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COUVI LLI ON, Special Trial Judge: This case was heard

pursuant to section 7463 of the Internal Revenue Code in effect
at the tine the petition was filed.! The decision to be entered
is not reviewable by any other court, and this opinion should not

be cited as authority.

1 Unl ess ot herw se indicated, subsequent section
references are to the Internal Revenue Code in effect for the
years at issue. Al Rule references are to the Tax Court Rul es
of Practice and Procedure.



Respondent determ ned deficiencies of $1,924, $2,479, and
$3,146 in petitioners' Federal income taxes for 1995, 1996, and
1997, respectively.

The issues for decision are: (1) Wether, for 1995, 1996,
and 1997, petitioners are entitled to deduct travel expenses of
$37, 668, $36,393, and $14, 726, respectively, in connection wth
an air racing activity of David L. Rose (petitioner); (2)
whet her, for each of the years at issue, petitioners are entitled
to deduct | abor expenses in connection with petitioner's air
racing activity in excess of anmounts all owed by respondent; and
(3) whether, for 1996, respondent properly disallowed $8, 737 of
petitioners' claimed basis in a 1970 Pl ynouth Barracuda
aut onobil e sold during that year. The remaining adjustnments to
petitioners' item zed deductions, for each of the years at issue,
are conputational and will be resolved by the Court's hol di ngs on
t he af orenentioned issues.

Sonme of the facts were stipulated, and those facts, with the
annexed exhi bits, are so found and are incorporated herein by
reference. At the tinme the petition was filed, petitioners’
| egal residence was La Jolla, California.

Petitioner was a commercial airline pilot for American
Airlines for 33 years prior to his retirenment in May 1997. In
general, commercial airline pilots are required to retire at age

60, and that was the reason for petitioner's 1997 retirenent.
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Soon after he began flying with Arerican Airlines, petitioner's
flight base was San Francisco, California, where he lived until
1974. In 1972, petitioner took advantage of the opportunity to
change his flight base to San Diego, California, and fly routes
primarily from San Diego to the east coast. After flying out of
San Diego for 2 years, petitioner noved his personal residence
there sonetinme during 1974.

In 1994, Anmerican Airlines closed its crew base at San
Diego, requiring pilots to bid for other flight bases in the
exi sting system Consequently, from June 1994 to June 1995,
petitioner's flight base was Mam, Florida; fromJune 1995
t hrough June 1996, petitioner's flight base was Chicago,
[1linois; and from June 1996 t hrough May 1997, petitioner's
flight base was Seattle, Washington. During the last 3 years of
his enploynment with American Airlines, petitioner primarily
captained international flights to Europe, South Anerica, and
Asia. Petitioner maintained his personal residence in the San
Di ego area during all of these years.

Around 1990, petitioner began to realize that his retirenent
was i mm nent, and he needed to becone involved in new financial
endeavors that he could continue upon his retirenent.
Petitioner's background in aviation led himto enbark on an
activity comonly known as air racing. Air racing conpetitions

are held worldwi de, in which participants fly private aircraft to



conpete for nonetary prizes. Sone races, known as pylon races,
are held on circular courses that provide starts and finishes at
a single location. For instance, at the National Chanpionship
Air Races held in Reno, Nevada, each Septenber, the "cl osed-
circuit" course is approximately 9 mles |ong, and sone cl asses
of participants approach flight speeds of 500 mles per hour. At
this rate of speed, one lap can be conpleted in little nore than
one mnute. All of the racing action takes place in clear view
of the spectators. |In cross-country races, the participants race
from one geographic |ocation to another.

In 1991, petitioner purchased his first aircraft and began
racing in Septenber 1992. During the years at issue, as well as
years subsequent thereto, petitioner was heavily involved in air
racing. In 1994 and 1995, petitioner designed his own racing
aircraft, the Mach Buster, which he began building in 1995. Sone
expenses related to the building of the Mach Buster are at issue
in this case.

