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MEMORANDUM FI NDI NGS OF FACT AND CPI NI ON

MARVEL, Judge: |In separate notices of deficiency,
respondent determ ned the follow ng incone tax deficiencies and
additions to tax with respect to petitioner’s Federal incone

t axes:?!

1Unl ess otherwi se indicated, all section references are to

the Internal Revenue Code in effect for the years in issue, and
(continued. . .)
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Addition to tax Addition to tax

Year Defi ci ency Sec. 6651(a) (1) Sec. 6654(a)
1996 $492, 138 $123, 035 $26, 194
1998 941 235 - 0-
1999 78, 215 19, 554 3,785

Petitioner did not file Federal income tax returns for 1996,
1998, and 1999. As a result, respondent determ ned the 1996,
1998, and 1999 incone tax deficiencies frominformation reported
to himby third parties. Based on records petitioner submtted
after the notices of deficiency were issued, respondent
reconputed the deficiencies and additions to tax as foll ows:

Addition to tax Addition to tax

Year Defi ci ency Sec. 6651(a) (1) Sec. 6654(a)
1996 $220, 934 $55, 234 $11, 759
1998 - 0- - 0- - 0-
1999 4,839 1, 210 232

After additional concessions,? the issues for decision are:
(1) Whether petitioner had capital gain fromthe sale of
real property in the taxable years 1996 and 1999 and, if so, the

anount of that gain;

Y(...continued)
all Rule references are to the Tax Court Rules of Practice and
Procedure. All nonetary anmounts have been rounded to the nearest
dol | ar.

2Petitioner concedes that in 1996 he received $71 of
interest income and $117 of capital gain fromthe sale or
exchange of st ock.
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(2) whether petitioner is liable for additions to tax under
section 6651(a)(1l) for failure to file Federal incone tax
returns;

(3) whether petitioner is liable for additions to tax under
section 6654(a) for failure to pay estimted taxes; and

(4) whether the Court should inpose a penalty under section
6673.

FI NDI NGS OF FACT

Sone of the facts have been stipulated and are so found.
The stipulation of facts and suppl enental stipulation of facts
are incorporated herein by this reference. Petitioner resided in
Wbodi nvil | e, Washi ngton, when the petition was filed in this
case.

Capital Gain on Sale of Real Property

In 1996, petitioner sold real estate |ocated at 1018 Market
Street, Kirkland, Washington (hereinafter, the Market Street
property), and 2033 Rose Point Lane, Kirkland, WAshi ngton
(hereinafter, the Rose Point Lane property). 1In 1999, petitioner
al so sold real property located at 16103 167t h Avenue Nort heast,
Wbodi nvill e, Washington (hereinafter, the Hollywod H Il |ot).

On Novenber 20, 2003,° petitioner nmet with Appeals O ficer

Jeffrey Sherrill and produced docunmentation establishing: (1)

3The notices of deficiency were nailed to petitioner on Mar.
26, 2003.
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The cost basis of each property at issue; (2) the costs he
incurred to purchase, refinance, and sell the properties; and (3)
t he expenditures he incurred for inprovenents he nmade to certain
of the properties. Petitioner, however, did not provide the
Appeal s officer with any docunentation to substantiate any of the
ot her expenses petitioner claimed with respect to the properties
at issue. After reviewng the information provi ded by
petitioner, respondent reconputed petitioner’s incone tax
deficiencies for 1996, 1998, and 1999. The pertinent facts
regardi ng petitioner’s ownership of each property, and
respondent’s revised position with respect to each property’s

adj usted basis and the gain petitioner recognized on each sal e,
are set forth bel ow *

