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GALE, Judge: This case was heard pursuant to the provisions
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 this

Unl ess ot herwi se noted, all section references are to the
I nternal Revenue Code of 1986, as in effect for the years in
issue, and all Rule references are to the Tax Court Rul es of
Practice and Procedure.
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opi nion shall not be treated as precedent for any other case.

Al'l dollar anmpbunts have been rounded to the nearest dollar.
Respondent determ ned i ncone tax deficiencies of $7,076,
$2,048, and $2,272 for petitioners’ 2002, 2003, and 2004 taxable
years, respectively, and accuracy-rel ated penalties under section

6662 for those years of $1,415, $410, and $454, respectively.

The issues for decision are: (1) Wuether petitioners’ farmng
activity for 2002, 2003, and 2004 constituted an activity not
engaged in for profit wthin the nmeaning of section 183; (2)

whet her petitioners substantiated their farm ng expenses clai ned
for 2002, 2003, and 2004; and (3) whether petitioners are |liable
for accuracy-rel ated penalties under section 6662 for 2002, 2003,
and 2004.

Backgr ound

Sone of the facts have been stipulated and are so found.
The stipulation of facts, with acconpanying exhibits, is
i ncorporated herein by this reference. At the tine the petition
was filed, petitioners resided in Tennessee.

Farm ng Activity

In 1999 petitioners purchased an approxi mately 15-acre
parcel of |and near Di ckson, Tennessee. Petitioner Edith
Stromatt (Ms. Stromatt) had retired before the |and was
purchased, and petitioner Freddie Stromatt (M. Stromatt) retired

shortly thereafter.
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In 2000 petitioners constructed a two-bedroom one-bath
house of approximately 792 square feet on the property. Ms.
Stromatt’s father lived in the house from 2000 until his death in
2006. Petitioners did not live in the house or el sewhere on the
property during the years at issue (2002-2004).

During 2000 and 2001 petitioners cleared the acreage, which
had been untended for approxi mately 25 years and was over grown
with brush and trees, to prepare it for use as pasture, including
the production of hay. M. Stromatt and Ms. Stromatt’s father
operated the tractor and Bush Hog used for clearing the |and,
including pulling tree stunps. During 2001 and 2002 petitioners
installed fencing and fertilized. This work was al so perforned
by M. Stromatt and Ms. Stromatt’s father.

Petitioners harvested their first hay in 2001 and conti nued
produci ng hay during the years at issue, harvesting it with
rented equi pnment. M. Stromatt and Ms. Stromatt’s father
performed this | abor. Petitioners sold the hay, and these sales
constituted the only incone generated fromthe farmng activity
during the years at issue.

Petitioners first purchased cattle in 2005, acquiring siXx
pregnant heifers. By the end of 2005 petitioners owned 17 head

of cattle.



- 4 -

Ms. Stromatt’s father provided advice to petitioners on
farm ng, including the nunber of cattle that could be supported
on 15 acres of |and.

Ms. Stromatt’s father was an experienced farner, and Ms.
Stromatt grew up on a farm

Far mi nqg Ledger

Ms. Stromatt maintained a | edger for recording farmng
activity expenses (farmng | edger) and kept all receipts that
related to farmng activity expenses. The farm ng | edger
i ncl uded both annual summary accounts as well as nonthly accounts
for some nonths and accounts for sone specific itens, such as
electricity and utility expenses. Ms. Stromatt posted itens in
the farmng | edger regularly, often making additions nore than
once per week. Ms. Stromatt presented the farm ng | edger and
the receipts to petitioners’ return preparer for use in preparing
petitioners’ Federal incone tax returns.

Petitioners’ Reported |Incone and Expenses

The follow ng table summari zes the incone and expenses that

petitioners reported during the period 2001-2007.



Profit Total |ncone

Far m ng Far m ng (Loss) From From O her
Year | ncone Expenses Far m ng Sour ces?
2001 $1, 600 $21, 692 ($20, 092) $152, 718
2002 1, 400 27,321 (25, 921) 134, 596
2003 2,100 19, 258 (17, 158) 74,778
2004 2, 300 16, 397 (14, 097) 87, 732
2005 1, 700 24,226 ( 2,526) 116, 848
2006 3, 500 22, 550 950 38, 893
2007 4,760 23, 517 1, 243 22, 596

'n each year petitioners also had ganbling incone that was
conpletely offset by ganbling | osses.