In the late 1980s, petitioner becane involved in buying,
restoring, and selling classic autonobiles. During 1989,
petitioner purchased a 1970 Pl ynouth Barracuda autonobile
(Barracuda), on which he spent several years restoring.
Petitioner had sone degree of difficulty selling the Barracuda

but eventually sold it in 1996 at a significant |oss. The



adj usted basis in the car at the tine of its sale is at issue in
this case.

On their joint Federal incone tax returns for 1995, 1996,
and 1997, petitioners included Schedules C, Profit or Loss From
Busi ness (Schedules C), in connection with petitioner’s air
racing activity. In pertinent part, petitioners clained the
followi ng travel expenses and | abor expenses in connection with

the air racing activity:

Expenses 1995 1996 1997
Tr avel $37, 668 $36, 393 $14, 726
Labor 60, 722 19, 019 37, 605

In the notice of deficiency, respondent disallowed all of the
travel expenses clainmed for each of the years at issue. O the
| abor expenses cl ai med, respondent disallowed $12,250 for 1995,
$5, 000 for 1996, and $17,000 for 1997.

Additionally, on their 1996 return, petitioners included a
Schedule Cin connection with petitioner's classic car
restoration and sales activity. On this Schedule C, petitioners
reported sal es income of $29,000 and an adjusted basis of $76,771
(reported as cost of goods sold) in connection with the sale of
the af orenentioned restored 1970 Pl ynouth Barracuda autonobil e.

Thus, petitioners reported a |oss of $47,771 fromthe sale of the



- 6 -

Barracuda. In the notice of deficiency, respondent disall owed
$8, 737 of the clained basis in the Barracuda.

As a result of these adjustnents, respondent nade
conput ational adjustnents to petitioners' item zed deductions for
each of the years at issue.

The first issue is whether, for each of the years at issue,
petitioners are entitled to deduct travel expenses in connection
wWth petitioner's air racing activity. The parties have agreed
that petitioner's tax honme for the years at issue was not San
D ego but, rather, was either Mam, Chicago, or Seattle during
t hose years.?

Petitioner conducted his air racing activity in San D ego
during each of the years at issue. Therefore, petitioner
deducted away-from hone travel expenses for each day that he was
in San Diego during the years at issue. These included expenses
for |odging, neals, and incidental expenses while in San Di ego
but did not include a deduction of expenses for travel to and
fromhis various tax hone |ocations and San Di ego. Rather than

deducting his actual expenses in San D ego, petitioner elected a

2 A "honme" for purposes of sec. 162(a)(2) neans the
vicinity of the taxpayer's principal place of business rather
than the personal residence of the taxpayer, when the personal
residence is not in the sane vicinity as the place of enpl oynent.
Mtchell v. Comm ssioner, 74 T.C. 578, 581 (1980); Daly v.

Comm ssioner, 72 T.C. 190, 195 (1979), affd. en banc 662 F.2d 253
(4th Cr. 1981).




per diem anount for each day he was in San Diego. Petitioner
determ ned the nunber of days he was in San D ego during each of
the years at issue and then nultiplied that by a high-cost
locality per diemrate provided in various Internal Revenue
Service revenue procedures for the years at issue.?

For each of the years at issue, petitioner also deducted
expenses for traveling from San Diego to various air races and
air shows in |ocations such as Reno, Nevada. The travel expenses
clainmed by petitioner for each of the years at issue in

connection with his air racing activity were in the foll ow ng

anount s:
Expenses 1995 1996 1997
Per Diemin San Di ego $35,112  $31,212  $13,832
Travel to air races 2, 556 5,181 894
Tot al $37, 668 $36, 393 $14, 726

