Before the

Administrative Hearing Commission

State of Missouri

RONALD M. and TINA E. DAVIS,
)



)



Petitioners,
)




)


vs.

)

No. 04-0677 RI




)

DIRECTOR OF REVENUE,
)




)



Respondent.
)

DECISION 


Ronald M. and Tina E. Davis are liable for a deficiency of $584 in 2002 Missouri income tax, plus interest.  

Procedure


The Davises filed a complaint on May 21, 2004, challenging the Director of Revenue’s final decision assessing Missouri income tax, interest, and additions for 2002.  


This Commission convened a hearing on the complaint on October 28, 2004.  Ronald Davis appeared on behalf of the Davises.  Senior Counsel Joyce Hainen represented the Director.  The last written argument was due on March 1, 2005.  

Findings of Fact

1. During 2002, the Davises lived in Illinois.  However, they both worked in Missouri.  

2. During 2002, Ronald earned $61,665.34 from Rose International, Inc., in Chesterfield, Missouri.  During 2002, Tina earned $7,288.73 from Global Solutions Group in Fenton, Missouri, and $40,137.47 from United Industries Corp. in St. Louis, Missouri.  

3. The Davises have four children.  

4. The Davises filed a 2002 federal income tax return reporting $0 in wages, $0 in federal adjusted gross income, and $0 in federal income tax.  They claimed a refund of $13,100 in withholdings.  

5. The Davises filed a 2002 Missouri income tax return reporting $0 in federal adjusted gross income, $0 in Missouri taxable income, and $0 in Missouri income tax.  The Davises’ Form MO-NRI showed $0 in income from Missouri, but a Missouri income percentage of 100% for Ronald and for Tina.  The Davises claimed a refund of $4,501 in withholdings.  

6. The Director sent a notice of proposed changes to the Davises computing Missouri income tax for Ronald as follows:  


Federal adjusted gross income
$112,091


Exemption amount
4,200


Missouri standard deduction
7,850


Taxable income
100,041


Tax
5,777


Withholdings
4,501


Underpayment
1,276

The Director did not compute any Missouri income tax for Tina. 

7. On August 8, 2003, the Director sent a letter to the Davises, addressed to them in O’Fallon, Illinois.  The letter stated:  

According to your mailing address, you are a resident of Missouri, and are identified by the social security number above.  As a result, you are required to file a Missouri state income tax return and report your federal adjusted gross income, pursuant to section 143.481, RSMo.  


8.
The Davises responded with a letter to the Director, accompanied by a copy of their electric bill from Illinois Power and maps showing their Illinois residence.  


9.
On August 20, 2003, the Director issued a notice of deficiency to the Davises for $1,276 in 2002 Missouri income tax and $191.40 in additions, plus interest.  


10.
The Davises protested the notice of deficiency.  On April 20, 2004, the Director issued a final decision assessing $871 in Missouri income tax and $130.65 in additions, plus interest.
  


11.
On October 27, 2004, after the Davises appealed to this Commission, the Director issued a notice of adjustment as follows:  


Ronald
Tina


Federal adjusted gross income

$61,665
$47,426


Income percentage
57%
43%


Exemption amount
$4,200


Standard deduction
$7,850


Taxable income
$55,313
$41,728


Tax
$3,094
$2,279

The Director thus computed combined tax of $5,373, resulting in $872 tax due after allowing credit for withholdings of $4,501.  


12.
The Davises filed a 2002 Illinois income tax return, reporting $0 in federal adjusted gross income and $0 in Illinois income tax.  On Schedule CR, Credit for Tax Paid to Other States, the Davises reported $4,501 in income tax paid to another state, but claimed a credit of $0 because they reported $0 in income.  

Conclusions of Law


This Commission has jurisdiction over appeals from the Director’s final decisions.  Section 621.050.1.
  The Davises 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).  


The Davises reported $0 in income on their state and federal returns, and they raise a number of arguments that they are not subject to income tax.  Protests against the income tax have been routinely rejected by the federal courts, May v. C.I.R., 752 F.2d 1301, 1302-03 (8th Cir. 1985), and this Commission.  Patana v. Director of Revenue, No. 02-1643 RI (Mo. Admin. Hearing Comm’n June 10, 2004).  In Wells v. Director of Revenue, No. RI-85-1548 (Mo. Admin. Hearing Comm’n Jan. 30, 1987), this Commission noted that such arguments “burden the tax resolution system.”  


Although the Davises were not Missouri residents in 2002, and the Director was mistaken in asserting that they were, the Davises earned income in Missouri.  Section 143.041 determines the computation of a non-resident’s Missouri income tax:  

A tax is hereby imposed for every taxable year on the income of every nonresident individual which is derived from sources within this state.  The tax shall be that amount which bears the same ratio to the tax applicable to the individual if he would have been a resident as (A) his Missouri nonresident adjusted gross income as determined under section 143.181 (Missouri adjusted gross income derived from sources within this state) bears to (B) his Missouri adjusted gross income derived from all sources.  

