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R rejected the Forns 1040 submtted by P for 1998,
1999, 2001, and 2002 (all of which reported zero tax
owed) as frivolous and prepared substitute returns
pursuant to which he determ ned deficiencies for all 4
years and additions to tax under secs. 6651(a)(1),
l.RC, (for all years), 6651(a)(2), I.R C, (for 2002)
and 6654, |I.R C, (for 1999 and 2001). R conceded
certain inconme inclusions for all years, the addition
to tax under sec. 6651(a)(2), I.R C, and the 2001
addition to tax under sec. 6654, I.R C. R s incone
i ncl usi ons, after concessions, consist of (1)
“wages/ m sc. inconme” for 1998 and 1999, (2) retirenent
distributions for all years, (3) interest incone for
1998, and (4) Social Security paynents for 2001 and
2002. R also asks us to inpose a penalty under sec.

! The cases were consolidated by orders of the Court dated
Feb. 17 and Cct. 13, 2004.
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6673(a)(1), |.RC P puts forth frivol ous tax-
protester argunments in opposition to R s proposed
i ncone inclusions and additions to tax.

1. Hel d: R s nonconceded inclusions in P's
i ncone for 1998 and 1999 are sust ai ned.

2. Held, further, P had zero includable Soci al
Security benefits for 2001 and 2002, and, because his
adj usted gross inconme wthout those benefits is |ess
than his standard deduction and personal exenption, he
incurs no inconme tax deficiencies for those years.

3. Held, further, Pis liable for additions to
tax under sec. 6651(a)(1l), I.R C, for 1998 and 1999
and for an addition to tax under sec. 6654, |I.R C, for
1999.

4. Held, further, because P was not required to
file returns for 2001 and 2002, he is not liable for
additions to tax under sec. 6651(a)(1), I.RC., for
t hose years.

5. Held, further, Pis liable for a penalty under
sec. 6673(a)(1), I.RC

Wl son D. WAtson, pro se.

Randol ph J. Buchanan, for respondent.

MEMORANDUM FI NDI NGS OF FACT AND CPI NI ON

HALPERN, Judge: By notices of deficiency, respondent
determ ned deficiencies in incone tax and additions to tax for
petitioner’s taxable (cal endar) years 1998, 1999, 2001, and 2002

as foll ows:
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Additions to Tax

Year Defi ci ency Sec. 6651(a) (1) Sec. 6651(a)(2) Sec. 6654(a)
1998 $9, 294 $1, 862. 25 - - - -

1999 2,298 574.50 -- $111. 21
2001 51, 948 12, 987. 00 - - 2,076.02
2002 1, 759 395.78 $114. 34 - -

Unl ess otherw se indicated, all section references are to the
I nternal Revenue Code in effect for the years in issue, and al
Rul e references are to the Tax Court Rules of Practice and

Pr ocedur e.

Petitioner assigned error to those determ nations.
Respondent has conceded that certain amounts included by himin
petitioner’s inconme for each of the years in issue were
i mproperly included. He has also conceded (1) the $2,076. 02
addition to tax under section 6654(a) for taxable year 2001 and
(2) the $114.34 addition to tax under section 6651(a)(2) for
t axabl e year 2002. The remaining issues for decision are whether
petitioner (1) underreported his income during one or nore of the
years in issue, and (2) is liable for the additions to tax under
section 6651(a)(1l) for failure totinely file a return for each
of the years in issue and under section 6654 for failure to pay
estimated i ncone taxes for 1999.

On June 6, 2005, at the conclusion of the trial, respondent
noved to inpose a penalty on petitioner under section 6673(a)(1).

We shall rule on that notion at the conclusion of this report.
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FI NDI NGS OF FACT

Sone facts have been stipulated and are so found. The
stipulation of facts, with attached exhibits, is incorporated
herein by this reference.
Resi dence

At the tinme the petitions were filed, petitioner resided in
M dl and, Texas.

Petitioner’'s Fornms 1040

1998

Petitioner obtained an extension of tinme to file his 1998
Federal incone tax return until Cctober 15, 1999. On Cctober 7,
1999, petitioner submtted to the Internal Revenue Service (IRS)
a Form 1040, Individual Income Tax Return, for 1998 (the 1998
Form 1040). Petitioner reported $1,114.04 on line 16b (taxable
pensi ons and annuities), which was his only item of reported
inconme for 1998. Because his standard deduction and personal
exenption exceeded his incone, he reported a zero tax liability?
and sought a refund of the tax paynents reported on |ines 57
(Federal incone tax withheld), 58 (1998 estimted tax paynents
and anount applied from 1997 return), and 62 (excess Soci al
Security tax withheld), which totaled $5,534.36. He attached