As stated previously, respondent disallowed all of the clained
air racing travel expenses for each of the years at issue.
Section 162(a) allows a deduction for the ordinary and

necessary expenses paid or incurred during the taxable year in

3 Rev. Proc. 94-77, 1994-2 C.B. 825, was in effect for
1995, Rev. Proc. 96-28, 1996-1 C.B. 686, was in effect for 1996
(as of April 1, 1996), and Rev. Proc. 96-64, 1996-2 C. B. 427, was
in effect for 1997. These publications provi ded hi gh-cost
locality per diemrates of $152 for 1995 and 1996 and $166 for
1997. In calculating his San D ego expenses, petitioner, for
reasons unexpl ai ned, used a per diemrate of $152 for 1995 and
1997 but used a rate of $153 for 1996.
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carrying on a trade or business. Section 162(a)(2) expressly
permts the deduction of traveling expenses, including neals and
| odgi ng, while away fromhone in the pursuit of a trade or

busi ness. A taxpayer may deduct a traveling expense under
section 162(a)(2) if the following three conditions are
satisfied: (1) The expense nust be reasonable (e.g., |odging,
transportation, fares, and food); (2) it nust be incurred while
away fromhone; and (3) it nust be an ordinary and necessary
expense incurred in the pursuit of a trade or business.

Commi ssioner v. Flowers, 326 U S. 465, 470 (1946). The rationale

in allow ng such a deduction is to alleviate the burden falling
upon a taxpayer whose business requires that he or she incur

duplicate living expenses. Tucker v. Conm ssioner, 55 T.C 783,

786 (1971); Kroll v. Comm ssioner, 49 T.C 557, 562 (1968).

Whet her the taxpayer satisfies the three recited conditions is

purely a question of fact. Conmm ssioner v. Flowers, supra at

470; WIls v. Comm ssioner, 411 F.2d 537, 540 (9th Gr. 1969),
affg. 48 T.C. 308 (1967). Expenses that do not neet these
criteria are considered personal expenses and are not deductible
under section 262(a).

Mor eover, a taxpayer generally is required to maintain
records to substantiate the anmount of his or her incone and
deductions. Sec. 6001; sec. 1.6001-1(a), Incone Tax Regs. Under

certain circunstances, where a taxpayer establishes entitlenent



to a deduction but does not establish the amobunt of the
deduction, the Court is allowed to estimate an all owabl e anmount.

Cohan v. Conmm ssioner, 39 F.2d 540 (2d Cr. 1930). However,

section 274(d) precludes use of the so-called Cohan rule and
provi des that no deduction is allowable under section 162 for any
travel i ng expenses, including nmeals and | odgi ng while away from
home unl ess the taxpayer conplies with strict substantiation
rules. Sec. 274(d)(1), (4). Particularly, the taxpayer mnust
substantiate the amount, tinme, place, and business purpose of the
enuner at ed types of expenses by adequate records or by sufficient
evi dence corroborating his own statenent. Sec. 274(d); sec.
1.274-5T(b)(2), (6), (c), Tenporary Incone Tax Regs., 50 Fed.
Reg. 46014, 46016 (Nov. 6, 1985).

To address circunstances under which it would be
i npracticable or overly burdensone to require detail ed
docunent ary evi dence, section 274(d) and the regul ati ons
t hereunder vest the Secretary with the authority to promul gate
regul ations that prescribe alternative nmethods for substantiating
expenses covered by section 274. Sec. 1.274-5T(j), Tenporary
| ncone Tax Regs., 50 Fed. Reg. 46032 (Nov. 6, 1985). Pursuant to
this authority, the Secretary issued Rev. Proc. 94-77, 1994-2
C.B. 825; Rev. Proc. 96-28, 1996-1 C B. 686; and Rev. Proc. 96-
64, 1996-2 C.B. 427, in effect for the years 1995, 1996, and

1997, respectively, providing rules under which the anount of
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ordi nary and necessary busi ness expenses of an enpl oyee for
| odgi ng, neal s, and/or incidental expenses incurred while
traveling away from home will be deemed substantiated for
pur poses of section 274(d). These revenue procedures al so
provi de an optional nethod for enployees and sel f-enpl oyed
i ndi vidual s to substantiate the anmount of business, neal, and
i nci dental expenses incurred while traveling away from hone.
Petitioner relies on these revenue procedures to support the per
di em expense deductions clained for the days he was in San Di ego
during the years at issue.*