2Ms. Stromatt conceded that petitioners stopped deducting
all of the expenses of the farmng activity after respondent
comenced an exam nation of petitioners’ returns in 2005.

Exam nati on

Respondent conmmenced an exam nation for petitioners’ taxable
years 2002-2004 in 2005. Respondent’s exam ni ng agent inspected
the petitioners’ books and records, including the farm ng | edger.
The exam ni ng agent was satisfied wth the substantiation of
petitioners’ income and expenses with respect to the farmng
activity.

Noti ce of Deficiency

Respondent issued a notice of deficiency to petitioners for
the years at issue, disallowing farm ng | osses clai nmed on

Schedules F, Profit or Loss From Farm ng, of $25,921, $17, 158,
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and $14, 097 for 2002, 2003, and 2004, respectively,? on the
alternative grounds that the activity giving rise to the | osses
was “not engaged in for profit” wthin the meaning of section 183
or that petitioners did not substantiate the |osses.?

Pretrial Proceedi ngs

As part of the pretrial proceedings, respondent nade an
informal request and then a formal request for all of
petitioners’ books and records. Petitioners responded by
requesting a copy of their admnistrative file. After receiving
the adm nistrative file, which did not include the farm ng
| edger, petitioners sent a letter to respondent stating that the
adm nistrative file showed that petitioners had substantiated al
of their expenses. Petitioners did not produce the farmng
| edger or any other docunents that respondent had requested until
the day before trial.

Di scussi on

Section 183

A Scope of Activity

Respondent disallowed petitioners’ clainmed farmng | osses on

the grounds that the activity giving rise to the | osses was “not

2The di sal |l owance of the Schedule F | osses resulted in
conput ational adjustnents to petitioners’ item zed deductions for
each year

3According to respondent’s counsel, while the exam ning
agent was satisfied with petitioners’ substantiation, the Appeals
O fice was not.



- 7 -

engaged in for profit” within the neaning of section 183.
Petitioners contend that the activity was engaged in for profit.

At the outset, we nust resolve a question of the scope of
the activity that is at issue. Petitioners reported their
activity on the Schedules F as a “beef cattle ranch”. Respondent
argues that petitioners did not owmn any cattle during the years
in issue and were instead only harvesting hay. W are satisfied
that petitioners’ preparation of their land for hay cultivation,
given the hay’s eventual use as feed for their cattle, bore an
“econom c interrelationship” with their later cattle operation so
that the two undertakings were a single activity for purposes of
section 183. See sec. 1.183-1(d)(1), Inconme Tax Regs.; see al so

Mtchell v. Comm ssioner, T.C. Mnp. 2006-145; Tobin v.

Comm ssioner, T.C Menp. 1999-328. Mreover, their sale of hay

during the years in issue denonstrates that the activity was

beyond the preparatory stage. See Ri chnond Tel evision Corp. V.

United States, 345 F.2d 901, 907 (4th Cr. 1965), vacated and

remanded per curiamon other grounds 382 U. S. 68 (1965).
Accordingly, the hay cultivation and contenpl ated cattle
husbandry are hereinafter analyzed together as a single activity

referred to as petitioners’ farmng activity.
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B. Determ ning Profit Objective

1. | n General

Section 183(c) defines an activity not engaged in for profit
as “any activity other than one with respect to which deductions
are allowabl e for the taxable year under section 162 or under
paragraph (1) or (2) of section 212.” |In general, deductions are
al | owabl e under section 162 or 212 for activities in which the
t axpayer engaged with the prinmary purpose and dom nant hope and

intent of realizing a profit. Conm ssioner v. G oetzinger, 480

U S 23, 35 (1987); Hayden v. Conm ssioner, 889 F.2d 1548, 1552

(6th Gr. 1989), affg. T.C. Menp. 1988-310; Novak v.

Comm ssioner, T.C Meno. 2000-234. “An activity is engaged in

for profit if the taxpayer entertained an actual and honest, even
t hough unreasonabl e or unrealistic, profit objective in engaging

in the activity.” Canpbell v. Conm ssioner, 868 F.2d 833, 836

(6th Cr. 1989), affg. in part, revg. in part and remanding T.C

Menp. 1986-569; see also Keanini v. Conmissioner, 94 T.C. 41, 46

(1990); Dreicer v. Conm ssioner, 78 T.C. 642, 644-645 (1982),

affd. wi thout published opinion 702 F.2d 1205 (D.C. G r. 1983);
sec. 1.183-2(a), Incone Tax Regs.