Mar ket Street Property

In June 1992, petitioner purchased the Market Street

property for $143,500. The Market Street property was a single-

“ln addition to the three properties petitioner sold in 1996
and 1999, in Qctober 1998, petitioner sold his interest in a
ti me-share condom nium for $12,500. The tine-share condom ni um
was | ocated at L-16-C El |l owee, Manson, Washi ngton (hereinafter
the Ell owee Tinme-share), and petitioner had purchased it in
August 1992, for $19,750. After taking into account acquisition
and di sposition costs, respondent determ ned that petitioner
sustained a | oss of $9,892 on the sale of the El |l owee Tinme-share.
Because respondent conceded that there is no deficiency in 1998,
and petitioner did not dispute respondent’s determnation with
respect to the Ell owee Tine-share property in his petition or
trial menorandum or advance any argunments regarding the El |l owee
Tinme-share at trial, we do not decide any issues relating to
petitioner’s 1998 taxable year. See Rule 34(b)(4).
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famly residence that petitioner renbdel ed and converted into
of fice space.® In January 1996, petitioner sold the property for
$212, 500.

Respondent added $1,671 for acquisition costs and $41, 743,
the cost of capital inprovenents,® to petitioner’s cost basis in
the Market Street property. |In conputing the amount realized on
the sal e, respondent subtracted $4,373 fromthe sale price to
account for selling costs. Using an adjusted sale price of
$208, 127 and an adjusted basis of $186, 914, respondent concl uded
that petitioner must recognize gain of $21,213 on the sale of the
Mar ket Street property.

Respondent did not include any of the foll ow ng expenses,
whi ch petitioner clainms should increase the Market Street

property’s adjusted basis, in conputing petitioner’s gain:

SPetitioner testified that he used the office space to
conduct his business of inporting shoes and | eat her goods and
that he never resided at the Market Street property.

SPetitioner originally clained in his petition an anount of
$62,500 for capital inprovenents, but he maintained in his trial
menorandum and at trial that he incurred expenses of $47,500 to
i nprove the Market Street property. W assune, therefore, that
petitioner has wai ved any argunent regarding the difference
bet ween the two figures.



[tem Cost
Mai nt enance for 42 nos. at $150/ no. $6, 300
Uilities for 42 nos. 5,985
Mortgage interest for 42 nos. 41, 679
| nsurance for 42 nos. 4,200
Property taxes for 42 nos. 7,059
Personal | abor of 798 hrs. at $20/ hr. 15, 960
Paynment to settle asbestos claim 1, 750
Renmodel i ng expenses in excess of $41, 743 5, 757

Respondent di sal | owed any deductions or basis adjustnments for
these itens on the grounds that petitioner failed to substantiate
t he expenses or establish that they were incurred in the course
of his trade or business.

Rose Point Lane Property

I n January 1987, petitioner purchased the Rose Point Lane
property for $495,000. |In March 1996, petitioner sold the
property for $1,065,000. The Rose Point Lane property was a
wat erfront residence in which petitioner and his spouse resided
from January 1988 through March 1996

Respondent increased petitioner’s cost basis in the Rose
Poi nt Lane property by $1,311 for certain acquisition costs and
$2,782 for costs related to refinancing the property and
decreased the basis by $66,027 to account for deferred gain from

the sale of petitioner’s previous residence.” In conputing the

"Petitioner purchased his previous residence, |ocated at 332
4th Ave. S., Kirkland, Washington, in August 1978 for $57, 000,
and petitioner sold it in January 1988 for $134,500. 1In
conputing petitioner’s gain on the sale of the residence,
respondent increased petitioner’s basis by $140 for acquisition
(continued. . .)
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anount realized on the sale, respondent subtracted $60,516 from
the sale price to account for selling costs. Using an adjusted
sale price of $1,004, 484 and an adj usted basis of $433, 066,
respondent concluded that petitioner must recognize gain of
$571,418 on the sale of the Rose Point Lane property.

