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RUME, Judge: This case was heard pursuant to the provisions
of section 7463! of the Internal Revenue Code in effect when the
petition was filed. Pursuant to section 7463(b), the decision to
be entered is not reviewable by any other court, and this opinion

shall not be treated as precedent for any other case.

1Unl ess otherwi se indicated, all section references are to
the I nternal Revenue Code as anended, and all Rule references are
to the Tax Court Rules of Practice and Procedure.
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Respondent determ ned a $2,600 deficiency in petitioner’s
2007 Federal incone tax on the basis of respondent’s partial
di sal |l owance of petitioner’s clained item zed deduction for hone
nortgage interest paid during the taxable year. The issue for
decision is whether petitioner is entitled to deduct hone
nortgage interest in an anount greater than $5,974 for the year
in issue.

Backgr ound

Sone of the facts have been stipulated and are so found.
The stipulation of facts and the attached exhibits are
i ncorporated herein by this reference.

At the tinme the petition was filed, petitioner resided in
Nort h Caroli na.

Begi nning in 2003 and conti nui ng throughout the year at
i ssue petitioner lived with her boyfriend, Adam Beeman, in a hone
in Worcester, Massachusetts. M. Beeman purchased the hone in
hi s individual capacity in 2002 and, until June 2007, was solely
liable for the nortgage on the property.

In early February 2003 petitioner noved into the hone, and
she and M. Beeman agreed that petitioner would pay rent in an
anount equal to one-half of the nonthly nortgage paynent.
Petitioner paid rent directly to M. Beeman and never submtted

paynment to the nortgage | ender directly.
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During 2004 M. Beenman returned to school after deciding to
| eave his job. At that tinme petitioner and M. Beenman agreed
that petitioner would assune nore responsibility for paynent of
the nortgage and the couple’s remaining bills until M. Beenman
returned to work. In Cctober 2006 petitioner and M. Beeman had
a child together, with whomthey shared their hone. At that tine
t he coupl e decided that M. Beeman woul d becone a stay-at-hone
parent rather than return to the workforce. As a result of their
decision, until June 2007 petitioner continued to be the primary
provi der for paynent of the famly’ s expenses, including the
nortgage. Before June 2007 any anmpunts that petitioner
contributed to the nortgage paynents were paid directly to M.
Beeman, who then paid the nortgage | ender.

When petitioner noved into the hone, she and M. Beeman had
di scussions regarding their plans to renovate the property.
Petitioner and M. Beeman nmade substantial upgrades to the honme
t hroughout the tine that they |lived there. The renovations began
shortly after petitioner noved in and continued through 2007.
Sonme of the nore substantial inprovenents were the installation
of wood flooring and a conplete renodel of two roons during early
2007. Petitioner paid for and perfornmed part of the renovation
wor k conducted on the hone.

From 2003 to 2007 petitioner thought it was best that she

not be “legally attached on the nortgage”, because she and M.
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Beeman were not married. Before 2007 petitioner considered al
anounts she contributed toward the nortgage to be “rent”.
However, at sone point during 2007 petitioner changed her m nd
regardi ng ownership of the hone and decided that it would be
prudent for her to becone an owner. Petitioner was notivated by
her concern that she m ght take responsibility for paynment of M.
Beeman’s obligations and be left without any recourse if the
couple were to “split up” or if the hone were sold. Petitioner
and M. Beeman agreed that petitioner should have property rights
in the hone because of her contributions toward the nortgage
paynment, the couple’s other expenses, and the inprovenents to the
property. The informal agreenent between petitioner and M.
Beeman was nade orally and never reduced to a witing. The exact
date at which this agreenent was reached is unclear, although it
necessarily occurred at sonme point before June 13, 2007, the date
on which petitioner’s nane was added to the nortgage and pl aced
on the deed to the hone.

Petitioner tinely filed a Form 1040, U.S. Individual
| ncone Tax Return, for the taxable year 2007 with the Internal
Revenue Service. On Cctober 13, 2009, respondent issued
petitioner a notice of deficiency for the taxable year 2007 in
whi ch he determ ned a $2,600 deficiency in petitioner’s Federal
incone tax. On her return petitioner clainmed a home nortgage

i nt erest deduction of $16,358. Respondent, on the basis of
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third-party payor data, allowed petitioner a deduction of only
$5, 974, which appears to be the amount of interest paid after
petitioner acquired title and becane |liable on the nortgage. The
i ssue for decision is whether petitioner is entitled to deduct
home nortgage interest in an anmount greater than $5,974 for the
year in issue.

