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RUE, Judge: This case was heard pursuant to section 7463
in effect when the petition was filed. The decision to be
entered i s not reviewabl e by any other court, and this opinion

shoul d not be cited as authority.

1 Unl ess otherwi se indicated, section references are to the
I nternal Revenue Code in effect for the year in issue. Rule
references are to the Tax Court Rules of Practice and Procedure.
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Respondent determ ned a deficiency in petitioner’s 2002
Federal inconme tax of $4,279. After concessions by the parties,?
the issues for decision are whether petitioner can deduct: (1)
$6, 500 on Schedule A, Item zed Deductions, for cash charitable
contributions; (2) $1,800 on Schedule C, Profit or Loss From
Busi ness, for |egal and professional expenses; (3) $2,400 on
Schedule C for rental expenses; and (4) $2,155 on Schedule C for
busi ness use of the hone.

Sone facts have been stipulated and are so found. The
stipulation of facts and the attached exhibits are incorporated
by this reference. Wen the petition was filed, petitioner
resided in West Chester, Pennsylvani a.

Petitioner earned a bionedical engineering degree froma
community college in, or about, 1990 and al so graduated from
Lyons Tech in 1978. Wiile he served in the Air Force, petitioner
wor ked as an accountant. During the taxable year 2002,
petitioner worked full time for SEPTA and al so worked as a
financial adviser for Waddell & Reed.

Petitioner tinely filed his 2002 Federal incone tax return

via electronic filing. Petitioner’s return for 2002 was prepared

2 The parties stipulated that the proper nortgage interest
and real estate taxes on Schedule A, Item zed Deductions, are
$5, 143 and $1, 178, respectively, and that the proper nortgage
interest and real estate taxes on Schedul e E, Supplenental |ncone
and Loss, are $4,494 and $1, 254, respectively. At trial,
petitioner also conceded that he is not entitled to a deduction
for a $500 noncash charitable contribution.
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by Chal amar Muhanmmad, petitioner’s wife, who worked for Business
Managenent Solutions, Inc. (BM5). Chester Miuhammad, Chal amar
Muhamrad’ s father and petitioner’s father-in-law, owned BMS in
2002. Petitioner clained Chal amar Muhammad as a dependent on his
2002 Federal income tax return.® Respondent issued petitioner a
noti ce of deficiency.

Di scussi on

As a general rule, the Comm ssioner’s determ nations set
forth in a notice of deficiency are presuned correct, and the
t axpayer bears the burden of proving that these determ nations

are in error. Rule 142(a); Wlch v. Helvering, 290 U. S 111, 115

(1933). Pursuant to section 7491(a), the burden of proof as to
factual issues may shift to the Comm ssioner where the taxpayer

i ntroduces credible evidence and conplies with substantiation
requi renents, maintains records, and cooperates fully with
reasonabl e requests for w tnesses, docunents, and ot her
information. Petitioner has not nmet the requirenents of section
7491(a) because he has not nmet the substantiation requirenents or

i ntroduced credible evidence regardi ng the deductions at issue.

3 Petitioner reported that his filing status in 2002 was
head of household. Respondent did not change petitioner’s status
in the notice of deficiency. Nevertheless, petitioner testified
that he and Chal amar Muhanmmad were married in 2002, while
Chal amar Muhammad testified that they were not married. Chal amar
Muhanmmad al so testified that she could not renenber the date when
she and petitioner married.
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Section 6001 and section 1.6001-1(a), Incone Tax Regs.,

requi re that any person subject to tax or any person required to
file areturn of information with respect to incone, shall keep
such permanent books of account or records, as are sufficient to
establish the anmount of gross incone, deductions, credits, or
other matter required to be shown by such person in any return of
such tax or information. Deductions are strictly a matter of
| egi slative grace, and the taxpayer bears the burden of proving

entitlenent to the clained deduction. Rule 142(a); | NDOPCO, Inc.

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

Hel vering, 292 U.S. 435, 440 (1934).

A. Charitable Contribution Deductions Cained on Schedule A

Respondent disall owed a deduction of $6,500 that petitioner
clainmed as charitable contributions. Respondent argues that
petitioner failed to retain adequate records and that the
docunents provided by petitioner to support cash contributions
shoul d be di sregarded because they do not constitute credible
evi dence.

Section 170(a) allows as a deduction any charitable
contribution the paynent of which is nade within the taxable
year. Deductions for charitable contributions are allowable only
if verified under regul ations prescribed by the Secretary. Sec.
170(a)(1). In general, the regulations require a taxpayer to

mai ntain for each contribution one of the following: (1) A
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cancel ed check; (2) a receipt fromthe donee;* or, in the absence
of a check or receipt, (3) other reliable witten records. Sec.
1. 170A-13(a) (1), Income Tax Regs. Section 1.170A-13(a)(2)(i),

| ncone Tax Regs., provides special rules to determ ne the
reliability of records on the basis of all the facts and

ci rcunst ances of the particular case and further provides factors
to consider in making this determ nation, including: (1) Wether
the witing that evidences the contribution was witten

cont enpor aneously and (2) whether the taxpayer keeps regul ar
records of the contributions.

