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STATEMENT OF THE CASE
This matter came before the Utah State Tax Conmmisfor a Formal Hearing on
February 22, 2011, in accordance with Utah Code. 888-1-501 and §63G-4-201 et al. Based
upon the evidence and testimony presented at gminlgethe Tax Commission hereby makes its:
FINDINGS OF FACT

1. Respondent (the “Division”) originally issued a rfding audit against

Petitioner (the “Taxpayer”) for the 2001 year. Thalit had been issued by a Statutory Notice of
Deficiency and Estimated Income tax, mailed on Rine2008 (“Original Audit”). The amount
due in the Original Audit was tax of $$$$$, interes$$$$$, and penalties of $$$$3, for a total
of $$$$3$.
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2. The Division’s Original Audit had been based oroinfiation from the Internal
Revenue Service. The Division had calculated tReusing a filing status of Head of Household
with two exemptions. The Division used the federdjusted gross income, itemized and other
deductions as reported by the IRS to calculatelthgpayer’s liability for 2001. As listed on the
Statutory Notice, the tax was based on the fotgwi

Federal Adjusted Gross Income $$5$$
State Tax Deducted on Federal Schedule A $$55$
Standard/ltemized Deductions $$$5$
Personal Exemptions Deduction $$55$
One-Half of Federal Tax Deduction $$$5$

Interest From U.S. Government Obligations P53

3. The Taxpayer timely appealed the audit and thesr kied a tax return for the
2001 tax year. The Taxpayer’s return was signeddaeld by the Taxpayer on October 16, 2008
(“Original Return”). Based on the documentationsgrged by the Division, this return had been
mailed to the Tax Commission in an envelope postethdanuary 12, 2009. With the Original
Return, the Taxpayer provided a W-2 for that yddre W-2 indicated that there had been
withholding from his wages in the amount of $$$%3n the return he claimed himself and one
dependant and filed as Head of Household. Howemerthe return he claimed amounts for
federal adjusted gross income, standard/itemizedat®mns and the deduction for one-half of the
federal tax paid that were in disagreement with @hiiginal Audit. On the Original Return he
claimed a refund in the amount of $$$$$. This rdfwas not paid out to the Taxpayer.

4, The Division audited the 2001 Original Return filbg the Petitioner. The
Division representatives concluded it was incoesistvith IRS information. After audit of the
return the Division issued a Notice of DeficienayaAudit Change on July 29, 2009 (“Amended
Audit”). The only changes to the return listedtiire Amended Audit were to federal adjusted
gross income, standard/itemized deductions andebection for one-half of the federal tax. All
three of these items were changed back to the saneeints that the Division had used in the
Original Audit. Although credit was given for thathholding claimed by the Taxpayer on the
Original Return, which had been $$$$$, the amofith® tax portion due in the amended audit
had been $$$$3$, with interest of $$$$$ and a thial as of the date of that audit being $$$$$.

However, in a post hearing submission, the Divisiorrected the tax portion to $$$$3$. Interest
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would need to be recalculated on this lower ama@amd continues to accrue on the unpaid
balance.

5. Prior to the Formal Hearing in this matter, the gayer filed an amended Utah
Individual Income Tax Return for tax year 2001 (“Anded Return”). On this return he did
concede to federal adjusted gross income in theuatraf $$$$$, the same amount used by the
Division in both audit$. Another difference between the Taxpayer's AmenBeturn and his
Original Return was that on the Amended Returnlaiened himself and five other dependants as
personal exemptions. Based on the additional exenggtit was his calculation in the Amended
Return that he should receive a refund of $$$$3$.

6. At the Formal Hearing, the Taxpayer claimed thatwes entitled to claim
himself and five other dependents as personal etenspbecause during 2001 both of his
CHILDREN and three of their friends lived with hitde asserted that he was entitled to claim
them under federal law, but at this point in tirnevas too late to file an amended federal return to
change the number of exemptions.