Respondent did not include any of the foll ow ng expenses,
whi ch petitioner clainms should increase the adjusted basis of the

Rose Point Lane property, in conmputing petitioner’s gain:?®

[tem Cost
Landscapi ng and repairs $21, 750
Mai nt enance for 100 nos. at $150/ no. 15, 000
Ref i nanci ng expenses (three tines) 26, 500
Mor t gage i nt erest 325, 100
| nsurance for 100 nos. 11, 150
Property taxes for 100 nos. 104, 167
Personal |abor of 1500 hrs. at $20/hr. 30, 000
Settlenment charges for utilities 200

Respondent concluded that the costs petitioner allegedly incurred
for | andscaping and repairs, maintenance, utilities, and personal
| abor did not constitute capital inprovenents that nust be added

to the property’ s basis. Respondent disallowed any basis

(...continued)
costs and adjusted the sale price dowward by $11, 333 to account
for disposition costs.

8 n the petition, petitioner clainmed he incurred inprovenent
expenses of $75,000, but he did not argue in his trial
menor andum at trial, or in his posttrial nmenoranda that he was
entitled to any deductions or basis adjustnents for inprovenents.
Petitioner also failed to produce any evidence on this point at
trial. W conclude, therefore, that petitioner has abandoned
this argunent. See Leahy v. Conm ssioner, 87 T.C 56, 73-74
(1986).
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adjustnents for the remai ni ng expenses for |ack of
substanti ati on.

Hol | ywood H || Lot

In April 1996, petitioner purchased two adjacent parcels of
real property, one of which had a hone situated on it, for
$732,500.° Petitioner and his spouse resided in the hone,
| ocated at 16109 167t h Avenue Northeast, Wodinville, Washington,

after selling the Rose Point Lane property. Petitioner inproved

the enpty | ot adjacent to the hone, the Hollywood Hill |ot, by
constructing a fence around the property. In QOctober 1999,
petitioner sold the Hollywod H Il ot for $235, 000.

Respondent concl uded that petitioner’s cost basis in the
Hol  ywood Hi Il ot was $185, 000, approxi mately 25 percent of the
total purchase price of both lots.! Respondent added to
petitioner’s cost basis $431, which represented 25 percent of the
costs incurred in the purchase of both lots, and $5,974 for the
cost of constructing a fence on the Hollywod H Il lot. In
conputing the anount realized on the sale, respondent subtracted

$9, 957 fromthe sale price to account for selling costs. Using

°The cost of purchasing the residence, taking into account
$1, 294 of acquisition costs, was $548, 794.

10The parties stipulated that respondent had determ ned that

petitioner’s basis in the Hollywood H Il |ot was $185, 000 and
that it was 25 percent of the conbined purchase price of the two
adj acent lots. |In fact, the anmount respondent allowed as basis

is 25.26 percent of the conbi ned purchase price.
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an adjusted sale price of $225,6043 and an adj usted basis of

$191, 405, respondent concluded that petitioner nmust recognize

gain of $33,638 on the sale of the Hollywood Hill |ot.
Respondent did not include the foll ow ng expenses, which

petitioner clainms should increase the adjusted basis of the

Hol | ywood Hi Il lot, in conmputing petitioner’s gain on the sale:!!
[tem Cost
Settl enment charges for property taxes due $4, 582
Mai nt enance for 43 nobs. at $100/no.!? 4, 300
Personal | abor of 430 hrs. at $20/ hr. 8, 600
Property taxes for 43 nos. 6, 987

!According to petitioner, the maintenance perforned on the
Hol | ywood H Il ot was routine, such as nowi ng, and was not part
of the devel opnent of the property for ultimte resale.

Respondent di sal | owed any deduction or basis adjustnent for the

U'n the petition, petitioner also clainmd expenses of
$31, 500 for nortgage interest and $12,000 for “inprovenents”, but
he did not argue that he was entitled to any deductions or basis
adj ustnents for these expenses in his trial nenorandum at trial,
or in his posttrial nmenoranda. W conclude, therefore, that
petitioner has abandoned these argunents. See Leahy V.
Conm ssi oner, supra.

