and,
nore specifically, on the fact that she was a cash basis
t axpayer

Di scussi on?

Petitioner has conceded that the interest inconme and Soci al
Security benefits are taxable. She contends, however, that her
failure to report these anobunts was reasonabl e and that the
section 6662(a) penalty should not apply to her underpaynent.

Section 6662(a) and (b)(1) and (2) provides that a taxpayer

is liable for a 20-percent accuracy-related penalty on any

2The parties did not raise any question about the burden of
proof or sec. 7491. Under that statute, respondent bears a
burden of production with respect to the accuracy-rel ated
penal ti es determ ned under sec. 6662(a). See sec. 7491(c).
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portion of an underpaynment of tax required to be shown on a
return attributable to, inter alia, (1) negligence or disregard
of the rules or regulations or (2) a substantial understatenent
of incone tax. Negligence is defined as any failure to nake a
reasonabl e attenpt to conply with the provisions of the Internal
Revenue Code, and the term “di sregard” includes any careless,
reckless, or intentional disregard. Sec. 6662(c). Section
6664(c) (1) provides that the penalty under section 6662(a) shal
not apply to any portion of an underpaynent if it is shown that
there was reasonabl e cause for the taxpayer’s position with
respect to that portion and that the taxpayer acted in good faith

with respect to that portion. Hi gbee v. Conm ssioner, 116 T.C.

438, 448 (2001). The determ nation of whether a taxpayer acted
W th reasonabl e cause and in good faith within the neaning of
section 6664(c)(1) is nade on a case-by-case basis, taking into
account all the pertinent facts and circunstances. 1d.; sec.
1.6664-4(b) (1), Incone Tax Regs. The nost inportant factor is
the extent of the taxpayer’s effort to assess her proper tax
liability for the year. Sec. 1.6664-4(b)(1), Inconme Tax Regs.
“Circunmstances that may indicate reasonable cause and good faith
include * * * the experience, know edge, and education of the

t axpayer.” 1d.
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We consider the two adjustnents separately concerning whet her
the accuracy-related penalty applies to the resulting
under paynent caused by each

Wth respect to petitioner’s failure to report $3,908. 68 of
interest income, her explanation is that the | anguage precedi ng
t he anbunt shown on the 1099 statenent was “anbi guous”. W are
unable to find that petitioner’s explanation is reasonabl e under
the circunstances. Petitioner, who prepared her own return,
sorted through this 1099 statenent to find various anmounts of
i ncone, both taxable and tax exenpt, and she placed the anmounts
on various parts of her incone tax return. Petitioner’s
interpretation of the phrase “1 NTEREST | NCOVE NOT | NCLUDED IN I RS
BOX 3" as neaning that the interest inconme was not reportable or
taxable is nmore wi shful thinking than anything el se. Moreover,
we are unconvinced that the face of the 1099 statenment was
anbi guous. Accordingly, and considering all of the
ci rcunstances, we hold that petitioner’s failure to report the
i nterest incone was not reasonable, and petitioner is subject to
the section 6662(a) penalty on the resulting underpaynent.

Wth respect to petitioner’s failure to report $19, 021 of
disability benefits, her explanation is that it was her
understanding and belief that, |ike State disability paynents,
Federal disability paynents were not subject to the incone tax.

We are cogni zant of the fact that before 2005 petitioner had
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received disability paynents and correctly reported them i.e.,
paynments from enployer’s health plan as taxable and paynents from
the State of California as not taxable. In addition, petitioner
was being treated by a doctor for a serious nental condition and
was taking various nedicines that affected her judgnent and
t hi nki ng processes. She was involved in pursuing disability
claims with three different sources and had received various
correspondence fromeach, including the SSA. It is clear that
she believed the disability paynents fromthe SSA were not
taxable. She filed correspondence and docunents fromthe SSA in
a special folder on that subject, and she did not include any of
t hose docunents in her separately maintained fol der for tax-
rel ated docunents.

When her failure to report was brought to her attention by
respondent, petitioner pronptly filed an anmended return including
interest and benefits, along with paynment of the additional tax.
We note that petitioner did not understand tax accounting
principles; and in spite of the fact that respondent had
determned that she failed to report the $19, 021, petitioner
i ncluded only the paynents for 2005 on her anmended return,
al t hough all of the $19, 021 had been received during 2005.
Petitioner’s testinony, actions, and the circunstances of this
case are persuasive and reflect that she nade a reasonabl e and

good faith attenpt to report her tax liability as it related to
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her disability paynents. Accordingly, we hold that petitioner is
not liable for a section 6662(a) penalty on the underpaynent
caused by her failure to report Social Security benefits.

To reflect the foregoing,

Deci sion will be entered

under Rul e 155.