7. In the audits, based on federal information, theidon had allowed as a
dependent CHILD 1, one of the Taxpayer's CHILDRHNe Taxpayer’s other child was CHILD
2. The Taxpayer testified that his ex-wife shoutd have claimed either of their children based
on the divorce decree, representing that she anlidclaim them until they graduated from high
school. He stated that CHILD 1 had graduated ir02&@d CHILD 2 in 1998. The Taxpayer did
not provide CHILD 2’s social security number andwsd that he was not required to provide it
on the Utah return. When questioned he was unshe¢her CHILD 2 had a job or if he had filed
his own return for that year. It was the Taxpay¢estimony that CHILD 2 would have been in
college and he was unsure exactly when CHILD 2rhaded out of his house.

8. Taxpayer claimed the three additional dependant® vireends of his children
and that they lived with the Taxpayer more thaff the time. He offered as the reason he had not
originally claimed all these individuals on his ézdl return was that he had been in a major
accident and had been unable to file his 2001 &deturn on his own when it came due.
Someone had filed the federal return for him in 208ut not the state return. The Taxpayer
testified that he provided food for these individuand that they generally lived with him during
the week. He also testified that these friends v&rer 18 years old during 2001, but also that
they had graduated from high school. He acknowlgdipat they all had parents who lived

1 On the Taxpayer's Amended Return, there was am grtbe calculation of the amount listed on Line
9-Total Adjusted Gross Income. To calculate Lingifie 5 should have been added to Line 4, not
subtracted from it.
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nearby and that he did not know if the parentgwta them on their own returns. His recollection
was unclear whether all three had been workingndgu?i001. He did not know if these young

men filed their own individual tax returns and oted themselves as an exemption. The
Taxpayer did not have the social security numbeysd the three friends and could not recall

the last name of one of the boys. He argued thdicheot have to provide this information on the

Utah return.

9. The Taxpayer did not provide any receipts or veaitibn to support the itemized
deduction amount of $$$$$ that he had claimed enutah Original Return and the Amended
Return. Further, he did not provide support that balf of his federal tax for 2001 had been the
$$$$$ he had claimed on his return.

10. At the hearing the Division submitted the fede@aunt transcript from the IRS.
That transcript supported the Division’s audit dosmons regarding federal adjusted gross
income, itemized deductions, and federal tax amolime federal account transcripts show that
the IRS had assessed additional tax to what helbaaded on his federal return in the amount of
$$$$$ on February 9, 2004. However, this amountabaed in April 19, 2004 and there was a
further tax abatement of $$$$$ on June 21, 2004erAhese changes had been made the
Taxpayer's federal tax liability had been $$$$$ #relproper amount for one-half of the federal
tax $$$$$. The amount for federal adjusted grossme of $$$$$ is also supported by the
federal account transcripts.

APPLICABLE LAW
A tax is imposed on the income of individuals wie eesidents of the State of Utah, set
forth below in Utah Code Ann. §59-10-104

...a tax is imposed on the state taxable incomedgfised in Section 59-10-112,
of every resident individual...
State taxable income is defined in Utah Code ABS-E0-112, as follows:

"State taxable income" in the case of a residedivitdual means his federal
taxable income (as defined by Section 59-10-111th whe modifications,
subtractions, and adjustments provided in Sectbh®114 . . .

Utah Code Ann. §59-10-111 defines “federal taxafdeme” as follows:

"Federal taxable income" means taxable income aemtly defined in Section
63, Internal Revenue Code of 1986.

2 The Commission cites to, and applies, the Utahviddal Income Tax Act that was in effect during the
audit period at issue in this matter. In 2007 tigiidual Income Tax Act was revised.

-4-
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For purposes of determining if an individual is exe from taxation, personal
exemptions are defined at Utah Code Sec. 59-1Qt{14a) as:

For purposes of this section: (1)(a) “personal extons” means
the total exemption amount an individual is allowedlaim for
the taxable year under Section 151, Internal Rex&ude, for:
(i) the individual; (ii) the individual's spousend (iii) the
individual's dependents. .

Interest is assessed pursuant to Utah Code Sdec482(5) as follows:

Interest on any underpayment, deficiency or delemgy of any
tax or fee administered by the tax commission di&ltomputed
from the time the original return is due excludimgy filing or
payment extensions, to the date the payment isvezte

The Commission has been granted the discretiorateenpenalties and interest. Section
59-1-401(13) of the Utah Code provides, “Upon mgkm record of its actions, and upon
reasonable cause shown, the commission may waigace, or compromise any of the penalties

or interest imposed under this part.”

