Before the

Administrative Hearing Commission

State of Missouri

KEITH N. and JACQUELYN D. GRIFFIS,
)



)



Petitioners,
)




)


vs.

)

No. 02-1510 RI




)

DIRECTOR OF REVENUE,
)




)



Respondent.
)

DECISION 


Keith N. and Jacquelyn D. Griffis are liable for $406.67 in Missouri income tax and $13.37 in additions for 1998, plus accrued interest.  Petitioners have not been  taxed on social security income.  

Procedure


On October 1, 2002, Petitioners appealed the Director’s final decision assessing them Missouri income tax, interest, and additions for 1998.  


On January 23, 2003, Petitioners filed a letter stating that they would not be able to attend a scheduled hearing due to their health.  On March 18, 2003, Petitioners filed a notice stating that they wanted the case decided on the basis of the materials they had supplied.  On March 19, 2003, we issued an order stating that the petition would be treated as a motion for summary determination, and we allowed the Director to respond.  The Director filed a response on April 3, 

2003.  On May 20, 2003, we issued an order denying summary determination.  We stated that we would hold a telephone hearing because Petitioners asserted that they are unable to travel, and we requested that Petitioners send copies of documents that they wished to have us consider at the hearing.


On June 9, 2003, Petitioners filed a copy of their response to the Director’s discovery.  Petitioners included a copy of a notice from the Social Security Administration showing their social security income for May 1998 through November 1999.  


On June 11, 2003, the Director filed an addendum and moved for summary determination.  We allowed Petitioners until June 30, 2003, to file a response, but they did not do so.  


Our Regulation 1 CSR 15-3.440(3)(B) provides that we may decide this case without a hearing if undisputed facts entitle any party to a favorable decision.  

Findings of Fact


1.  Petitioners were Missouri residents in 1998.  


2.  During 1998, Keith earned $3,687.75 from Adecco Employment Services, Inc., and $3,090.96 from Enterprise Leasing Company.  During 1998, Jacquelyn earned $846.66 from Enterprise Leasing Company.  


3.  Petitioners filed a 1998 federal income tax return reporting the following amounts: 

Wages, salaries, tips, etc.                               $7,626

Business income or loss                                -$1,680

Total pensions and annuities

           $9,633

Rental real estate, royalties, partnerships,     $   956

S corporations, trusts, etc. 

Farm income or loss                                      -$  746

Total income                                                  $15,789

IRA deduction                                                $  1,000

Adjusted gross income                                  $14,789

Itemized deductions                                      $  7,651

Exemptions                                                   $  5,400

Taxable income                                             $  1,738

Tax                                                                 $    261

Line 16a on the return showed the total pensions and annuities as $19,633, but line 16b showed the “taxable amount” as $9,633.  Petitioners entered nothing on line 20, which is designated for social security income.  


4.  The amount of $19,633 in pension income was from Northrup Retirement Plan.  


5.  The 1099-R for 1998 shows that the entire amount of the Northrup pension was taxable.  


6.  Petitioners timely filed a 1998 Missouri income tax return reporting the following 

amounts:  

Federal adjusted gross income                $14,789

Pension exemption                                  $  1,000

Itemized deductions                                $   8,233

Federal tax deduction                              $     261

Personal exemptions                                $  2,400

Taxable income                                       $  2,395

Tax  due                                                   $       36

Petitioners reported that each of them had 50% of the income.  Petitioners paid $36 with the 

return.   


7.  On September 1, 1999, the Director sent Petitioners a notice of adjustment increasing 

their 1998 Missouri income tax to $56.  Petitioners paid $21.67 (tax, interest, and additions) on 

September 27, 1999.  


8.  On December 6, 1999, the Social Security Administration (SSA) determined that 

Keith became disabled on April 15, 1997, and was eligible for social security disability benefits.   

However, Keith had filed for benefits on May 11, 1999, and the SSA could not pay benefits for 

any period more than 12 months prior to the month when the application was filed; thus, the SSA 

allowed payment of monthly disability benefit payments back to May 1998.    


9.  On February 6, 2001, the IRS notified the Director that it had increased Petitioners’ taxable pensions and annuities by $10,000, thus taxing Petitioners on the full amount of the Northrup pension ($19,633).  The IRS thus increased their federal taxable income to $11,738 and their federal income tax to $1,759.  


10.  On August 29, 2001, the Director sent a federal audit notification to Petitioners, stating that the Director had been notified of adjustments to Petitioners’ 1998 federal income tax return, but that Petitioners had not reported any changes to the Director.  Keith responded with a letter stating that Petitioners were contesting issues with the IRS and that disability pensions were not taxable under federal or Missouri law.  


11.  On October 17, 2001, the Director issued a notice of adjustment, increasing Keith’s federal adjusted gross income to $24,789 and adjusting Jacquelyn’s to $0.  The Director increased the federal income tax deduction to $1,759 and allocated all of the income and deductions to Keith.  The Director computed Missouri income tax of $458.67, plus $93.11 in interest and $21.13 in additions, a total of $572.91.  The Director allowed credit for $57.67 in payment, resulting in a balance of $515.24.  