Petitioner argued for the first tinme at trial that in
addition to the cost of the fence, which respondent added to the
property’s adjusted basis, he expended approximately $7,000 for
the services of the engineer who designed a septic systemfor the
Hol | ywood Hill lot, which was never installed. Petitioner
of fered no docunentary evidence to substantiate the expense, did
not otherw se amend his petition to reflect any change in the
nature or anmount of the expenses he clains, and did not present
any argunents regarding the expenses in his posttrial nenoranda.
As a result, we do not consider petitioner’s argunent.
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settl enment charges for property taxes because petitioner failed
to substantiate the expense, and respondent disall owed any
adjustnments for the remaining itens.

Petitioner’'s Failure To File I ncone Tax Returns and Rel at ed
Corr espondence

Petitioner failed to file Federal inconme tax returns for
1996, 1998, and 1999. On April 2, 1997, petitioner nmailed an 11-
page letter to the Departnent of the Treasury in Washi ngton
D.C., requesting that it provide himwth the “taxing statutes”

t hat i npose on himany Federal inconme tax liability or require
himto file a Federal inconme tax return. The letter also

contai ned typical tax-protester argunents regarding the
constitutionality of the Federal tax |laws and quotations fromthe
Code, I nconme Tax Regul ations, and caselaw relating to the
authority of the Federal Government to inpose an incone tax. On
June 16, 1997, petitioner mailed the sane letter requesting the
taxing statutes to the Internal Revenue Service's (I RS) Qgden,

Ut ah, office.

On May 15, 2002, respondent sent petitioner a 30-day notice
stating that the IRS had not received petitioner’s 1999 Feder al
incone tax return. In the letter, respondent al so proposed an
incone tax deficiency and additions to tax for petitioner’s 1999
t axabl e year and advi sed petitioner of the Code sections that
required himto file a return and provide certain information to

the IRS. In response to respondent’s 30-day notice, on June 14,
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2002, petitioner mailed to the RS s Ogden, U ah, office another
copy of the 1997 letter requesting the taxing statutes. In
addition, petitioner mailed a 15-page letter dated June 14, 2002,
to the RS s Ogden, Utah, office requesting an adm nistrative
appeal and reiterating his tax-protester argunents.

By letter dated Novenber 6, 2002, respondent i nforned
petitioner that the U S. Suprene Court has consistently held that
the Federal inconme tax |aws are constitutional and that persons
who fail to conply with those | aws may be subject to civil and
crimnal penalties. In addition, respondent notified petitioner
of respondent’s intent to issue notices of deficiency for
petitioner’s 1996, 1998, and 1999 taxable years. On March 26,
2003, respondent issued three separate notices of deficiency for
petitioner’s 1996, 1998, and 1999 taxabl e years. Because
petitioner had not filed Federal income tax returns or produced
any basis docunentation before respondent issued the notices of
deficiency, respondent conputed the gain petitioner nust
recogni ze on the sale of each property w thout allow ng
petitioner any basis in the properties at issue.

Petitioner’s Conduct During Litigation

On June 24, 2003, the petition in this case was filed. In
the petition, petitioner contested the notices of deficiency for
1996, 1998, and 1999 and included several pages of typical tax-

protester argunents. On July 31, 2003, respondent filed a notion
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to strike portions of the petition on the grounds that it
contained immterial, frivolous, and nonjusticiable argunents and
that it did not contain clear and conci se assignnments of error or
lettered statenents of the facts upon which to base assignnents
of error, as required by Rule 34(b)(4) and (5). On August 21,
2003, we granted respondent’s notion to strike.

By |etter dated February 5, 2004, respondent advi sed
petitioner that he considered several of the argunents in the
petition to be immterial and frivolous and that he woul d request
that the Court award danages under section 6673 in an anount not
to exceed $25,000 if petitioner persisted, at trial, in advancing
groundl ess argunents that did not pertain to the anount of tax
due. On February 26, 2004, at the beginning of trial,
respondent’s notion for sanctions under section 6673(a)(1)(B) was
filed. W reserved ruling on the notion and address it in the
opi nion that foll ows.