The burden of proof is on the Taxpayer, as providddtah Code Ann. §59-1-1417,
below in pertinent part:

In proceedings before the commission, the burdgmaif is on
the petitioner...

DISCUSSION

The Taxpayer argues that he is entitled to claimskif and five other individuals as
exemptions on his Utah return. Further he arguashté does not need to provide the full names
of these individuals or their social security nungbkeecause there is no place on the Utah return
to fill in this information. He argues that althdudgpe did not claim these individuals on his
federal return, he would have been entitled tontldiem. He points out that it is now too late to
file an amended federal return to change the nummibexemptions.

After review of these arguments, the Taxpayer'sitrsis contrary to law. Although
there is no dispute that the IRS would not now essan amended federal return for the 2001 tax
year, the Taxpayer has not provided sufficient ewad to claim the four individuals as
exemptions on his state return. On the Utah Ind&idncome Tax Return for 2001, Line 2-
Exemptions states “enter the same number claimdatefederal return.” The Taxpayer had not
claimed these four individuals on his federal netltah Code Sec. 59-10-104.1(1)(a) provides
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that the personal exemptions means the total exempimount “an individual is allowed to
claim” under Section 151, Internal Revenue Code Taxpayer’s limited testimony about these
individuals is insufficient to support the posititrat he would have been allowed to claim any of
the four individuals by the IRS. If he had claimimse individuals on his federal return, he
would have been required to provide full names sowal security numbers on that return. These
would be subject to review by the IRS to determih¢hese individuals were claimed as
exemptions on other returns, including their owtunies.  Further, had these individuals actually
been claimed on his federal return for 2001, ardIRS subsequently disallowed the personal
exemption for any of the individuals, Utah wouldhggally be provided this information and then
would disallow the individuals as personal exemmion the Utah return based on Sec. 59-10-
104.1(1).

Based on the statutory provisions, the Taxpayerth@durden of proof in this matter.
See Utah Code 859-1-1417. The Taxpayer has failpdovide evidence that he would have been
allowed to claim the four individuals as personetraptions under Section 151 of the Internal
Revenue Code. The Taxpayer is not entitled to cfsnsonal exemptions on his Utah return that
would not be allowed by the IRS under the IntefRal’enue Code. Additionally, the Taxpayer
has not met his burden of proof in regards to taedard or itemized deductions or the deduction
for one-half of the federal tax. The evidence sutediin this matter supports the Division’s
audits regarding these amounts.

CONCLUSIONS OF LAW

1. The Taxpayer may not claim as personal exemptiadisiduals he did not claim

on his federal return without providing an evidanti basis that the individuals meet the
provisions of Utah Code Sec. 59-10-104.1(1).

2. The Taxpayer has the burden of proof in this maitester Utah Code 859-1-
1417. The Taxpayer has failed to meet this burdesstablish that he would have been allowed
to claim the four individuals as personal exempionder Section 151 of the Internal Revenue
Code or to support his claimed amount for itemideductions and one-half the federal tax.

After review of the evidence that has been subnhitiehis matter by the parties and the
applicable law, and subject to the correction ra@aythe tax amount in the Amended Audit from
$$53$ to $3$$3$, the Taxpayer’'s appeal should bedemterest should be recalculated based on

the corrected tax amount.

Jane Phan
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Administrative Law Judge

DECISION AND ORDER

Based on the foregoing, the Commission denies tiagdyer's appeal in this matter.

However, the Commission reduces and tax balanaso&sl above and orders the Division to

recalculate the interest. It is so ordered.

DATED this day of 0112
R. Bruce Johnson Marc B. Johnson
Commission Chair Commissioner
D’Arcy Dixon Pignanelli Michael J. Cragun
Commissioner Commissioner

Notice of Appeal Rights: You have twenty (20) days after the date of thiter to file a Request
for Reconsideration with the Tax Commission Appé&itit pursuant to Utah Code Ann. §63G-4-
302. A Request for Reconsideration must allegelyndigcovered evidence or a mistake of law
or fact. If you do not file a Request for Recoesation with the Commission, this order
constitutes final agency action. You have thirt@)(8ays after the date of this order to pursue
judicial review of this order in accordance withadtCode Ann. 859-1-601 et seq. and §63G-4-
401 et seq.

JKP/08-1644 fof.