copies of (1) a Form W2, Wage and Tax Statenent, for 1998 from

2 For the sane reason, petitioner reported a zero tax
liability for the other years at issue: 1999, 2001, and 2002.
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Wat son and Associates of Mdland, Inc. (Watson, Inc.), reporting
t he paynment of $48,000 in wages to petitioner and w thheld incone
and Social Security taxes of $1,845 and $2, 976, respectively
(both of which anbunts were reflected on the 1998 Form 1040 and
included in the total anmount for which petitioner sought refund),
and (2) a Form 1099-R, Distributions From Annuities, Retirenent
or Profit Sharing Plans, |IRAs, Insurance Contracts, etc., for
1998 from “Mbil QI Corp Inc Pension Plan” (Mbil Pension Trust)
reporting a $1,114.04 distribution to petitioner, the anmount
petitioner reported on line 16b of the 1998 Form 1040. The 1998
Form 1040 does not include $80.22 of interest reflected on a Form
1099-INT, Interest Incone, issued to petitioner by Amerus Life

| nsurance Conpany, which formwas not attached to the 1998 Form
1040. Petitioner signed the 1998 Form 1040 under the preprinted
jurat,® but, just above his signature, he wote “UNDER PROTEST
Wthout Prejudice”. Also, online 7 of the 1998 Form 1040,
petitioner wote “See attached letter to the Social Security

Adm nistration”. |In that letter, dated Cctober 4, 1999, and in
an attachnment to it (a letter frompetitioner to Watson, Inc.,
dated January 11, 1998 (the Watson, Inc., letter)), petitioner

argues, on the basis of regulations and cases cited therein, that

3 The jurat is the portion of the Form 1040 which reads:
“Under penalties of perjury, | declare that | have exam ned this
return and acconpanyi ng schedul es and statenents, and to the best
of ny know edge and belief, they are true, correct, and
conplete.”
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he acted as a “private independent contractor” on behal f of
Wat son, Inc. (as opposed to an enpl oyee or a self-enployed
i ndi vidual) and, therefore, has “no liability for tax under Title
26 USC, Sub Chapter [sic] C, Enploynent Taxes”. In the Watson,
Inc., letter, petitioner states that he is providing the letter
to Watson, Inc., for its records, pursuant to section 31.3402(n)-
1, Enploynent Tax Regs. Section 31.3402(n)-1, Enploynent Tax
Regs., is concerned with enployees incurring no incone tax
ltability; it provides that an enpl oyer shall deduct and w thhold
no tax if thereis in effect with respect to an enpl oyee a
wi t hhol di ng exenption certificate furnished to the enpl oyer by
t he enpl oyee containing statenents that the enpl oyee incurred no
incone tax liability for the enployee’ s precedi ng taxable year
and the enployee anticipates that he will incur no incone tax
l[tability for his current taxable year. |In the Watson, Inc.,
letter petitioner acknow edges that he wll be paid for his work
for Watson, Inc., during 1998.

1999

Petitioner obtained an extension of time to file his 1999
Federal incone tax return until August 15, 2000. Sonetine
thereafter, petitioner submtted to the IRS a Form 1040 for 1999
signed by him and dated August 17, 2001 (the 1999 Form 1040).
Petitioner reported $3,342.12 on |ine 20b (taxabl e Soci al

Security benefits), which was his only itemof reported incone
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for 1999. Petitioner did not report any taxes paid or wthheld
for 1999, and he reported zero tax liability for the year.
Petitioner attached copies of (1) a FormW2 for 1999 from
Wat son, Inc., reporting the paynent of $10,000 in wages to
petitioner and zero Federal inconme tax withheld, (2) a Form 1099-
M SC, M scel | aneous Incone, for 1999 from Watson, Inc., reporting
t he paynent of $4,400 to petitioner, and (3) a Form 1099-R for
1999 from Mobil Pension Trust reporting a $3,342.12 distribution
to petitioner, the anount he (m stakenly) reported on |line 20b of
the 1999 Form 1040. Petitioner signed the 1999 Form 1040 under
the jurat and, as on the 1998 Form 1040, he wote i medi ately
above his signature: “Under Protest Wthout Prejudice”. On line
7 of the 1999 Form 1040 he wote “SEE Attached”. |In addition,
along the length of the left margin of both pages of the 1999
Form 1040 and the page containing copies of the above referenced
Forms W2 and 1099, petitioner inserted the follow ng statenent:

This tax return is being filed under protest, wthout

prejudi ce, see the attached 48 page protest docunent

and nmenmorandum marked and identified by its U S

registered mail nunmber. It is a federal crinme under

Title 18 U S.C., to renove this protest docunent from

the attached tax return, it is to remain a pernmanent

part of the records with the return.

On page 1 of the 48 page protest referred to in the above
statenent, petitioner states:

Al itenms of alleged inconme have been reported, even

t hough the undersi gned disagrees with the instructions

of [sic] the IRS information. This is only done as a
precaution, as to avoid crimnal prosecution under 26
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U S C 8§ 7201, 7203, and 7206, and for no other
reason.

Petitioner goes on to cite nunerous statutes, regulations, and
cases and, in essence, argues that (1) he is not a person or
i ndividual “as defined within the scope and purvi ew of [sections
1 and 3]”, (2) as a “private independent contractor” he is either
entitled to a “reduced or conpensatory” tax rate or “the sane
conpensation in benefits and econom c protections as the federal
enpl oyee, appointed or elected official, or corporate or
partnership individuals”, and (3) only Federal and State
enpl oyees are subject to the Federal incone tax.