Wil e section 4.01 of each of the aforenentioned revenue
procedures authorizes the per diemnmethod to substantiate
| odgi ng, neal, and incidental costs, the per diemnethod is
avail able only to enpl oyers who pay a per diemallowance in lieu
of reinbursing the actual expenses an enployee incurs while
traveling away from honme. Therefore, petitioner’s clainmed San
D ego expenses are not included wthin this provision because he
was sel f-enpl oyed in connection with the air racing activity.
Al t hough petitioner, as a self-enployed individual, is entitled
torely on the per diemnethod all owed under section 4.03 of each

of the aforenentioned revenue procedures, such reliance is

4 Petitioner repeatedly made reference to Rev. Proc. 93-
50, 1993-2 C.B. 586; however, this revenue procedure was not in
effect for any of the years at issue but, rather, was effective
fromJan. 1 through Dec. 31, 1994.
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limted to only neals and incidental expenses and not | odgi ng.
Accordingly, petitioner’s clained San D ego | odgi ng expenses for
each of the years at issue are not deened substantiated under the
af orenenti oned revenue procedures, and, since petitioner
mai nt ai ned no i ndependent records under section 274(d) to
substanti ate these expenses, he is not entitled to a deduction of
the cl ai ned | odgi ng expenses for those years.

As stated, section 4.03 of each of the aforenentioned
revenue procedures allows a self-enployed taxpayer the per-diem
met hod for neal s and incidental expenses, but only if the
t axpayer "substantiates the elenents of tinme, place, and business
purpose of the travel expenses"”. Respondent argues that
petitioner failed to substantiate these elenents and, therefore,
is not entitled to the per diemnethod for neals and incidental
expenses for the years at issue.

Upon an exhaustive exam nation of the record in this case,
the Court finds that petitioner has adequately substantiated the
time and place but not the business purpose of his days in San
Di ego during the years at issue. Petitioner's personal residence
was in San Diego during each of the years at issue, and the Court
is satisfied that petitioner would have spent the sanme nunber of
days there regardl ess of whether or not he was conducting a trade
or business in San Diego during those years. Moreover, section

1.162-2(b) (1), Income Tax Regs., provides that, if travel
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expenses are incurred for both business and other purposes, such
expenses are deductible only if the travel is primarily related
to the taxpayer's trade or business. If atripis primarily
personal in nature, expenses incurred are not deductible even if
t he taxpayer engaged in sone business activities at the
destination. 1d.

Whet her travel is related primarily to the taxpayer's trade
or business or is primarily personal is a question of fact. Sec.

1.162-2(b)(2), Income Tax Regs.; Hol swade v. Conmi ssioner, 82

T.C. 686, 698, 701 (1984). The amount of tinme during the period
of the trip that is spent on personal activity, conpared to the
anount of tinme spent on activities directly relating to the
taxpayer's trade or business, is an inportant factor in

determ ning whether the trip is primarily personal. The taxpayer
nmust prove that the trip was primarily related to the trade or
business. Rule 142(a). Petitioners failed to establish that
petitioner spent nore time on his air racing activity than on

personal endeavors during his days in San Diego.?®

5 As the Court understands the evidence presented,
petitioner attributed the entire time he was not flying
comercially to tinme in San D ego that was devoted exclusively to
his trade or business activities in San Diego, with no all owances
made for personal tinme petitioner spent with his wife and famly
or other personal endeavors. There is also sone indication that
the records of American Airlines reflected that petitioner was
flying for the airline on certain days; yet, petitioner clained
t hese sane days in San Diego attending to his trade or business

(continued. . .)
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Al t hough petitioner may have devoted nunerous hours during
his time in San Diego to the air racing activity, the Court
concl udes that petitioner's travel to San Diego was primarily
personal in nature and was not primarily related to his air
racing activity. Mreover, the Court is satisfied that, but for
the fact that his personal residence was in San Di ego, petitioner
woul d not have conducted his air racing activity there but would
have chosen what ever | ocation coincided with his personal
resi dence. Consequently, the Court holds that petitioner is not
entitled to the per diemnethod for neals and incidental expenses
for his time spent in San Diego during 1995, 1996, and 1997.

Thus, the Court holds that petitioners are not entitled to deduct
any travel expenses in connection with the air racing activity
for the days petitioner was in San Diego during the years at

i ssue.