Di scussi on

Deductions are a matter of |egislative grace, and the
t axpayer bears the burden of proving entitlenment to the

deductions clained. Rule 142(a); INDOPCO, Inc. v. Comm ssioner,

503 U.S. 79, 84 (1992); New Colonial Ice Co. v. Helvering, 292

U. S. 435, 440 (1934). The taxpayer bears the burden of
substantiati ng the amount and purpose of any itens clainmed as

deductions. Hradesky v. Conmm ssioner, 65 T.C 87, 89 (1975),

affd. per curiam540 F.2d 821 (5th G r. 1976).

Section 163(h)(1) generally disallows a deduction for
personal interest. An exception to this rule is qualified
residence interest. Sec. 163(h)(2)(D). Qualified residence
interest includes interest paid or accrued during the taxable
year on acqui sition indebtedness. Sec. 163(h)(3)(A).

Acqui sition indebtedness neans any i ndebtedness that is incurred
in acquiring, constructing, or substantially inproving any

qualified residence of the taxpayer and is secured by the
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residence. Sec. 163(h)(3)(B)(i). A qualified residence includes
the principal residence of the taxpayer. Sec. 163(h)(4)(A).

Cenerally, for interest on a nortgage to be deductible the
i ndebt edness nust be an obligation of the taxpayer and not an

obligation of another. Smith v. Conm ssioner, 84 T.C 889, 897

(1985), affd. w thout published opinion 805 F.2d 1073 (D.C. Cr
1986). However, section 1.163-1(b), Incone Tax Regs., provides:
“Interest paid by the taxpayer on a nortgage upon real estate of
which he is the legal or equitable owner, even though the
taxpayer is not directly Iiable upon the bond or note secured by
such nortgage, may be deducted as interest on his indebtedness.”
Where a taxpayer has not established | egal, equitable, or
beneficial ownership of property, we have disallowed the
taxpayer’s clai med nortgage interest deduction. Hynes v.

Conm ssioner, 74 T.C. 1266, 1288 (1980); Song v. Conm Ssioner,

T.C. Meno. 1995-446; Bonkowski v. Conm ssioner, T.C. Meno.

1970- 340, affd. 458 F.2d 709 (7th Gr. 1972).

In order for petitioner to be entitled to deduct the hone
nortgage interest for the portion of 2007 during which she was
not actually |liable on the nortgage, we nust find that she was
either a legal or equitable owner of the hone at that tinme. The
Court considers State law to determ ne the nature of a taxpayer’s

property rights. United States v. Natl. Bank of Commerce, 472
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U S 713, 722 (1985); Aquilino v. United States, 363 U S. 509,

513 (1960).

| . Legal Omnership

I n Massachusetts the statute of frauds requires that
contracts for the purchase and sale of real property be in

writing. Johnson v. Johnson, 946 N E. 2d 157 (Mass. App. C

2011); Belo, LLCv. 175 A de Canal Drive, LLC, No. 07 M SC 356331

(Mass. Land ., Feb. 2, 2010). Such writing must reasonably
identify the essential terns of the purchase contract, such as a
description of the property, identification of the parties, the
purchase price, and an indication that the transaction is a sale

of the property. Sinon v. Sinon, 625 N E. 2d 564, 567 (Mass. App.

Ct. 1994) (citing Schwanbeck v. Federal -Mqgul Corp., 592 N E. 2d

1289, 1294 (Mass. 1992), and M chelson v. Sherman, 39 N E. 2d 633

(Mass. 1942)). However, the witing requirenment nmay be excused
when “detrinmental reliance on, or part performance of, an ora
agreenent to convey property may estop the defendant from

pl eadi ng the Statute of Frauds as a defense.” Nessralla v. Peck,

532 N. E. 2d 685, 688 (Mass. 1989). Even so, this type of estoppel
is not available where a party relies to their detrinment on an
oral agreenent that |eaves significant details of the contract

unresol ved. See Pappas I ndus. Parks, Inc. v. Psarros, 511 N E. 2d

621, 623 (Mass. App. Ct. 1987).
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The record does not establish that petitioner was the |egal
owner of the honme before June 2007. Petitioner and M. Beeman’s
agreenent was not reduced to a witing that would satisfy the
statute of frauds, as is generally necessary for the transfer of

an interest in land in Massachusetts. See Johnson v. Johnson,

supra. In addition, the doctrine of equitable estoppel is not
available to legitimate any oral agreenent between petitioner and
M . Beeman, because there is no evidence in the record that the
parties reached agreenent on several inportant details of the
contract, including the purchase price and type of ownership

i nterest invol ved. See Pappas | ndus. Parks, Inc. v. Psarros,

supra. Furthernore, petitioner acknow edged that before 2007 it
was her intention that she not be “legally attached on the
nortgage” of M. Beeman’s honme. This intention is consistent
wWith petitioner’s decision to remain off the deed and unbound by
the terns of the nortgage before her inclusion on themin June
2007. Petitioner has not provided evidence to indicate any
change in her position as it relates to | egal ownership before
that tine.