2001

Petitioner obtained an extension of tinme to file his 2001
income tax return until August 15, 2002. On that date petitioner
submtted to the RS a Form 1040 for 2001 (the 2001 Form 1040).
Petitioner reported $3,342.12 on |ine 16b (taxabl e pensions and
annuities), which was his only itemof reported i ncone for 2001.
Petitioner did not report any taxes paid or withheld for 2001,
and he reported a zero tax liability for the year. Petitioner
attached copies of (1) a Form SSA-1099-SM Soci al Security
Benefit Statenent, for 2001, which reported $17,616 in gross
Social Security benefits paid to petitioner (or for his benefit)
in 2001, (2) a “Social Security Benefits Wrksheet” on which
petitioner conputed zero taxable Social Security benefits, and

(3) a Form 1099-R for 2001 from Mdbil Pension Trust reporting a
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$3,342.12 distribution, the anbunt he reported on |ine 16b of the
2001 Form 1040. Petitioner signed the 2001 Form 1040 under the
jurat, and, as on the 1998 and 1999 Forns 1040, he wote
i mredi ately above his signature: “UNDER Protest, Wthout
Prejudice”. Petitioner inserted along one of the margins of both
pages of the 2001 Form 1040 and the above-nenti oned attachnents
thereto essentially the sane statenent that he added to the 1999
Form 1040. The protest docunment attached to the 2001 Form 1040
contains much of the sane material and essentially the sane
argunents as are contained in the correspondi ng docunent attached
to the 1999 For m 1040.

2002

Petitioner obtained an extension of time to file his 2002
Federal inconme tax return until August 15, 2003. On August 14,
2003, petitioner submtted to the IRS a Form 1040 for 2002 (the
2002 Form 1040). Petitioner reported $3,342.12 on line 7 (wages,
salaries, tips, etc.), which was his only itemof reported incone
for 2002. Petitioner did not report any taxes paid or wthheld
for 2002, and he reported a zero tax liability for the year.
Petitioner attached copies of (1) a Form 1099-R for 2002 from
Mobi | Pension Trust reporting a $3,342.12 distribution, the
anount he (m stakenly) reported on line 7 of the 2002 Form 1040,
(2) a Form SSA-1099-SM for 2002, which reported $18,040.80 in

gross Social Security benefits paid to petitioner (or for his
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benefit) in 2002 and (3) a worksheet, apparently photocopied from
the RS Form 1040 instructions for 2002, on which petitioner
conputed zero taxable Social Security benefits. Petitioner
signed the 2002 Form 1040 under the jurat, and, as on the 1998,
1999, and 2001 Forns 1040, he wote inmedi ately above his
signature: “Under Protest, Wthout Prejudice”. Petitioner
inserted al ong one of the margins of both pages of the 2002 Form
1040 and the aforenentioned attachnments thereto essentially the
sanme statenent that he had added to the 1999 and 2001 Forns 1040.
The protest docunent attached to the 2002 Form 1040 contains much
of the sane material and essentially the sane argunents as are
contained in the protest docunents attached to the 1999 and 2001
Forms 1040, and includes an additional argunment to the effect
that petitioner should be allowed to deduct costs associated with
t he mai nt enance and depreciation of his “human machi ne”, just as
a conpany is allowed to depreciate and deduct repair costs
associated with machines used in its trade or business.

Respondent’s Rejection of Petitioner's Fornms 1040

Respondent refused to treat the Forns 1040 subm tted by
petitioner for the years in issue as valid returns and, instead,
prepared substitute returns, which formthe basis for the

deficiencies and additions to tax determ ned by respondent.* The

4 In letters dated Cct. 28, 1999, addressing the 1998 Form
1040, and Nov. 13, 2001, addressing the 1999 Form 1040,
(continued. . .)
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itenms included in petitioner’s income by respondent (incone
i nclusions or inclusions), after concessions,® are as foll ows:
(1) “wages/m sc. incone” of $48,000 for 1998 and $14, 400 for
1999; (2) retirenment inconme of $1,114.04 for 1998 and $3, 342. 12
for each of the other 3 years in issue (1999, 2001, and 2002);
(3) interest inconme of $80.22 for 1998; and (4) Social Security

i ncone of $17,578% for 2001 and $18, 040.80 for 2002.

4(C...continued)
respondent describes as frivolous the positions taken and
argunents contained in those Forns 1040 and in the attachnents
t hereto.

5> Respondent proposed an increase in petitioner’s dividend
inconme for all 4 years in issue, but he has conceded those
adj ust ments because petitioner’s ex-wfe was awarded the stock to
whi ch those dividends related as part of a divorce decree. For
t he sanme reason, respondent al so has conceded a 1999 proposed
capital gain increase relating to gain fromthe sale of that
stock. Respondent has conceded an adjustnent to petitioner’s
i ncone for 2001 on account of discharge of indebtedness since no
di scharge of the indebtedness occurred by the year’s end.