At trial, we warned petitioner on several occasions that we
woul d not entertain any argunents at trial or on brief regarding
the source of the Federal taxing authority or the basis for
respondent’s contention that incone fromthe sale of property is
taxabl e under the laws of the United States. W further
expl ained to petitioner that personal |abor is neither includable
i n basis nor deductible as an expense, that any argunents

regarding the tax treatnent of personal |abor are frivol ous,
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i nappropriate, and a waste of tinme, and that we woul d consi der
any such argunents in deciding the notion to inpose sanctions
under section 6673.

Follow ng the trial, we directed the parties to prepare and
submt a supplenental stipulation of facts and to address the
application of section 1034. Although the suppl enent al
stipulation of facts nmakes no nention of section 1034, and
neither party made any argunents regarding section 1034 in their
posttrial nenoranda, we address the effect of section 1034 on
petitioner’s sale of property in the opinion that follows because
section 1034 affects the conputation of gain fromthe sale of
petitioner’s Rose Point Lane property.

On June 28, 2004, petitioner’s posttrial nmenorandum was
filed. In the posttrial menorandum petitioner argued that
“respondent has refused at all times verbally or upon docunents
to set forth any | aws which authorizes [sic] himto take the
actions or nmake clains for his process of incone tax assessnents”
and that “it is self evident that nothing within the | anguage of
t he respondent’s Suppl enmental Stipul ations of Facts is based upon
any United States tax law, statutes or regulations.” Petitioner
al so continued to advance argunents regarding the tax treatnent
of personal |abor in his posttrial nmenmorandum On July 28, 2004,
we filed petitioner’s answering posttrial nmenorandum which

cont ai ned 27 pages of tax-protester argunments simlar to those
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that he had been warned agai nst making at trial and which had
been stricken fromhis petition.

OPI NI ON

| ncone From Petitioner's Sale of Real Property

A. Gin Fromthe Sale of Real Property in General

G oss inconme neans all incone from whatever source derived,
i ncludi ng gains derived fromdealings in property. Sec.
61(a)(3). Gin fromthe sale of property is defined as the
excess of the anmount realized on the sale of the property over
the adjusted basis of the property sold or exchanged. Sec. 1001,
sec. 1.61-6(a), Incone Tax Regs.

The amount realized is the sumof any noney received pl us
the fair market value of any other property received, reduced by
the expenses of selling the property. Sec. 1001(b); Chapin v.
Comm ssioner, 12 T.C. 235, 238 (1949), affd. 180 F.2d 140 (8th

Cir. 1950). Section 1011 provides that a taxpayer’s adjusted
basis for determning the gain or loss fromthe sale or other

di sposition of property shall be its cost, adjusted to the extent
provi ded by section 1016. See also sec. 1012. Under section
1016(a) (1), the basis of property nust be adjusted for
expenditures, receipts, |osses, or other itens, properly
chargeabl e to capital account. The cost of inprovenents and

betternments made to a taxpayer’s property are anong the itens
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properly chargeable to capital account. Sec. 1.1016-2(a), |ncone
Tax Regs.

A taxpayer is also required to keep pernmanent books of
account or records that are sufficient to establish the anmount of
gross incone, deductions, and other information required to be
shown on an incone tax return. Sec. 6001; sec. 1.6001-1(a),
| nconme Tax Regs. The Conm ssioner’s determnation is presuned
correct; the taxpayer has the burden of proving the adjusted

basis of his property.'? Rule 142(a); Welch v. Helvering, 290

U S 111, 115 (1933).

B. Section 1034

Section 1034 provides for nonrecognition of gain on the
sale of a principal residence:

| f property (in this section called “old residence”)
used by the taxpayer as his principal residence is sold
by himand, within a period beginning 2 years before
the date of such sale and ending 2 years after such
date, property (in this section called “new residence”)
i s purchased and used by the taxpayer as his principal
residence, gain (if any) fromsuch sale shall be
recogni zed only to the extent that the taxpayer’s

adj usted sales price (as defined in subsection (b)) of
the ol d residence exceeds the taxpayer’s cost of

pur chasi ng the new residence.