12.  On November 28, 2001, the Director issued a notice of deficiency for $422.67 in tax, $82.68 in interest, and $14.75 in additions, a total of $520.10.  Petitioners protested the notice.  


13.  On February 6, 2002, the Director issued a revised notice of adjustment as follows:  

                                                            Keith          Jacquelyn            Combined

Federal adjusted gross income           $23,942      $847                     $24,789

Income percentage                             97%            3%                       100%

Pension exemption                                                                             $1,000

Itemized deductions                                                                           $8,233

Federal income tax                                                                             $1,759

Personal exemption                                                                            $2,400

Taxable income                                 $11,055     $342                       $11,397

Tax                                                     $     438     $   5                        $     443

The Director computed a tax liability of $442.67, interest of $99.79, and additions of $20.33, with credit for payment of $57.67, resulting in a balance due of $505.12.  


14.  On September 25, 2002, the Director issued a final decision stating that Petitioners owed $406.67 in 1998 Missouri income tax, $13.37 in additions, and $100.93 in interest (with interest computed through October 15, 2002).   Petitioners appealed to this Commission.


15.  Petitioners have also appealed the IRS’s determination.  

Conclusions of Law


This Commission has jurisdiction over appeals from the Director’s final decisions.  Section 621.050.1.
  Petitioners have the burden to prove that they are not liable for the amounts that the Director assessed.  Sections 136.300.1 and 621.050.2. Our duty in a tax case is not merely to review the Director’s decision, but to find the facts and to determine, by the application of existing law to those facts, the taxpayer’s lawful tax liability for the period or 

transaction at issue.  J.C. Nichols Co. v. Director of Revenue, 796 S.W.2d 16, 20-21 (Mo. banc 1990).  We may do whatever the law permits the Director to do.  State Bd. of Regis'n for the Healing Arts v. Finch, 514 S.W.2d 608, 614 (Mo. App., W.D. 1974).


Petitioners appealed to this Commission, asserting that Keith’s social security disability income is not subject to tax.  Keith was not found eligible for benefits until December 6, 1999; thus, Petitioners did not report social security income on their state or federal returns.  The authenticated documents that the Director filed in the addendum show that the $19,633 was a private pension from Northrop Retirement Plan; thus, the adjustments by the IRS and the Director were based on private pension income, not social security benefits.  


Section 143.111 provides that the Missouri taxable income of a Missouri resident shall be the resident’s adjusted gross income minus the Missouri standard deduction or itemized deduction, the Missouri deduction for personal exemptions, the Missouri deduction for dependency exemptions, and the deduction for federal income taxes.  Section 143.121 provides that the Missouri adjusted gross income of a resident shall be the federal adjusted gross income subject to certain modifications.  Section 143.124.3 allows a pension exemption of $1,000 for pensions from privately funded sources for tax year 1998.  


Petitioners claimed that they were taxed on social security income, when the evidence shows that they were not.  Petitioners did not otherwise dispute the Director’s determination of tax.  The Director has allowed all applicable deductions or exemptions.  Petitioners claim that they also have a pending appeal with the IRS.  However, Missouri’s determination of federal adjusted gross income is not dependent on the IRS's determination.  Buder v. Director of Revenue, 869 S.W.2d 752, 753-54 (Mo. banc 1994).  Therefore, we conclude Petitioners are 

liable for a deficiency of $406.67 in Missouri income tax.
  Interest applies as a matter of law.  Section 143.731.1.  


Section 143.751.1 imposes a 5 percent addition to tax if any part of a deficiency is due to negligence or intentional disregard of rules and regulations.  Negligence is “the failure to make a reasonable attempt to comply with state tax laws.”  Hiett v. Director of Revenue, 899 S.W.2d 870, 872 (Mo. banc 1995).  Petitioners took a reduction in adjusted gross income from a private pension and then claimed that they should not be taxed on social security income.  Petitioners also failed to report the IRS changes to the Director as required by § 143.601.  Petitioners are liable for the 5 percent addition to tax, of which $13.37 remains unpaid.   

Summary


We grant the Director’s motion for summary determination.  Petitioners are liable for $406.67 in 1998 Missouri income tax and $13.37 in additions, plus accrued interest.   


SO ORDERED on September 2, 2003.



________________________________



CHRISTOPHER GRAHAM 



Commissioner

	�These tax amounts are apparently rounded, as the bottom of the notice reflects a combined tax amount of $442.67.  





	�Statutory references are to the 2000 Revised Statutes of Missouri.  


	�The Director notes that payments are applied first to additions and interest, then to tax liability.  The Director agrees that Petitioners timely filed their return and paid $36 with the return.  The February 6, 2002, notice of adjustment reflects a tax amount of $442.67.  Because Petitioners made timely payment of $36, interest and additions do not accrue on that amount; thus, the Director’s final decision reduced the tax deficiency amount from $442.67 to $406.67 ($442.67 - $36).  Petitioners made an additional payment of $21.67 on September 27, 1999.  The Director asserts that $14.71 of this payment was applied to interest and $6.96 was applied to additions.  The final decision reduced the amount of the additions from $20.33, as stated on the February 6, 2002, notice of adjustment, to $13.37 (a difference of $6.96).  
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