Wth respect to the other travel expenses clained in
connection with the air racing activity for petitioner's trips to
various air races, the Court is satisfied that petitioner did
i ncur travel expenses in connection with these trips.

Unfortunately, however, petitioners failed to substantiate the

5(...continued)
activities. Oher records of American Airlines reflected
petitioner was not flying on certain days because of ill ness;
yet, petitioner clained those sane days as being engaged in his
trade or business in San D ego.
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anount, tinme, place, and busi ness purpose of these expenses as
requi red by section 274(d). Under this circunstance, the Court
is precluded fromusing the Cohan doctrine to estimte the anmount
of the travel expenses incurred in connection with such travel.
Accordingly, the Court holds that petitioners are not entitled to
deduct travel expenses in connection with petitioner's trips to
air races for any of the years at issue. Thus, petitioners are
not entitled to deduct any travel expenses in connection with
petitioner's air racing activity for any of the years at issue.
Respondent is sustained on this issue.

The second issue is whether petitioners are entitled to
deduct | abor expenses for each year at issue in connection with
the air racing activity in excess of amobunts all owed by
respondent. On Schedules C of their returns, petitioners
deduct ed | abor expenses of $60, 722 for 1995, $19,019 for 1996,
and $37,605 for 1997. 1In the notice of deficiency, respondent
di sal | oned | abor expenses of $12, 250, $5,000, and $17, 000,
respectively, for 1995, 1996, and 1997, due primarily to | ack of
substantiati on. Respondent also argues that, if the Court finds
that petitioners substantiated the disallowed amounts, such
anounts represented expenses for construction of the Mach Buster
ai rpl ane, and, thus, these anobunts are not deductible with
respect to the air racing activity and should be capitalized

subject to depreciation with respect to the Mach Buster.
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As to the question of substantiation, the Court finds on
this record that petitioners substantiated | abor expenses of
$60, 096 for 1995, $17,406 for 1996, and $41, 960 for 1997.
Therefore, in addition to the | abor expenses respondent all owed
for each year in the notice of deficiency, the Court finds that
petitioners substantiated | abor expenses of $11,624 for 1995,
$3,387 for 1996, and $21, 355 for 1997. The Court next considers
whet her these additional |abor expenses were related to
construction of the Mach Buster airplane, in which event such
expenses woul d be capitalized, or whether these expenses were
incurred in connection with the air racing activities.

Section 263(a)(1) provides generally that no deduction shal
be allowed for "Any anmount paid out for new buildings or for
per manent inprovenents or betternents nmade to increase the val ue
of any property or estate.” The Treasury regulations interpret
this text by listing the following itemas an exanple of a
capital expenditure: "The cost of acquisition, construction, or
erection of buildings, machinery and equi pnment, furniture and
fixtures, and simlar property having a useful |ife substantially
beyond the taxable year." Sec. 1.263(a)-2(a), |Incone Tax Regs.

Wet her an expense is deductible under section 162(a) or
nmust be capitalized under section 263(a)(1l) is a factua
determ nation for which there is no controlling rule. "[E]ach
case 'turns on its special facts'", and "the cases sonetines

appear difficult to harnonize." |1NDOPCO, Inc. v. Conm ssioner,
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503 U.S. 79, 86 (1992) (quoting Deputy v. du Pont, 308 U.S. 488,

496 (1940)). Petitioners bear the burden of establishing their
right to deduct the disputed expenses. |d. at 84, 86; Wlch v.
Hel vering, 290 U. S. 111, 114-116 (1933); A E. Staley

Manuf acturing Co. & Subs. v. Conm ssioner, 119 F.3d 482, 486 (7th

Cr. 1997), revg. and remanding 105 T.C. 166 (1995).
Under the current |aw on capitalization, an expenditure may
be deductible in one setting but capitalizable in a different

setting. For exanple, in Comm ssioner v. ldaho Power Co., 418

US 1, 13 (1974), the Suprenme Court observed the following as to

wages paid by a taxpayer in its trade or business:

O course, reasonable wages paid in the carrying on of
a trade or business qualify as a deduction from gross
i ncone. * * * But when wages are paid in connection
with the construction or acquisition of a capital
asset, they nust be capitalized and are then entitled
to be anortized over the life of the capital asset so
acquired. * * *

Thus, when an expense creates a separate and distinct asset, it

usual ly nmust be capitalized. Conmm ssioner v. Lincoln Sav. & Loan

Association, 403 U S. 345 (1971); EMR Corp. & Subs. v.

