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STATEMENT OF THE CASE

This matter came before the Utah State Tax Comamisfir an Initial Hearing pursuant to the
provisions of Utah Code Ann. 859-1-502.5, on Jayndal012.
PETITIONER (“Petitioner” or “taxpayer”) is appeafnAuditing Division’s (the “Division”)
assessment of additional individual income taxttier2007 tax year. On August 30, 2010, the Diviggsued
a Statutory Notice of Audit Change to the taxpaiyewhich it imposed additional tax and interesii¢alated
as of September 29, 2010) for the 2007 year, &sifsl
Year _Tax Penalties Interest Total

2007 $555$ $555$ P85S $5E$$
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The Division imposed the assessment after it digetl an “equitable adjustment” deduction in the @mhof
$$$3$$ that the taxpayer claimed on his 2007 Utalrme

The taxpayer explains that he had $$$$$ of tup@yments during the 2007 tax year. On the bésis o
the $$$$$ of tuition payments, the taxpayer stttatfor federal tax purposes, he had the optiogitber
taking a $$3$$$ tuition deduction or a $$$$$ lifetitmarning credit on his federal return. The tgepapted
to take the $$$$$ credit on his federal returne Taxpayer explained that had he opted to tak&$$8$
deduction against his federal adjusted gross inchiméJtah taxable income would have automatidadign
reduced by $$$$$, as well. However, because teeldptake the $$$$$ federal credit, there wadawemn
the Utah return to receive any benefit for hisamippayments other than in the equitable adjusttimenbf the
return. For these reasons, he claimed an equitalplestment deduction equal to the amount of h¥720
tuition payments, specifically $$$$$, on his 20Qatureturn.

At the hearing, the taxpayer stated that he ndis\meal that it would have been more appropriate for
him to have taken a Utah equitable adjustment dexhuin the amount of $$$$$ because he would haga b
limited to a $$$$$ deduction on his federal retban he not opted for the federal credit. The tg&pa
recognizes that Utah law, unlike federal law, doatsprovide for a state lifetime learning credihe taxpayer
contends that the Tax Commission should, at le#lety a state deduction from income for those tgepa
who opt to take the federal credit so that Utatsduas impede the workings of the federal tax systachthe
federal tax decisions of students. For these rsa$@ asks the Commission to approve a $$$$$ tiedoa
his 2007 Utah return instead of the $$$$$ dedudt®nriginally claimed.

The Division asks the Commission to sustain iiteassessment in its entirety. The Division ®tate
that Utah law neither provides for a state tax itnedr a deduction against state taxable incomehiose
taxpayers who opt to claim a federal lifetime Iéagrcredit instead of a federal deduction. Tha$iiw states

that this situation is not unique and that the Cassimn has addressed other situations where ayaxpa
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claimed a federal tax credit when he or she hadgten of claiming either a federal credit or adeal
deduction: Because of these decisions and because Utaholeswbt provide for a state tuition deduction
where a taxpayer opts to claim a federal lifetiearhing credit instead of a federal tuition dedurgtithe
Division asks the Commission to find that the taggrds not entitled to a tuition deduction for Uiabome
tax purposes and to sustain its assessment.

APPLICABLE LAW

Utah Code Ann. §59-10-103 (208defines “adjusted gross income,” “federal taxabé®me,” and
“taxable income’ or ‘state taxable income,” adléovs:

(1) As used in this chapter:
(a) "Adjusted gross income":
(i) for a resident or nonresident individual, is defined in Section 62, Internal
Revenue Code; or
(i) for a resident or nonresident estate or trissias calculated in Section 67(e),
Internal Revenue Code.

(w) "Taxable income" or "state taxable income™:
(i) subject to Section 59-10-1404.5, for a residadividual, means the resident
individual's adjusted gross income after making the
(A) additions and subtractions required by Secfi6fl0-114; and
(B) adjustments required by Section 59-10-115;

UCA 8§59-10-115(1) (2007) provides for an adjustmerdadjusted gross income, as follows:

(1) The commission shall allow an adjustment tefatitaxable income of a taxpayer if the
taxpayer would otherwise:

(a) receive a double tax benefit under this part; o

(b) suffer a double tax detriment under this part.