The existence of the requisite profit objective is a
guestion of fact that nust be decided on the basis of the entire

record. Elliott v. Conm ssioner, 84 T.C. 227, 236 (1985), affd.

wi t hout published opinion 782 F.2d 1027 (3d G r. 1986); Dreicer
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v. Conm ssioner, supra at 645; sec. 1.183-2(b), Incone Tax Regs.

In resolving this factual question, greater weight is given to
objective facts than to a taxpayer’s statenent of intent. See

West br ook v. Conm ssioner, 68 F.3d 868, 875-876 (5th Cr. 1995),

affg. T.C. Meno. 1993-634; sec. 1.183-2(a), Inconme Tax Regs. The
t axpayer bears the burden of proving the requisite profit

objective. See Rule 142(a); Hayden v. Comm ssioner, supra at

1552; Golanty v. Comm ssioner, 72 T.C 411, 426 (1979), affd.

wi t hout published opinion 647 F.2d 170 (9th Cr. 1981).4
Section 1.183-2(b), Incone Tax Regs., sets forth a
nonexcl usive list of factors to be considered in determning

whet her an activity is engaged in for profit. Canpbell v.

Conm ssi oner, supra at 836. These factors are: (1) The manner

in which the taxpayer carried on the activity; (2) the expertise
of the taxpayer 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

“Petitioners contend that they have net the prerequisites
for a shift in the burden of proof to respondent with respect to
all factual issues under sec. 7491(a). For the burden of proof
to shift to respondent, petitioners are required to cooperate
with all reasonable requests for docunents. See sec. 7491(a)(2).
Petitioners did not produce the farm ng | edger or any other
docunents respondent requested until the day before trial.
Accordingly, petitioners are not eligible for a shift in the
burden of proof. See Rolfs v. Comm ssioner, 135 T.C. 471, 483-
484 (2010); Assaf v. Conm ssioner, T.C Meno. 2005-14.
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dissimlar activities; (6) the taxpayer’s history of inconme or
|l oss with respect to the activity; (7) the anmount of occasi onal
profits, if any, which are earned; (8) the financial status of
t he taxpayer; and (9) whether elenents of personal pleasure or
recreation are involved. Sec. 1.183-2(b), Income Tax Regs. As
no single factor is controlling, the facts and circunstances of

the case taken as a whole are determ native. Abranson v.

Commi ssioner, 86 T.C 360, 371 (1986); sec. 1.183-2(b), Incone

Tax Regs.

2. Manner of Carrving On the Activity

For purposes of determ ning whether an activity is conducted
in a businesslike manner, the regulations cite several factors
that may indicate a profit objective, including maintaining
conpl ete and accurate books and records, carrying on an activity
in a mnner simlar to other profitable activities of the sane
nat ure, and abandoni ng unprofitabl e nethods or adopting new
met hods. Sec. 1.183-2(b)(1), Incone Tax Regs. Petitioners
mai ntai ned a farm ng | edger and kept receipts. Wiile the farm ng
| edger was informal at best, the recordkeeping required for a
smal |l farm ng operation is not rigorous. See Burrus v.

Conmi ssioner, T.C. Menpb. 2003-285; Fields v. Conmm ssioner, T.C

Meno. 1981-550; Edge v. Comm ssioner, T.C Meno. 1973-274. A

period of |and preparation before the commencenent of cattle

operations is not unusual and does not show |l ack of a profit
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objective. See Fields v. Conm ssioner, supra. Moreover,

petitioners found buyers for their hay in the startup years
before cattle were purchased. In 2005, the year follow ng the
years at issue, petitioners first acquired cattle and owned 17
head of cattle by the close of that year.

Wiile it is true that approximately 3 years el apsed between
the conpletion of fencing in 2002 and petitioners’ acquisition of
cattle in 2005, we do not find this delay dispositive of the
guestion of whether petitioners had a profit objective. Al the
work on the farmwas being perforned by M. Stromatt and his
elderly father-in-law. 1In these circunstances, the delay in
comrenci ng cattle operations was not unreasonable and, in view of
the fact that petitioners were producing and selling hay in the
interim we are satisfied that they had an honest, good-faith
intention to develop a cattle operation. This factor favors
petitioners.