Comm ssioner, 110 T.C 402, 417 (1998); lowa-Des Mines Natl.

Bank v. Comm ssioner, 68 T.C 872, 878, (1977), affd. 592 F.2d

433 (8th Gr. 1979). Wen an expense does not create such an
asset, the nost critical factors to consider are the period of
time over which the taxpayer wll derive a benefit fromthe

expense and the significance to the taxpayer of that benefit.
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| NDOPCO, Inc. v. Conmi ssioner, supra at 87-88; United States V.

Mss. Chem Corp., 405 U. S. 298, 310 (1972); EMR Corp. & Subs. v.

Conmi ssi oner, supra at 426; Conn. Mut. Life Ins. Co. V.

Conmm ssi oner, 106 T.C 445, 453 (1996).

The record reflects that the additional |abor expenses
substantiated by petitioners were incurred in connection wth the
construction of the Mach Buster airplane, an asset having a
useful life substantially beyond the years in which the
expenditures were incurred. Therefore, the Court holds that the
af orenenti oned additional |abor expenses substantiated by
petitioners, i.e., $11,624, $3,387, and $21, 355 for 1995, 1996,
and 1997, respectively, are not currently deductible but, rather,
must be capitalized and eventual |y depreciated as a portion of
the cost of constructing the Mach Buster airpl ane.

Finally, petitioners contend that the Mach Buster airplane
was placed in service in 1997, and, thus, sone depreciation
shoul d be allowed for that year. Conversely, respondent contends
that the Mach Buster was placed in service no earlier than 1998,
and perhaps later, therefore, no depreciation for the airplane
shoul d be allowed for any of the years at issue.

Section 167(a) allows taxpayers a depreciation deduction for
t he exhaustion and wear and tear of property used in a trade or
busi ness or held for the production of inconme. Property becones
depreci abl e beginning when it is "placed in service". Pigaly
Wagly S., Inc., v. Conmm ssioner, 84 T.C 739, 745 (1985), affd.
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on anot her issue 803 F.2d 1572 (11th Gr. 1986); Cenente v.

Comm ssioner, T.C Menp. 1985-367; sec. 1.167(a)-10(b), Incone

Tax Regs. Property is considered "placed in service" when it is
ready and available for a specifically assigned function. Piggly

Wagly S.., Inc., v. Commi ssioner, supra;, WIllians v.

Comm ssioner, T.C Meno. 1987-308; sec. 1.167(a)-11(e)(1)(1),

I ncome Tax Regs. Consequently, although the Mach Buster had not
been flown in an air race during any of the years at issue, it
could still be considered depreciable in the year in which it
becanme "ready and available" for flying in air races.

The record reflects that the Mach Buster airplane was not
ready and available for air racing until sonetine after 1997.
Al though it appears that construction of the aircraft was
conpleted in early 1997, a so-called "flutter anal ysis" was
conducted on the Mach Buster by a third party during nost of the
remai nder of 1997. A flutter analysis was described by

petitioner as "an exam nation of the basic aerodynam cs of the

ai rplane and the structure as conpleted.” The flutter analysis
determ nes how an airplane will "react to the airloads on it"
during flight; i.e., whether the aircraft conmponents wll fly

snmoothly or "flutter so rapidly that they destroy thensel ves."
The flutter analysis findings were not published until February
1998.

Petitioner contends that, even though the flutter analysis

findings were not published until February 1998, he coul d have
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flown the airplane at any tine after its conpletion in early
1997. In connection wth that argunent, the follow ng testinony
was offered at trial:

COURT: * * * So then fromwhat you're telling nme, while

this process [the flutter analysis] was underway, the

FAA probably woul d not have allowed you to fly that

pl ane.