1 See USTC Appeal No. 09-2968 (Int. Hearing Order May 26, 2010), in which then@uission found
that taxpayers were not entitled to a state dedgimgthen they chose to take a federal credit insteadederal
deduction concerning a claim of riglgee also USTC Appeal No. 08-0590 (Findings of Fact, Conclusions of
Law, and Final Decision Aug. 5, 2010), in which @@mmission found that taxpayers were not entitbeal
state deduction when they chose to take a fedediténstead of a federal deduction concerning theeign
tax payments. These prior decisions may be fotihtt@//tax.utah.gov/commission/decisions
2 The 2007 version of Utah law is cited in theisien, unless otherwise indicated.
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UCA 859-1-1417 (2011) provides that the burderrodfis upon the petitioner in proceedings before
the Commission, with limited exceptions as follows:

In a proceeding before the commission, the burdgaramf is on the petitioner except for

determining the following, in which the burden @bpf is on the commission:

(1) whether the petitioner committed fraud witheimtto evade a tax, fee, or charge;
(2) whether the petitioner is obligated as thedfaree of property of the person that
originally owes a liability or a preceding trangfer but not to show that the person that
originally owes a liability is obligated for theahility; and
(3) whether the petitioner is liable for an incieasa deficiency if the increase is asserted
initially after a notice of deficiency is maileda&tcordance with Section 59-1-1405 and a
petition under Part 5, Petitions for Redetermimatib Deficiencies, is filed, unless the
increase in the deficiency is the result of a cleamrgcorrection of federal taxable income;

(a) required to be reported; and

(b) of which the commission has no notice at theetthe commission mails the

notice of deficiency.

DISCUSSION

At issue is whether the taxpayer is entitled t@@72state deduction for tuition payments when he
opted to claim a $$$$$ lifetime learning credittéasl of a $$$3$$ tuition deduction for 2007 fedeaal
purposes.

Utah “taxable income” is defined in Section 59-1IB(1)(w) to mean a taxpayer’s federal adjusted
gross income after the “additions and subtracti@ugiired by Section 59-10-114" and the “adjustments
required by Section 59-10-115." There are no ddjasts in UCA §59-10-114 that apply to tuition payts
or to situations where a taxpayer opts to claimedefal tax credit instead of a federal tax deductio
Furthermore, there is no double tax detriment faictvan equitable adjustment is warranted underd®es9-
10-115. Accordingly, Utah law does not authorizexgayer to claim a state deduction for tuitiogrpants
when he or she has claimed a federal credit ingitadederal deduction in regards to these paysn€erhis

finding is consistent with other cases in which @@nmission has considered the effect on Utah takas

taxpayer’s decision to opt for a federal tax cr@wstead of a federal tax deduction.
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The taxpayer contends that regardless of Utah'®ntistatutory scheme, the Commission should
grant the deduction because it has the authorityesponsibility not to impede the workings offigeral tax
system and the federal tax decisions of studdbisthe Utah Legislature, not the Commission, Wls the
authority to enact Utah’s tax laws. The Legislatimas not provided for a state deduction under the
circumstances present in this case. Nor hasxpeayar provided any case law or other precedesttda that
a state’s tax laws must allow a state deductioreutitese circumstances. As a result, the taxpayest
entitled to any state deduction regarding his 20@ibn payments. Accordingly, the Division’s assment

should be sustained in its entirety.

Kerry R. Chapman
Administrative Law Judge
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DECISION AND ORDER

Based on the foregoing, the Commission sustain®thision assessment in its entirety. It is so
ordered.

This decision does not limit a party's right tooaral Hearing. However, this Decision and Ordéir wi
become the Final Decision and Order of the Comuanissiless any party to this case files a writteuest
within thirty (30) days of the date of this decisito proceed to a Formal Hearing. Such a requnedi Ise
mailed to the address listed below and must incthdePetitioner's name, address, and appeal number:

Utah State Tax Commission
Appeals Division
210 North 1950 West
Salt Lake City, Utah 84134

Failure to request a Formal Hearing will precludg further appeal rights in this matter.

DATED this day of ,2012.
R. Bruce Johnson Marc B. Johnson
Commission Chair Commissioner
D’Arcy Dixon Pignanelli Michael J. Cragun
Commissioner Commissioner

Notice: If a Formal Hearing is not requested as discuabede, failure to pay the balance resulting frois th
order within thirty (30) days from the date of thigler may result in a late payment penalty.

KRC/10-2507.int