3. Expertise of Petitioners and Their Advi sers

Preparation for an activity by extensive study or
consultation wth experts may indicate a profit objective where
t he taxpayer conducts the activity in accordance with such study
or advice. See sec. 1.183-2(b)(2), Incone Tax Regs. Petitioners
relied upon the advice and services of Ms. Stromatt’s father, an
experienced farnmer, who al so perfornmed nmuch work on the farm In

particular, Ms. Stromatt’s father advised petitioners as to the
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acreage they would need to support a successful cattle operation.
This factor favors petitioners.

4. Tinme and Effort Expended by Petitioners

The fact that taxpayers devote much of their personal tine
and effort to carrying on an activity, particularly if the
activity does not have substantial personal or recreational
aspects, may indicate a profit objective. See sec. 1.183-
2(b)(3), Incone Tax Regs. Petitioners expended substantial tinme
and effort in operating the farm M. Stromatt and Ms.
Stromatt’s father did the initial |and-clearing work, and then
fertilized, installed the fencing, and harvested the hay during
the years in issue. Ms. Stromatt maintained the farm ng | edger.
M. and Ms. Stromatt’s efforts in respect of petitioners’
farmng activity did not have any recreational aspect. This
factor favors petitioners.

5. Expectati on of Appreciation of Asset Val ues

An expectation that assets used in the activity wll
appreciate in value may indicate a profit objective. See sec.
1.183-2(b)(4), Income Tax Regs. Wile petitioners presented no
specific evidence regarding the |ikelihood of any appreciation in
val ue of the |and or equi pnent used in petitioners’ farm ng
activity, it is apparent that clearing and fencing neglected | and

would i kely increase its value. This factor favors petitioners.
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6. Success in Simlar or Dissimlar Activities

Taxpayers’ past success in simlar or dissimlar activities
may indicate that their engagenent in a presently unprofitable
activity is for profit. See sec. 1.183-2(b)(5), Incone Tax Regs.
Petitioners have never owned a farm or operated any other kind of
entrepreneuri al business. Therefore, this factor favors

respondent. See Lowe v. Comm ssioner, T.C Meno. 2010-129;

Zarins v. Comm ssioner, T.C Meno. 2001-68, affd. 37 Fed. Appx.

747 (6th Cir. 2002).

7. Hi story of |Incone or Loss

An activity's history of inconme or |oss may reflect whether
the taxpayers have a profit objective. See sec. 1.183-2(b)(6),
| ncone Tax Regs. Petitioners’ farmng activity had only a short
hi story of operating results when respondent determ ned that they
| acked a profit objective. The operational results after 2004
are unreliable, however, because Ms. Stromatt conceded that she
stopped claimng all of the expenses of petitioners’ farm ng
activity after respondent comrenced an exam nation in 2005 of the
returns at issue. The years at issue are the third, fourth, and
fifth years of operations. Wile there were losses in all these
years, it is not a lengthy history and may reflect a reasonable

startup period. See Fields v. Conm ssioner, supra (“initial

| osses are alnost a certainty where repairs to and devel opnent of

farm and are necessary to the growmh and viability of the
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operation”). Cases that found a history of |osses as significant
evidence of a lack of profit objective generally involved | osses
over a substantially longer period than in the instant case.

See, e.g., Hendricks v. Conmi ssioner, 32 F.3d 94, 96, 99 (4th

Cr. 1994) (20 years of losses with 1 profitable year), affg.

T.C. Meno. 1993-396; Keelty v. Commi ssioner, T.C Meno. 1984-173

(15 years of losses with 1 profitable year); see also Wse v.

Commi ssioner, T.C. Menp. 1957-83 (7 years of continuous |osses

not evidence of |ack of profit objective where taxpayer was
rehabilitating a neglected farm, affd. 260 F.2d 354 (6th G
1958). This factor favors petitioners.

8. Amount of Occasional Profits

The anobunt of any occasional profits, if large in relation
to losses incurred or the taxpayers’ investnent, may indicate a
profit objective. See sec. 1.183-2(b)(7), Incone Tax Regs.
Petitioners’ farmng activity did not earn any profits during the
years at issue, and the apparent profits recorded for 2006 and
2007 are illusory, since as noted Ms. Stromatt concedes that she
under st at ed expenses for those years. This factor favors
respondent.

