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DI NAN, Special Trial Judge: This case was heard pursuant to

the provisions of section 7463 of the Internal Revenue Code in
effect at the time the petition was filed. The decision to be
entered i s not reviewable by any other court, and this opinion

shoul d not be cited as authority. Unless otherw se indicated,

subsequent section references are to the Internal Revenue Code

effect for the year in issue.
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Respondent determ ned a deficiency in petitioner’s Federal
i ncome tax of $1,695 for the taxable year 1996.

The issue for decision is whether petitioner is entitled to
deducti ons for business expenses and to the subtraction from
gross receipts for an anount of cost of goods sol d.

Sone of the facts have been stipulated and are so found.

The stipulations of fact and the attached exhibits are

i ncorporated herein by this reference. Petitioner resided in San
Jose, California, on the date the petition was filed in this
case.

During 1996, petitioner earned $55,201 in wages from Applied
Materials, Inc. and Philips Sem conductors, Inc. He also
received $17,727 in pension and annuity incone, primarily from
mlitary retirenment benefits.

Petitioner filed a Schedule C, Profit or Loss from Business,
with his 1996 Federal incone tax return. This schedule |isted
petitioner as the proprietor of a housekeepi ng busi ness naned
“Beverly’ s Housekeeping”. The follow ng amounts were reported on

t he schedul e:

G oss receipts $ -0-
Cost of goods sold (750)
Expense deducti ons

Adverti si ng $6, 000

I nsur ance 775

O fice expense 1, 045

Suppl i es 350

Meal s and entertai nnent 437

Wages 750

Tot al (9, 357)

Net | oss (10, 107)
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In the statutory notice of deficiency, respondent disallowed in
full the cost of goods sold and the business expense deductions
because petitioner did not establish that each was “paid or
incurred during the taxable year and that the expense was
ordi nary and necessary” to his business.!?

Expenses which are ordinary and necessary in carrying on a
trade or business generally may be deducted in the year in which
they are paid. Sec. 162(a). The cost of goods sold is
subtracted fromgross receipts in determ ning a taxpayer’s gross

incone. Sullenger v. Conm ssioner, 11 T.C 1076 (1948).

A taxpayer generally must keep records sufficient to
establish the anounts of the itens reported on his Federal incone
tax return. See sec. 6001; sec. 1.6001-1(a), (e), Incone Tax
Regs. However, in the event that a taxpayer establishes that a
deducti bl e expense has been paid but is unable to substantiate
the precise anount, we generally may estinate the anmount of the
deducti bl e expense bearing heavily against the taxpayer whose
i nexactitude in substantiating the anmount of the expense is of

hi s own making. See Cohan v. Comm ssioner, 39 F.2d 540, 543-544

(2d CGr. 1930). W cannot estimate a deducti bl e expense,

however, unless the taxpayer presents evidence sufficient to

The ot her adjustnents nade in the notice of deficiency were
to the item zed deductions; these adjustnents are conputati onal
and will be resolved by the Court’s holding on the issue in this
case.
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provi de sone basis upon which an estinmate may be nade. See

Vani cek v. Commi ssioner, 85 T.C 731, 743 (1985).

Section 274(d) supersedes the Cohan doctrine. See Sanford

v. Comm ssioner, 50 T.C 823, 827 (1968), affd. 412 F.2d 201 (2d

Cr. 1969). As relevant here, section 274(d) provides that,

unl ess the taxpayer conplies with certain strict substantiation
rul es, no deduction is allowable for neals and entertai nnent
expenses or with respect to listed property. Listed property
generally includes conputers. Sec. 280F(d)(4). To neet the
strict substantiation requirenments, the taxpayer nust
substantiate the amount, tinme, place, and busi ness purpose of the
expenses. See sec. 274(d); sec. 1.274-5T, Tenporary |Incone Tax
Regs., 50 Fed. Reg. 46006 (Nov. 6, 1985).

We are not convinced that petitioner had a trade or business
within the nmeani ng of section 162(a). Petitioner’s testinony
concerning the all eged business activity can be summari zed as
follows. The business was started in May 1996 and | asted until
Decenber 1996. Beverly Castillo, a personal friend of
petitioner’s, perfornmed the housekeeping services, while
petitioner did marketing and busi ness devel opnent. The busi ness
started with six clients; Ms. Castillo already had been
perform ng housekeeping services for four of these clients before
petitioner becane involved in the business. According to an

agreenent, Ms. Castillo was to take all revenue fromthe first 10
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clients, and any further revenue woul d be divided equally. The
busi ness had no office, but petitioner rented a mailbox in
Modesto, California, for its use. Cdients would pay between $50
and $100 for the housekeeping services with the exception of one
client who was a cosnetic surgeon and who rendered paynent in the
form of breast inplant surgery. The cost of goods sold clainmed
on petitioner’s return in the amunt of $750 was the cost of M.
Castill o’ s housecl eaning services rendered to clean petitioner’s
personal residence “to foster notivation and enthusiasmin M.
Castillo.” This sane expenditure was al so clainmed as a deduction
for wage expense. The advertising expense of $6,000 consists
partly of advertising at a bar/restaurant during “Friday night
get-togethers with the local crowd” in which petitioner would
find out who needed housekeepers. The renai nder is non-
advertising expense which was categorized inproperly. Petitioner
al so purchased i nsurance and cl eani ng supplies for the business,
as well as a conputer that was used over half the tinme for
busi ness purposes. Finally, petitioner purchased neals while
traveling to look for clients. The business was term nated when
Ms. Castillo’ s boyfriend asked her to term nate her business
relationship with petitioner in order to foster their own
personal rel ationship.

We find that, at nost, petitioner was in the process of

starting a business which never materialized. However, assum ng
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arguendo that he did in fact have a trade or business, we hold
that he is not entitled to the cl ai ned deductions (or to the cost
of goods sol d) because they have not been substantiated. See
secs. 274(d), 6001. Petitioner clained that flooding destroyed
his records, but provided neither corroboration of this assertion
nor any reconstructed records. Furthernore, petitioner’s
testinony--the only evidence he provi ded--was vague concerni ng
specific itenms and did not provide a sufficient basis upon which
we coul d estimate any anounts.

Revi ewed and adopted as the report of the Small Tax Case
Di vi si on.

To reflect the foregoing,

Deci sion will be entered

for respondent.