6 There is no explanation in the record of the apparent
di screpancy between the 2001 Form SSA-1099-SM attached to the
2001 Form 1040, which lists $17,616 of Social Security benefits
paid to petitioner (or for his benefit) for 2001, and the
Certification of Extract from Records issued by the Soci al
Security Administration, which lists $17,578 in total benefits
paid to petitioner (or for his benefit) for that year.
Respondent included the latter anmount in petitioner’s inconme for
2001.



OPI NI ON

| ncone | ncl usi ons

A. 1998 and 1999

The parties stipulated’ that petitioner worked for Watson,
Inc., in 1998 and 1999, and petitioner does not dispute his
recei pt of the anounts reflected as wages or ot her conpensation
on the Fornme W2 and 1099-M SC i ssued by Watson, Inc., for those
years. \Wether petitioner constituted an enpl oyee of Watson,
Inc., or perforned services for that conpany as a “private
i ndependent contractor” (petitioner’s position), he was in
recei pt of either “conpensation for services” or “gross incone
derived from business” includable in his gross inconme under
ei ther section 61(a)(1l) or section 61(a)(2). H s failure to
include in inconme the anmounts received from Wtson, Inc. ($48, 000
for 1998 and $14,400 for 1999), was i nproper.

It is also stipulated that petitioner received from Mbi
Pensi on Trust Forms 1099-R reflecting gross distributions to him

of $1,114.04 and $3,342.12 for 1998 and 1999, respectively, and

" The stipulations are identified as either “Respondent’s
Stipulations” (1-16) or “Petitioner’s Stipulations”™ (17-36).
Petitioner reserved the right to object to respondent’s
stipulations 3-16, and respondent reserved the right to object to
all of petitioner’s stipulations. At the trial, petitioner
stated that he had no objections to respondent’s stipul ations 3-
16, and respondent did not raise any objection to petitioner’s
stipulations. The stipulation of facts was thereupon received
into evidence w thout objection. Therefore, we consider the
stipulations to be the parties’ joint stipulation of facts.
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that he received a Form 1099-1NT for 1998 from Anerus Life
| nsurance Conpany reflecting the paynent to him of $80.22 of
interest for that year. Petitioner does not dispute the actual
recei pt of those anounts, which are properly includable in his
gross incone under section 61(a)(9) (annuities) and section
61(a)(4) (interest), respectively.

Petitioner makes two argunents in opposition to the
inclusion in income of the foregoing amounts: (1) the notices of
deficiency, which are a prerequisite to this Court’s jurisdiction
to redeterm ne a deficiency under section 6214,8 are invalid
(essentially because they were based upon substitute returns
prepared without valid regulatory authority and were printed on
the wong IRS forn), so that the Court l|acks jurisdiction for
both years, and (2) the conpensation and retirenment paynents to
petitioner constituted a return of petitioner’s human capital
and, therefore, were not incone.

Petitioner’s argunments respecting the propriety of the
substitute returns are neritless tax-protester argunents. More
significantly, the Internal Revenue Code’'s deficiency procedures
(sections 6211-6213) “do not require the Conm ssioner to prepare
a [substitute] return on a taxpayer’s behal f before determ ning

and issuing a notice of deficiency.” Roat v. Conmm ssioner, 847

8 See Hannan v. Comm ssioner, 52 T.C. 787, 791 (1969) (“it
is * * * the Comm ssioner’s determ nation of a deficiency that
provi des a predicate for Tax Court jurisdiction”).
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F.2d 1379, 1381-1382 (9th G r. 1988) (affg. this Court’s deni al
of the taxpayers’ notions to dismss for lack of jurisdiction).
Thus, there is no relationship between the Comm ssioner’s
preparation or nonpreparation of substitute returns under section
6020(b) and his right to issue a notice of deficiency. See also

Geiselman v. United States, 961 F.2d 1, 3 (1st Cr. 1992).

Moreover, there is no requirenent that a notice of deficiency be
issued in any particular form The purpose of a notice of
deficiency “is only to advise the person who is to pay the
deficiency that the Conmm ssioner neans to assess hinm anything
that does this unequivocally is good enough”. d sen v.

Hel vering, 88 F.2d 650, 651 (2d Gr. 1937); see also, e.g.,

Kell ogg v. Comm ssioner, 88 T.C 167, 171 (1987) (“No particular

form[for a notice of deficiency] is required”); Foster v.

Comm ssioner, 80 T.C. 34, 229 (1983) (all that is required “is

that the notice fulfill its purpose of providing fornal
notification that a deficiency in tax has been determ ned”),
affd. in part and vacated in part 756 F.2d 1430 (9th Cr. 1985);

Jarvis v. Conm ssioner, 78 T.C. 646, 655 (1982) (“The Internal

Revenue Code * * * in neither section 6212(a) nor el sewhere
prescribes the formof a notice or the specifics to be contained
therein.”). The deficiency notices issued to petitioner for the

years in issue clearly neet the above-described requirenents and
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are, therefore, adequate to sustain the Court’s jurisdiction
her ei n.