12Pet i ti oner has not established that he neets the
requi renents of sec. 7491(a), and, therefore, the burden of proof
does not shift to respondent.

13Sec. 1034 applies to the sale or exchange of a principal
resi dence occurring on or before May 6, 1997. Sec. 1034 was
repeal ed by the Taxpayer Relief Act of 1997, Pub. L. 105-34, sec.
312(b), 111 Stat. 839.
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The “adjusted sales price” is the anount realized reduced by
expenses for work perfornmed on the old residence to assist inits
sale. Sec. 1034(b); sec. 1.1034-1(b)(3), Incone Tax Regs. The
“anmount realized” is the consideration received wth respect to
the ol d residence, reduced by selling expenses. Sec. 1.1034-
1(b)(4), Income Tax Regs. The taxpayer’s cost of purchasing the
new resi dence includes conmm ssions and ot her purchasi ng expenses.
Sec. 1.1034-1(c)(4)(i), Incone Tax Regs. |In addition, the basis
of the new residence nust be reduced by the anobunt of any gain on
the sale of the old residence that is not recogni zed pursuant to
section 1034. Sec. 1034(e).

C. Petitioner’s Argunents

Petitioner argues that for purposes of calculating the
anount of gain, if any, he nust recogni ze on the sale of each
property, he is entitled to increase his adjusted basis in each
property for expenses related to his ownership and use of the
properties. Qher than petitioner’s own testinony, the only
evi dence petitioner offered to substantiate the expenses
respondent disallowed were the settlenent statenments fromthe
purchase and sal e of each property and various receipts for
i nprovenents he nade to the Market Street property and the
Hol l ywood Hi Il lot. These settlenent statenments and receipts,
however, do nothing nore than affirmrespondent’s revised

position as to each property’s adjusted basis and sale price.
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Petitioner made no effort whatsoever at trial to prove the

exi stence or anount of the expenses he argues should be added to
each property’s adjusted basis. 1n the absence of any
corroborating evidence, we are not required to accept

petitioner’s self-serving testinony. Tokarski v. Conm ssioner,

87 T.C. 74, 77 (1986). Further, the failure to produce evidence,
in support of an issue of fact as to which a party has the burden
of proof and which has not been conceded by such party’s
adversary, may be a ground for deciding the issue against that
party. Rule 149(Db).

In addition, petitioner cites no authority to support his
position that the expenses he allegedly incurred for |andscaping,
routi ne mai ntenance and repairs, utilities, and insurance, with
respect to either the Rose Point Lane property or Hollywood Hil
lot, may be added to the adjusted basis of either property.
Petitioner did not prove that these expenses were for pernmanent
i nprovenents that have a useful life or that they increased the
val ue of the property substantially beyond the taxable years in
gquestion. Secs. 263, 1016; secs. 1.263(a)-1 and -2, 1.1016-2,

I ncone Tax Regs. Consequently, there is no basis for concluding

that the expenses clainmed by petitioner were capital expenditures

“petitioner did not allege alternatively or prove that any
of the expenses in question were business expenses deducti bl e
under sec. 162.
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that may be added to the adjusted basis of either property and
recovered upon sal e.

Wth respect to petitioner’s argunent that the cost of his
personal |abor should increase his adjusted basis in the
properties at issue, no provision of the Code authorizes an
increase in basis for the cost of a taxpayer’s personal | abor,
and we have consistently held that the cost of a taxpayer’s
personal |abor shall not be considered in conputing adjusted
basi s, regardl ess of whether the property is held for the
production of inconme or as a principal residence. Cox V.

Conmi ssioner, T.C. Menp. 1982-667; Bayly v. Conmmi ssioner, T.C

Meno. 1981-549; Erwin v. Commi ssioner, T.C Meno. 1978-10; Ml er

v. Comm ssioner, T.C Meno. 1975-8. Consequently, we reject

petitioner’s argunent.