This statute thus defines a non-resident’s Missouri income tax as equal to the following amount:  

Tax if a resident  x (Non-resident MoAGI/All-source MoAGI)


Therefore, we first determine what the Davises’ tax would be if they were Missouri residents, then we apply the non-resident percentage.  In Missouri, the tax of each spouse is computed separately.  Sections 143.031 and 143.491.1.  Section 143.111 provides:  

The Missouri taxable income of a resident shall be such resident’s Missouri adjusted gross income less: 


(1) Either the Missouri standard deduction or the Missouri itemized deduction; 


(2) The Missouri deduction for personal exemptions; 


(3) The Missouri deduction for dependency exemptions; 


(4) The deduction for federal income taxes provided in section 143.171; and 


(5) The deduction for a self-employed individual’s health insurance costs provided in section 143.113.  


Section 143.121 provides that the MoAGI of a resident shall be his federal adjusted gross income (“FAGI”), subject to certain modifications that are not proven to be applicable to this case.  The Davises argue that the Director cannot adjust the FAGI reported on the federal return.  However, neither the Director nor this Commission is bound by the amount of federal adjusted gross income reported on the federal return or determined by the IRS.  Buder v. Director of Revenue, 869 S.W.2d 752 (Mo. banc 1994).  The record does not show income from any source other than wages.  Therefore, Ronald had federal adjusted gross income of $61,665, and Tina had federal adjusted gross income of $47,426, a total of $109,091.  Section 143.121.  

The Director allowed the Davises the Missouri standard deduction of $7,850, § 143.141, and a personal exemption of $4,200.  Section 143.151.  The Director now agrees that the 

Davises should have been allowed an exemption of $1,200 for each of their dependents, a total of $4,800.  Section 143.161.1.  The combined Missouri taxable income is $92,241, computed as follows pursuant to § 143.111:  


$109,091
FAGI


-7,850
Standard deduction


-4,200
Personal exemption



-4,800
Dependent exemption


$92,241
Combined Missouri taxable income


Section 143.031.2 provides that the Missouri taxable income of each spouse shall be an amount that is the same proportion of their Missouri combined taxable income as the MoAGI of that spouse bears to their combined MoAGI.  If regarded as a Missouri resident, Ronald had 57% of the combined MoAGI, and Tina had 43%.  Ronald’s proportion of the Missouri taxable income is 57% of $92,241, or $52,577.  The tax on that amount is $2,930.  Section 143.011.  Tina’s proportion of the Missouri taxable income is 43% of $92,241, or $39,664.  The tax on that amount is $2,155.  These amounts, totaling $5,085, represent the tax determined as if the Davises were Missouri residents.  


Section 143.181 provides: 


1.  The Missouri nonresident adjusted gross income shall be that part of the nonresident individual’s federal adjusted gross income derived from sources within Missouri, as modified in the same manner as set forth in section 143.121 with respect to resident individuals.  It shall be the sum of:


(1) The net amount of items of income, gain, loss, and deduction entering into his federal adjusted gross income which are derived from or connected with sources in this state . . . 

*   *   *


2.  Items of income, gain, loss, and deduction derived from or connected with sources within this state are those items attributable to:


(1) The ownership or disposition of any interest in real or tangible personal property in this state; and


(2) A business, trade, profession, or occupation carried on in this state.


All of the Davises’ federal adjusted gross income is from sources within Missouri.  Therefore, their non-resident income percentages are 100%, and their Missouri income tax is the same as if they had been Missouri residents:  $5,085.  The Davises paid $4,501 in withholdings, leaving a deficiency of $584.  Interest applies as a matter of law.  Section 143.731.1.  


At the hearing, the Director agreed to abate the additions to tax.  (Tr. at 48.)  Therefore, the Davises are not liable for additions.  

Summary


The Davises are liable for a deficiency of $584 in 2002 Missouri income tax, plus interest.  


SO ORDERED on April 19, 2005.



________________________________



JOHN J. KOPP  



Commissioner

	�The final decision, dated April 20, 2004, refers to a billing notice dated April 21, 2004.  The billing notice is attached to the complaint, and was based on federal adjusted gross income of $68,954 for Ronald and $40,137 for Tina, resulting in tax of $3,443 for Ronald and $1,929 for Tina, and a deficiency of $871.  





	�This is a different allocation of income between Ronald and Tina than on the billing notice attached to the complaint. 


	�Statutory references are to the 2000 Revised Statutes of Missouri, unless otherwise noted.  
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