Petitioner’s argunment that his conpensation and retirenent
paynments constituted a nontaxable return of human capital is
directly refuted by the requirenent, under section 61, to include
t hose anmobunts in gross income and by nunmerous cases affirmng the
intent of that section to reach any and all inconme from whatever
source derived unless specifically exenpted. See, e.g.,

Conmm ssioner v. denshaw dass Co., 348 U S. 426, 429-430 (1955).

We sustain all of respondent’s nonconceded inclusions in

petitioner’s incone for 1998 and 1999.°

® On the Fornms 1040 petitioner subnmitted to the IRS for al
of the years at issue, petitioner claimed a filing status of
“single”. For 1998 and 1999, however, respondent assuned
petitioner’s filing status to be “married filing separately”, and
in determning deficiencies for those years, he allowed the
standard deduction applicable to taxpayers with that filing
status. On brief, petitioner does not dispute respondent’s
“married filing separately” classification for himfor 1998 and
1999. Nor does he allege that he reached age 65 during any of
the years in issue. Therefore, in conputing, under Rule 155, the
deficiencies and penalties inposed herein, respondent may
attribute to petitioner a 1998 and 1999 filing status of “married
filing separately”. Also, respondent may assune, for all years
at issue, that petitioner did not attain age 65 and, therefore,
was not entitled to an additional standard deduction under sec.
63(f)(1)(A). Thus, for 1998 and 1999, petitioner is entitled to
t he basi c standard deduction provided, under secs. 63(c)(2)(D
and 62(c)(4), to “married filing separately” taxpayers, and, for
2001 and 2002, to the basic standard deduction provided, under
secs. 63(c)(2)(C and 62(c)(4), to “single” taxpayers.
Petitioner’'s filing status is also potentially relevant in
determ ning whether he is required to file returns for the years
at issue. See infra discussion.



B. 2001 and 2002

1. 2001

As w |l becone apparent, it is inportant to keep in m nd
t hat respondent concedes two of the four proposed inconme
inclusions for 2001: (1) cancellation of indebtedness incone in
t he sum of $169, 302, because the debt had not been di scharged by
the creditor, and (2) $57 of dividend inconme relating to stock
that belonged to petitioner’s ex-wife. See supra note 5.
Respondent’ s remai ni ng proposed inclusions in petitioner’s incone
for 2001 are (1) the retirement distribution of $3,342.12 from
Mobi | Pension Trust (which was reported by petitioner on the 2001
Form 1040) and (2) Social Security benefits of $17,578.

In arguing that petitioner “realized taxable inconme in 2001
in the amount of $17,578” from Social Security benefits,
respondent has apparently overl ooked the inpact of his
concessions for 2001 upon the conputation of includable Social
Security benefits under section 86. Pursuant to section
86(a)(1)(B), (b), and (c)(1)(A), petitioner is taxable on no nore
than the excess of the sumof his nodified adjusted gross incone
(not including his Social Security benefits) plus one-half of his
2001 Social Security benefits over $25,000 (petitioner’s “base
anount” under section 86(c)(1)(A)). Petitioner and respondent
agree that his only itemof gross inconme, other than his Soci al

Security benefits (assuned, for this purpose, to be $17,616 (see
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supra note 6)), was the $3,342.12 retirenment distribution from
Mobi | Pension Trust. That amount plus one-half of petitioner’s
2001 Social Security benefits ($8,808) equals $12,150.12, which
is less than $25,000. Therefore, petitioner received zero
i ncl udabl e Social Security benefits in 2001. Because his 2001
adj usted gross incone of $3,342.12 is less than the sumof his
standard deducti on and personal exenption ($4,550 plus $2,900, or
$7,450), petitioner owes no tax for 2001. As a result,
petitioner is not liable for any tax deficiency for 2001.
2. 2002

For 2002, respondent alleges that petitioner is taxable on
the $3,342.12 retirenment distribution from Mbil Pension Trust
(which was reported by petitioner on the 2002 Form 1040, line 7,
wages, salaries, tips, etc., rather than |Iine 16b, pensions and
annuities), and on $18,040.80 of Social Security benefits
received in 2002. 1In 2002, as in 2001, respondent failed to
conpute petitioner’s includable Social Security benefits under
section 86. In 2002, as in 2001, the sumof petitioner’s
adj usted gross incone, other than Social Security benefits,
($3,342.12) plus one-half of his Social Security benefits
($9,020), a total of $12,362.12, is less than $25,000 so that
petitioner received zero includable Social Security benefits.
Because his 2002 adjusted gross income of $3,342.12 is |ess than

the sum of his standard deduction and personal exenption ($4, 700
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plus $3,000, or $7,700) petitioner owes no tax for 2002.
Therefore, he is not liable for any tax deficiency for 2002.