D. Basi s Adj ust nent Under Section 1034

Respondent concluded that petitioner nmust recognize gain of
$571,418 on the sale of the Rose Point Lane property. In
arriving at that figure, respondent adjusted petitioner’s cost
basis in the Rose Point Lane property to account for acquisition
and refinancing costs and deferred gain fromthe sal e of
petitioner’s previous residence, and adjusted the sales price to
account for the cost of selling the property. Because petitioner
reinvested a portion of the sale proceeds fromthe Rose Point

Lane property in a new residence, however, petitioner mnust
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recogni ze gain on the sale of the Rose Point Lane property only
to the extent that its adjusted sales price exceeds the cost of
purchasi ng the residence adjacent to the Hollywod H Il |ot.
Sec. 1034(a).

The adjusted sales price of the Rose Point Lane property was
$1, 004, 484, and the cost of purchasing the residence adjacent to
the Holl ywood H Il | ot was $548, 794. See sec. 1034(b); secs.
1.1034-1(b)(3) and (4), (c)(4)(i), Income Tax Regs. The adjusted
sale price of the old residence exceeds the cost of purchasing
t he new residence by $455,690. W conclude, therefore, that,
pursuant to section 1034, petitioner nmust recognize gain on the
sal e of the Rose Point Lane property in the amount of $455, 690. °

E. Concl usi on

Petitioner has failed to produce any evidence to prove the
exi stence or anount of the expenses he argues should be added to
each property’'s adjusted basis or to prove that respondent’s
revi sed adjusted basis calculations were in error. W concl ude,
therefore, that upon selling the properties at issue petitioner

is not entitled to recover any expenses in excess of those

Accordingly, petitioner’s basis in his new residence nust
be reduced by $115, 728, the anount of unrecogni zed gain on the
sale of the Rose Point Lane property. Sec. 1034(e). Because
petitioner did not sell the honme next to the Hollywood H Il |ot,
the unrecogni zed gain fromthe sale of the Rose Point Lane
property does not affect respondent’s conclusion that petitioner
nmust recogni ze gain of $33,638 on the sale of the Hollywood Hil
| ot.
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al | oned by respondent as adjustnents to basis. Based on the
Court’s review of the evidence, however, we further conclude that
petitioner is entitled to an adj ustnment under section 1034(a)
wWith respect to the Rose Point Lane property. Consequently, we
hol d that petitioner realized and nust recogni ze capital gain of
$21, 213, $455,690, and $33,638 on the sale of the Market Street
property, Rose Point Lane property, and Hollywod H Il |ot,
respectively.

1. Section 6651(a)(1) Addition to Tax

Respondent determ ned that petitioner is liable for an
addition to tax under section 6651(a)(1l) because he failed to
file returns for the taxable years 1996 and 1999.1 Petitioner
argues that he did not file returns for these years because the
RS did not provide himwth the statutory provisions he
requested indicating the tax rate and type of tax he was required
to pay and that, w thout such information, he would be in danger
of filing a fraudulent return. Petitioner further argues that
the RS s Novenber 6, 2002, letter informng himthat the tax
| aws are constitutional was generic, did not pertain to him

personal ly, and did not address the questions he had presented to

®Because respondent has now conceded that petitioner does
not owe any incone tax deficiency or addition to tax for 1998, we
do not address respondent’s original 1998 determ nation.
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the IRS in his protest letters. Finally, petitioner asserts
that, based on his research of the Code, no tax statute applies
to him

Section 6651(a) inposes an addition to tax for failure to
file areturn in the amount of 5 percent of the tax liability
required to be shown on the return for each nonth during which
such failure continues, but not exceeding 25 percent in the
aggregate, unless it is shown that such failure is due to
reasonabl e cause and not due to wllful neglect. See sec.

6651(a)(1); United States v. Boyle, 469 U S. 241, 245 (1985);

United States v. Nordbrock, 38 F.3d 440, 440 (9th Gr. 1994);

Harris v. Commi ssioner, T.C Meno. 1998-332.