1. Equi t abl e Omership

Before the tinme at which petitioner’s nane was added to the
nort gage, petitioner contends that she and M. Beeman had agreed
that they would share in any profits if the honme were sold.

Petitioner clains that this understanding was reached by early
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2007 and led to her eventual addition to the nortgage in June of
that year. Petitioner’s contention is that by paying portions of
t he nortgage paynent throughout the first half of 2007 and by
payi ng for inprovenents to the honme, she gai ned equitable
ownership in the property. Petitioner contends that she and M.
Beenman reached their agreenent on the basis of their
understanding that it would be unjust for petitioner to pay a
consi derabl e portion of the nortgage but not share in any of the
benefits of ownership.

In many States the purchaser of an interest in real property
is treated as the equitable owner of real estate fromthe date
t he purchase and sal e agreenent is reached; the rents and profits

belong to himand the | osses fall on him Laurin v. DeCarolis

Constr. Co., 363 N E.2d 675, 677 (Mass. 1977); see Beal v.

Attl eboro Sav. Bank, 142 N.E. 789, 790 (Mass. 1924). However,
Massachusetts has taken a different approach. Under
Massachusetts | aw, where an agreenent to transfer an ownership
interest in real property exists, the transferor retains the
legal title to the property “subject to an equitable obligation
to convey” it to the transferee on paynent of the purchase noney

price. Laurin v. DeCarolis Constr. Co., supra at 677. Until the

deed is delivered, the vendor bears all the risks of ownership
shoul d the property be destroyed. [d. at 678; Libman v.

Levenson, 128 N. E. 13, 13-14 (Mass. 1920). He also has the
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exclusive right to possession of the property and the right to

its rents and profits. Beal v. Attleboro Sav. Bank, supra at

790-791. Thus, the rights of the purchaser are nerely contract
rights and do not anmount to the rights of an ownership interest

in real property. Laurin v. DeCarolis Constr. Co., supra at 677.

On the record before us, we find that petitioner does not
have an equitable ownership interest in the honme under
Massachusetts law. Even if we were to assune that the vague and
undefi ned agreenment between petitioner and M. Beenman regarding
her interest in the home anounted to a valid contractual
agreenent for the transfer of an interest in real property under
Massachusetts law, it would be insufficient to confer an
equitable interest upon petitioner. This is because even after a
purchase agreenent is reached, the title to real property remains
with the seller and he retains all of the benefits and burdens
associated wth ownership until the point at which the deed is
actually delivered and the purchase noney paid. 1d. at 677-678.
Here, the deed was not delivered until petitioner was added to it
in June, and it is uncertain that any definite purchase price was
ever agreed upon so that it could have been paid. Therefore,
under Massachusetts |aw, equitable ownership of the honme remai ned
solely in the hands of M. Beeman before petitioner’s possession

of the deed and inclusion on the nortgage.
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In addition to State law, this Court also considers certain
factors to determ ne whether a taxpayer is an equitable or
beneficial owner of property, including whether the taxpayer:

(1) Has a right to possess the property and to enjoy the use,
rents, or profits thereof; (2) has a duty to maintain the
property; (3) is responsible for insuring the property; (4) bears
the property’ s risk of loss; (5) is obligated to pay the
property’s taxes, assessnents, or charges; (6) has the right to

i nprove the property wi thout the owner’s consent; and (7) has the
right to obtain legal title at any tine by paying the bal ance of

t he purchase price. Blanche v. Conm ssioner, T.C Meno. 2001-63,

affd. 33 Fed. Appx. 704 (5th Cr. 2002).

Several of these factors weigh against petitioner for the
period before her addition to the nortgage. Specifically,
petitioner did not have legal right to any rents or profits from
the home, nor did she bear any of the risk of | oss associ ated
with it. Furthernore, petitioner has not shown that she was
|l egally responsible for insuring the property or paying any
t axes, assessnents, or charges. There is also no indication that
petitioner had the right to obtain legal title by paying the
bal ance of the purchase price. Accordingly, we find that

petitioner was not an equitable owner of the hone before her nane



- 12 -
was added to the nortgage and deed in June 2007 and sustain
respondent’s determination in the notice of deficiency.

To reflect the foregoing,

Deci sion will be entered

for respondent.