I[1. Additions to Tax

A. Respondent’s Section 6651(a)(1) Determ nations

1. | nt r oducti on

Section 6651(a)(1l) provides for an addition to tax in the
event a taxpayer fails to file a tinely return (determned with
regard to any extension of tinme for filing), unless it is shown
that such failure is due to reasonable cause and not due to
willful neglect. The anount of the addition is equal to 5
percent of the anobunt required to be shown as tax on the
del i nquent return for each nonth or fraction thereof during which
the return remains delinquent, up to a maxi num addition of 25
percent for returns nore than 5 nonths delinquent.

Respondent argues that petitioner’s |anguage insertions
above the jurat and along the margins of his Fornms 1040 submtted
to the IRS for the years in issue and the protests or other
docunents attached to those fornms contradict the declarations in
the jurat and, therefore, negate the status of those Forns 1040
as valid returns. As a result, respondent argues that petitioner
has failed to file a valid return for any of the years in issue,
and he has inposed the full 25-percent penalty for each year.

Alternatively, respondent argues: “Assum ng arguendo, that

the * * * [petitioner’s Fornms 1040] constitute tax returns for
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1998, 1999, 2001, and 2002, petitioner is still liable for the
addition to tax under * * * [section 6651(a)(1)] for failure to
tinely file his tax returns for those years.” |In nmaking that
argunent, respondent apparently ignores the extensions for tine
to file that are reflected in his owm Certificate of Oficial
Record (Literal Transcript) for each year. Taking those
extensions into account, it appears that only the 1999 Form 1040
was submtted to the IRS after the expiration of the extension
period, and that that Form 1040, based upon the August 17, 2001,
signature date, was delinquent by nore than 1 year.?

Petitioner argues that his “failure to file * * * was never
proved under the law * * * [and that] therefore the penalty does
not apply.”

2. Requirenent To File a Valid Return; Petitioner’s
Filing Status

Recently, in Lange v. Conm ssioner, T.C Meno. 2005-176, we

described the requirenents for making a valid return:

10 That the 1999 Form 1040 was submitted nore than a year
after the Aug. 15, 2000, extended due date (so that petitioner is
subj ect to the maxi num 25-percent addition to tax under sec.
6651(a)(1)) is indicated by both the Aug. 17, 2001, signature
date and respondent’s letter to petitioner describing the 1999
Form 1040 as a “frivol ous” return, which was dated Nov. 13, 2001.
Al t hough that evidence is sufficient to support such a finding
and the resulting conclusion that petitioner is subject to the
maxi mum 25- percent penalty for 1999, for reasons discussed infra,
we are able to reach the sanme conclusion on the ground that
petitioner’s handwitten and typed additions and his protest
attached to the 1999 Form 1040 justify respondent’s treating it
as an invalid return.
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Section 6011(a) requires taxpayers to file returns
in accordance with the fornms and regul ati ons prescri bed
by the Secretary. See sec. 1.6011-1(a), |ncone Tax
Regs. In addition, taxpayers are required to verify by
witten declaration that their submtted returns have
been made under penalties of perjury. Sec. 6065; see
al so sec. 1.6065-1(a), Incone Tax Regs. A taxpayer
satisfies this requirenment by signing the preprinted
jurat contained on the Form 1040, see Sl oan v.

Comm ssioner, 102 T.C 137, 146-147 (1994), affd. 53
F.3d 799 (7th Cr. 1995), which is a declaration under
penalties of perjury that the return is “true, correct,
and conpl ete”.

Even where the taxpayer fails to follow the
prescribed fornms, a docunent will be treated as a valid
return for purposes of section 6651(a) if it satisfies
the followng: (i) It contains sufficient data to
calculate tax liability; (ii) it purports to be a
return; (iii) it represents an honest and reasonable
attenpt to satisfy the requirenents of the tax |aw, and
(tv) it is executed under penalties of perjury. Beard
v. Comm ssioner, 82 T.C. 766, 777 (1984), affd. 793
F.2d 139 (6th Gr. 1986).

In determning the validity of a return, this and
ot her courts have generally held that alterations of
the | anguage of the jurat itself invalidates a return.
See [e.g.,] Hettig v. United States, 845 F.2d 794, 795
(8th Gr. 1988) (per curiam; * * *

Where statenents are added that do not nodify the
specific |language of the jurat, the validity of the
return depends upon whether the additional statenments
disclaimliability or otherwise qualify the jurat by
casting doubt on the jurat's declaration that the
return is true, correct, and conplete. For exanple,
the nmere addition near the jurat of the words “under
protest” will not invalidate the return. See MCorm ck
v. Peterson, 73 AFTR 2d 94-597, 94-1 USTC par. 50, 026
(E.D.N. Y. 1993); see also Todd v. United States, 849
F.2d 365, 367 (9th Gr. 1988) (addition of words
“signed involuntarily under penalty of statutory
puni shnment” below the jurat did not invalidate return).
However, where the purported return refers to and
i ncl udes an acconpanyi ng statenent that disclains
liability for the tax reported on the return or appears
to contradict the declarations in the jurat, the return
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is invalid, as the acconpanying statenment vitiates the
jurat. WIllianms v. Conmm ssioner, 114 T.C 136 (2000);
Sloan v. Conm ssioner, supra. Doubts regardi ng whether
t he acconpanying statenment has qualified the jurat so
as to invalidate the return are resolved in the

Comm ssioner's favor. Sloan v. Comm ssioner, 53 F. 3d
799, 800 (7th Cr. 1995), affg. 102 T.C 137.