Respondent has net his burden of production under section
7491(c) because petitioner admts, and the record clearly
establishes, that petitioner failed to file his 1996 and 1999
incone tax returns. Consequently, petitioner is obligated to
prove that he is not liable for the addition to tax under section
6651(a)(1). Because petitioner introduced no evidence of any
legitimate reason for his failure to file tinmely returns, we
sustain respondent’s determ nation that petitioner is liable for
the section 6651(a)(1l) additions to tax for 1996 and 1999.

[11. Section 6654 Addition to Tax

Section 6654(a) inposes an addition to tax in the case of

any underpaynent of estimated tax by an individual. Section
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6654(d) sets forth the anmobunt of the required estimted tax
paynments an individual nust nake to avoid the addition to tax

i nposed by section 6654(a).

Respondent determ ned that petitioner is liable for an
addition to tax under section 6654(a) for the taxable years 1996
and 1999. Petitioner contends that since the repeal of fornmer
section 6015 in 1984, there is no “authority” to inpose an
addition to tax for failure to make estimated tax paynents but
makes no ot her argunent regarding the application of section
6654.

W rejected an identical argunent in Rogers v. Conm Ssioner,

T.C. Meno. 2001-20, affd. wi thout published opinion 281 F.3d 1278
(5th Gr. 2001). Former section 6015(d) required individual
taxpayers to file annual declarations of estimted inconme tax in
certain circunstances and was repeal ed by the Deficit Reduction
Act of 1984 (DEFRA), Pub. L. 98-369, sec. 412(a)(1), 98 Stat.
792, for taxable years beginning after 1984. The obligation to
make estimated tax paynents and the addition to tax for
under paynent of the estimated tax renmained in effect, however,
for subsequent taxable years pursuant to sections 411 and 412 of
DEFRA, 98 Stat. 788-793, which consolidated the rul es pertaining
to the paynent of estimated incone tax into section 6654.
Petitioner admts that he failed to nake any paynents of

estimated tax for 1996 or 1999, and no exception relieving himof



- 23 -
liability for the section 6654 addition to tax applies.
Consequently, we hold petitioner liable for the section 6654(a)
additions to tax.

| V. Section 6673 Penalty

Section 6673(a)(1l) authorizes this Court to require a
t axpayer to pay the United States a penalty, not to exceed
$25,000, if it appears that the taxpayer has instituted or
mai nt ai ned a proceeding primarily for delay or that the
taxpayer’s position is frivolous or groundless. A taxpayer’s
position is frivolous or groundless if it is contrary to
establ i shed | aw and unsupported by a reasoned, col orable argunent

for change in the law WIllians v. Conmm ssioner, 114 T.C. 136,

144 (2000) (citing Coleman v. Conm ssioner, 791 F.2d 68, 71 (7th

GCr. 1986)).

Petitioner’s argunments regarding the constitutionality of
the Federal tax |laws, the authority of the Federal CGovernnent to
i npose an incone tax, and the tax treatnment of personal |abor are
contrary to well-established aw. W shall not address these
assertions “wth sonber reasoning and copious citation of
precedent; to do so m ght suggest that these argunents have sone

colorable nerit.” Crain v. Commi ssioner, 737 F.2d 1417, 1417

(5th Cr. 1984). Although we struck simlar tax-protester
argunents fromthe petition and repeatedly adnoni shed petitioner

at trial that by making these argunents he risked incurring a
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nmonetary penalty, petitioner insisted on pursuing such frivol ous
and groundl ess argunents at trial and ignored the Court’s
warnings in drafting his posttrial nenoranda. By making the
argunments petitioner has unduly wasted the tine and resources of

this Court. See Smith v. Commi ssioner, T.C Meno. 2000-290.

Petitioner’s conduct deserves an appropriate sanction.
Accordingly, we shall require petitioner to pay to the United
States a penalty under section 6673(a)(1) of $5,000.

To reflect the foregoing and concessions of the parties,

An appropriate order wll

be i ssued granting

respondent’s notion for

sancti ons, and an appropriate

decision will be entered under

Rul e 155.