PETI TIONER:  Oh, actually, they would have, Your Honor.
A flutter analysis is not required on an aircraft.

COURT: Well, then why were you having it done?

PETI TI ONER: Because | amcautious. | don't want to

kill nyself in an airplane that cones apart due to

flutter. * * *
The Court is satisfied that the Mach Buster was not ready and
avai lable for its specifically assigned function, i.e., air
racing, until at |east February 1998, when petitioner becane
satisfied by the flutter analysis results that the aircraft was
airworthy.® Thus, the Court finds that the Mach Buster airplane
was not placed in service during the years at issue. Therefore,
petitioners are not entitled to depreciation deductions on the
Mach Buster for any of the years at issue.

The final issue for decision is whether, for 1996,

respondent properly disallowed $8, 737 of petitioners' clained

6 The Court finds it al so notable, although not
determ native, that petitioner attenpted to enter the Mach Buster
in the National Chanpionship Air Races at Reno, Nevada, for Sept.
1999; however, the Reno Air Race Association rejected the entry
because the Mach Buster had not been previously denonstrated on
t he race course.
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adj usted basis in a 1970 Pl ynouth Barracuda aut onobile sold
during that year. During 1989, in connection with his classic
car restoration and sales activity, petitioner purchased a 1970
Pl ynout h Barracuda autonobile for restoration and resale. After
extensively restoring the Barracuda, petitioner encountered sone
difficulty in selling the car. However, petitioner eventually
sold the Barracuda during 1996 for $29,000, at a substanti al
loss. On the classic car restoration Schedule C of their 1996
return, petitioners reported sales inconme of $29,000 in
connection with the Barracuda and an adjusted basis in the car
(reported as cost of goods sold) of $76,771. Thus, petitioners
clained a | oss of $47,771 fromthe sale of the Barracuda. After
deducting $1,770 in other various expenses, petitioners clained a
net | oss of $49,541 fromthe classic car restoration and sal es
activity. In the notice of deficiency, respondent disall owed
$8, 737 of the $76,771 cl ai ned adj usted basis in the Barracuda.
Section 1011(a) provides that the adjusted basis for
determining gain or loss fromthe sale or other disposition of
property is the basis determ ned under section 1012, adjusted as
provided in section 1016. GCenerally, under section 1012, the
basis of property is its cost. The cost is the anount paid for
such property in cash or other property. Sec. 1.1012-1(a),
| ncone Tax Regs. The cost basis is increased by the cost of
capital inprovenents and betternments nmade to the property. Sec.

1016(a)(1); sec. 1.1016-2(a), Inconme Tax Regs. Moreover, the
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cost basis is decreased by the anpbunt of any depreciation
previously allowed but not by I ess than the anmount allowable with
respect to the property. Sec. 1016(a)(2); sec. 1.1016-3(a),
| ncome Tax Regs.

Taxpayers generally bear the burden of proving entitlenment

to costs and deducti ons cl ai ned. Bennett Paper Corp. & Subs. v.

Conm ssi oner, 699 F.2d 450, 453 (8th Cr. 1983), affg. 78 T.C

458 (1982). However, as stated previously herein, this Court may
estinmate costs and al | owabl e deducti ons under certain

ci rcunst ances. Cohan v. Conm ssioner, 39 F.2d at 543-544. Any

such estimate, however, nust have a reasonabl e evidentiary basis.

Vani cek v. Commi ssioner, 85 T.C. 731, 742-743 (1985). W thout

such a basis, any all owance woul d anmount to ungui ded | argesse.

Wllians v. United States, 245 F.2d 559, 560 (5th Cr. 1957).

After review ng the evidence presented by petitioners in
support of their clainmed adjusted basis in the Barracuda, the
Court finds that petitioners failed to substantiate a basis in
the Barracuda in excess of the anount allowed by respondent in
the notice of deficiency. Respondent is sustained on this issue.

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

Deci sion will be entered

for respondent.