However, not every individual wth taxable inconme need nake
a return. |In pertinent part, section 6012(a)(1) provides that an
i ndi vi dual whose filing status is “single” need not file a
Federal inconme tax return unless gross incone for the taxable
year exceeds the sum of the applicable personal exenption anount
and the basic standard deduction, and that an individual whose
filing status is “married filing separately” need not file a
return unless gross inconme for the taxable year exceeds the
appl i cabl e personal exenption amobunt. See sec. 6012(a)(1)(A) (i)
and (D). As discussed supra in note 10, for all of the years in
i ssue, petitioner clained a filing status of “single”, but, for
1998 and 1999, respondent assumed a filing status for petitioner
of “married filing separately”, and applied the return filing
t hreshol ds pertinent thereto: $2,700 for 1998 and $2, 750 for
1999. That dispute, which we have resolved in respondent’s favor
(see supra note 9), is noot, however, because even if we assune
that the return filing thresholds applicable to “single” filers
apply to petitioner, $6,950 for 1998 and $7,050 for 1999,
petitioner’s gross inconme for both 1998 and 1999, as redeterm ned

herein, is far in excess of those thresholds, and he was required
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to file a valid return for each year. For 2001 and 2002, there
is no dispute that petitioner’s filing status was “single”.
Therefore, his return filing thresholds for those 2 years as a
singl e taxpayer under age 65 (see supra note 9) were $7,450 (for
2001) and $7,700 (for 2002), anmpbunts that exceed his gross income
for each of those years, as redeterm ned herein: $3,342.12. As
a result, petitioner was not required to file a return for either
2001 or 2002.

3. 1998 and 1999

VWiile petitioner’s additions of the qualification “under
protest w thout prejudice’” between the jurat and his signature on
both the 1998 and 1999 Fornms 1040, and his addition of the margin
| anguage to his 1999 Form 1040, may not anount to a disclainmer of
tax liability or a negation of the jurat, we cannot say the sane
with respect to the effect of the attachnent to each Form 1040.
Petitioner referred to the attachnent to the 1998 Form 1040 on
line 7 of that form and he referred to the attachnment to the
1999 Formon both line 7 of that formand in the margin | anguage.

In Sloan v. Conm ssioner, 102 T.C 137 (1994), affd. 53 F. 3d

799 (7th Cir. 1995), the taxpayers, after the jurats and before
their signatures on Forns 1040 submtted for several years, added
a reference to an acconpanyi ng statenent of “denial and

di sclaimer”, by which statenent they erroneously denied any

Federal inconme tax liability for the year. W stated that the
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“Deni al and di scl ai nrer nmakes uncl ear whether petitioner had an
“honest and reasonable intent to supply the information required
by the tax code.’”

In Lange v. Conm ssioner, T.C Meno. 2005-176, the taxpayer

attached a cover letter to the front of his Form 1040, which
contained a statenent that was virtually identical to the
statenent inserted into the margin on each page of petitioner’s
1999 Form 1040. The taxpayer in Lange al so attached a “protest
docunent” to his Form 1040, which contained many of the argunents
made in the protest docunment attached to petitioner’s 1999 Form
1040: E.g., he is not an individual as that termis used in
sections 1 and 3, private sector enployees should not be taxed at
the sanme rate as Governnent enpl oyees, and only Gover nnment

enpl oynent is subject to taxation. |In Lange, we determ ned that
such argunments are frivolous and that the taxpayer’s Form 1040
did not “represent an honest and reasonable attenpt to satisfy
the requirenments of the tax law’ thereby failing to satisfy part

3 of the four-part test under Beard v. Comm ssioner, 82 T.C 166

(1984), affd. 793 F.2d 139 (6th Cir. 1986).

The attachnent to the 1998 Form 1040 is different fromthe
attachnment to the 1999 Form 1040. Principally, it constitutes an
argunent that petitioner, a self-proclainmed “private independent
contractor”, received no income subject to enploynent taxes from

hi s enpl oyer, Watson, Inc. As part of that attachnent, in the
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Watson, Inc., letter, petitioner acknow edges that he wll be
paid noney for working for Watson, Inc., during 1998 but, in
part, he justifies his claimthat he is not subject to enpl oynent
taxes on the basis that he anticipates that he will incur no
l[iability for incone tax for 1998. In 1998, petitioner received
$48, 000 from Watson, Inc., that, beyond peradventure, is an item
of gross incone, reportable, but not reported, on his 1998
Federal inconme tax return. W view the attachnent to the 1998
Form 1040, and, in particular, petitioner’s unsupported and
unjustified anticipation that he will incur no tax liability for
1998, as raising a serious question as to whether the 1998 Form
1040 was an honest and reasonable attenpt to satisfy the
requi renents of the tax law, and we conclude, and find, that it
was not .