9. Fi nanci al St at us

Substantial income fromsources other than the activity
(particularly if the losses fromthe activity generate

substantial tax benefits) may indicate that the activity is not
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engaged in for profit. See sec. 1.183-2(b)(8), Incone Tax Regs.
Petitioners had substantial income from other sources during the
years at issue which was offset to the extent of their clained
farmng activity losses. This factor favors respondent.

10. El enents of Personal Pleasure or Recreation

The exi stence of recreational or personal elenments in an
activity may indicate that the activity is not engaged in for
profit. Sec. 1.183-2(b)(9), Incone Tax Regs. Petitioners’
farmng activity offered no significant recreational
opportunities. |Instead, M. Stromatt perfornmed arduous physi cal
| abor and Ms. Stromatt provi ded bookkeepi ng services in
connection wth the activity. Petitioners did not reside on the
prem ses during the years in issue. Cattle operations on farns
w t hout significant recreational facilities generally do not
suggest a recreational aspect indicating a |lack of a profit

objective. See Smth v. Conmm ssioner, T.C Meno. 2007-368, affd.

364 Fed. Appx. 317 (9th G r. 2009); Burrus v. Conmm ssioner, T.C

Meno. 2003-285; Fields v. Conm ssioner, T.C. Menp. 1981-550.

This factor favors petitioners.

11. Concl usi on

After weighing the regulatory factors and all other facts
and circunstances, we conclude that petitioners engaged in their
farmng activity with an actual and honest profit objective.

They and fam |y nenbers expended substantial anmounts of physical
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| abor to reclaimand fence land in an effort to establish a
viable cattle operation. They did so at a pace that was not
unreasonabl e in the circunstances, and they offset sone |osses by
initially selling hay. They obtained know edgeabl e advi ce.
Their loss history was both brief (as of the close of the |ast
year in issue) and not atypical for reclaimng | and and
establishing a cattle operation. The enterprise did not offer
significant recreational opportunities.

For the foregoing reasons, we hold that the | osses cl ai ned
frompetitioners’ farmng activity for 2002, 2003, and 2004 are
not limted by section 183.

1. Subst anti ati on

Respondent al so disallowed the clained farm ng | osses for
the years at issue on the alternative ground that petitioners
failed to substantiate their expenses. See sec. 6001; sec.
1.6001-1(a), Inconme Tax Regs. Respondent’s contentions regarding
substantiation are general, except for his pointing to
petitioners’ apparent failure to issue any Fornms 1099-M SC,

M scel | aneous I ncone, to Ms. Stromatt’s father for paynments made

to him?

SPetitioners reported expenses for “labor hired” on their
Schedul e F for each year at issue. They credibly testified that
t hese expenses represented anmounts paid to Ms. Stromatt’s father
for his services. 1In these circunstances, we find any failure by
petitioners to issue Fornms 1099-M SC with respect to their
paynments to Ms. Stromatt’s father to be of marginal relevance in
determ ni ng whet her they adequately substantiated their expenses.
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On the basis of our review of petitioners’ records of their
farmng activity, we are satisfied that their substantiation was
adequate. Petitioners maintained sunmary | edgers and | edgers for
specific itenms, which generally matched each ot her and the
anounts reported on their returns. Ms. Stromatt credibly
testified that she generally kept receipts. Petitioners’ return
preparer credibly testified that she inspected both the farm ng
| edger and the receipts in her preparation of the returns for
each of the years at issue. Additionally, respondent’s counsel
conceded at trial that respondent’s exam ning agent was satisfied
with the substantiation of the itens on the returns (although,
according to respondent’s counsel, the Appeals O fice was not).
On this record, we conclude that petitioners net the
substantiation requirenents of section 6001.

I11. Accuracy-Rel ated Penalties

Respondent determ ned accuracy-rel ated penal ti es under
section 6662(a) and (b)(1) for underpaynents attributable to
negligence. 1In his pretrial nenorandum respondent asserted that
each year’s underpaynent was also attributable to a substanti al
understatenent of incone tax. See sec. 6662(b)(2). However,

since we have found that there is no deficiency for any year,
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there is no underpaynent giving rise to any penalty under section
6662.

To reflect the foregoing,

Deci sion will be entered

for petitioners.