On the basis of Sloan v. Conm ssioner, supra, Beard v.

Conmi ssi oner, supra, and Lange v. Commi ssioner, supra, we hold

that neither the 1998 nor 1999 Form 1040 constituted a reasonable
attenpt to satisfy the requirenents of the tax law. Therefore,
neither constituted a valid return, and petitioner is liable for
the 25-percent addition to tax under section 6651(a)(1) for

failure to tinely file a return for 1998 and 1999.



4. 2001 and 2002

Because petitioner was not required to file a return for
ei ther 2001 or 2002, he is not |iable for an addition to tax
under section 6651(a) for either year.

B. Respondent’s Section 6654 Determ nation

Respondent determ ned that petitioner is liable for a
$111.21 addition to tax pursuant to section 6654 for 1999 for
failure to pay estimated tax.

Section 6654 provides for an addition to tax in the event of
an under paynent of a required installnment of individual estimted
tax. Sec. 6654(a) and (b). Each required installnent is equal
to 25 percent of the “required annual paynent”, which, in turn,
is equal to the lesser of (1) 90 percent of the tax shown on the
individual’s return for that year or, if no returnis filed, 90
percent of his or her tax for such year, or (2) if the individual
filed a return for the i mredi ately precedi ng taxable year, 100
percent of the tax shown on that return. Sec. 6654(d) (1) (A,
(B)y(i) and (i1i). The due dates of the required installnments for
a cal endar taxable year are April 15, June 15, and Septenber 15
of that year and January 15 of the follow ng year. Sec.
6654(c)(2). An individual’s tax, for purposes of section 6654,
consi sts of incone and sel f-enploynent tax determ ned before the
application of any wage w thhol ding credits which, under section

6654(g) (1), are treated as paynent of estinmated tax. See sec.



- 26 -

6654(f). Section 6654(e) provides certain specified exceptions
to the applicability of section 6654, none of which cover
petitioner.

Because we find that petitioner did not file a valid return
for either 1998 or 1999, his “required annual paynent” for 1999
was 90 percent of the tax owed for that year. Sec.
6654(d)(1)(B)(i). On the 1999 Form 1040, petitioner admts that
he paid no estimated taxes and that no tax was w thheld for that
year. The information returns attached to the 1999 Form 1040
corroborate that no incone taxes were withheld fromany 1999
paynents to petitioner. Therefore, we sustain respondent’s
determ nation of a section 6654 addition to tax for 1999 subject
to a dowmmward adjustnent reflecting respondent’s concessi ons
elimnating his inclusions of dividend incone and capital gain.

[, Respondent’s Motion To | npose a Penalty Under Section
6673(a) (1)

Respondent has noved to inpose a penalty against petitioner
under section 6673(a)(1).

In pertinent part, section 6673(a)(1l) provides a penalty of
up to $25,000 if proceedi ngs before the Tax Court have been
instituted or maintained by the taxpayer primarily for delay or
the taxpayer’s position in the proceeding is frivol ous or
groundl ess. “The purpose of section 6673 is to conpel taxpayers
to think and to conformtheir conduct to settled principles

before they file returns and litigate.” Takaba v. Conm Ssioner,
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119 T.C 285, 295 (2002). *“A taxpayer’s position is frivolous if
it is contrary to established | aw and unsupported by a reasoned,
col orable argunent for [a] change in the law.” 1d. at 287. *“The
inquiry is objective. [If a person should have known that his
position is groundl ess, a court may and shoul d i npose sanctions.”
Id.

Petitioner’s argunents that (1) he is not taxable on wages
and/ or other conpensation, and (2) the notices of deficiency for
all of the years in issue are invalid, are shopworn, frivol ous,
tax-protester argunents that are contrary to settled principles
of law. That petitioner nmade the former argunent w thout
anal ysis or serious thought as to its nerit is indicated by the
inclusion of the argunent in attachnments to his returns and in
his petitions for 2001 and 2002, years in which petitioner
recei ved no wages or other conpensation for services perforned
during those years. In addition, respondent’s counsel nmailed a
letter dated May 5, 2005, to petitioner advising himthat he was
advancing frivol ous argunents and encouraging him“to consult
with a reputable tax practitioner before making such argunents in
Court.” Respondent’s counsel attached to his letter excerpts
froman IRS publication entitled “The Truth About Frivol ous Tax
Argunents”, which addresses all of petitioner’s aforenentioned
argunents and denonstrates that they are contrary to established

| aw. Under the circunstances, we shall grant respondent’s notion
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for a penalty under section 6673(a)(1), and we will require
petitioner to pay a penalty to the United States of $15, 000.

| V. Concl usi on

To reflect the foregoing,

An appropriate order will be

i ssued, and decisions will be

entered under Rul e 155.