Petitioner had a checking account in 2002; however, because
he clained to have nmade only cash charitable contributions,
petitioner provided no cancel ed checks to substantiate his
cl ai med deductions. Petitioner testified that the total cash
charitabl e contributions he clained were based on receipts he
received fromhis nosque, but that he could not provide the
recei pts because he shredded them

Petitioner produced two docunents to substantiate his
charitable contributions. The first is the conputer-generated
list of charitable contributions prepared by BVMS. The conputer-
gener at ed docunment |ists weekly contributions of $130 to Mihammad

Mosque No. 12 (the nosque) from January 8 to Decenber 27, 2002

“ Areceipt is required to contain the nane of the donee,
the date of the contribution, and the anount of the contribution.
Sec. 1.170A-13(a)(1l), Income Tax Regs.
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($6,500 total). At trial, petitioner testified that this
docunent was inaccurate.® The second is a two-page undated
docunent purportedly fromthe nosque consisting of a cover letter
and a list of total contributions to a variety of nosque funds.
At the bottomof the first page of the docunent there is an
address line but white correction fluid has been applied to
obscure a tel ephone nunber on that line. The contributions,

totaling $6,500, are |listed on the second page of the docunent as

foll ows:
SAVI QURS DAY ( FEB) $2, 200. 00
NO. 2 POOR CHARI TY $1, 000. 00
OBLI GATORY CHARI TY $1, 300. 00
MOSQUE NO 12 BLDG FUND $905. 00
LOCAL CHARI TY $565. 00
3 YEAR ECONOM C PLAN $530. 00

Thi s document does not show the dates or amounts of the
i ndi vi dual contri butions. Petitioner testified that he received
the latter docunment on May 28, 2006, nearly 4 years after the

al l eged charitable contributions were nade, and only provided it

> Petitioner had previously submtted another erroneous
docunent to respondent. Although petitioner eventually conceded
that he was not entitled to a noncash charitable contribution
deduction, he originally submtted to respondent a letter that
was allegedly fromthe Salvation Arnmy. The letter is addressed
to petitioner and thanks himfor donations of furniture and
clothing. Respondent obtained froma supervisor in the Vehicle
Donation Program of the Salvation Arny a certification of
busi ness records declaring that the letter submtted by
petitioner purporting to be fromthe Sal vation Arny was not
genui ne. The certification states that the division of the
Sal vation Arny fromwhich petitioner’s letter appears to have
been sent does not handle furniture and clothing, but only
vehi cl e donati ons.
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to respondent on June 5, 2006, the day before trial. The first
page indicates that the docunent was issued by “Sister LaVerne
Muhamrad, Del aware Val |l ey Regi onal Secretary.” However,
petitioner testified that LaVerne Muhamrad is not the current
Del aware Val |l ey Regional Secretary. Petitioner did not provide a
statenment of charitable contributions fromthe current regional
secretary or any current recordkeeper at the nosque.

Appl ying the previously nentioned standards for
substanti ating deductions for contributions, we find that
petitioner failed to provide reliable evidence of his purported
contributions and failed to neet his burden of proof. W hold
that respondent’s determ nation disallow ng petitioner’s clained
charitable contribution deduction is sustained.

B. Busi ness Expense Deductions O ai ned on Schedule C

Section 162(a) permts a taxpayer to deduct expenses paid or
incurred during the taxable year in carrying on the taxpayer’s
trade or business and requires a taxpayer to prove that the
expenses deducted were: (1) Paid or incurred during the taxable
year; (2) incurred to carry on the taxpayer’s trade or business;
and (3) ordinary and necessary expenditures of the business. See

sec. 162(a); Conmm ssioner v. Lincoln Sav. & Loan Associ ation, 403

U S. 345, 352 (1971).
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1. Legal and Prof essi onal Expenses

Respondent argues that petitioner failed to substantiate his
| egal and professional expenses because the receipts submtted by
petitioner are untrustworthy.

Petitioner produced four sales receipts fromBMsS, the
conpany that enployed petitioner’s wife and that was owned by his
father-in-law, to substantiate his | egal and professional expense
deducti ons.

Al t hough he had a checki ng account, each BMS recei pt
i ndi cates a $450 cash paynent.

Petitioner testified that the charges on the receipts
represented costs incurred while Chester Mihammad hel ped hi m set
up a limted liability conpany for his rental real estate
activity. The receipts indicate that they were for services
i ncl udi ng nonthly accounting, bookkeepi ng, and payroll.

Petitioner testified that he hired an enpl oyee, whom he paid
sonetinmes with both a check and cash and sonetines just with
cash. Petitioner issued neither a Form W2, Wage and Tax
Statenment, nor a Form 1099 and cl ai med no deduction for the

enpl oyee’ s wages. Petitioner testified that he did not deduct
hi s enpl oyee’ s wages because he did not want the enpl oyee to have
to pay taxes on them Petitioner’s testinony indicates that

al t hough the receipts he received from BVMS represent charges for
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payrol |l services, his paynents to his only purported enpl oyee
woul d not necessitate such services.

QG her than the BVMS receipts, petitioner failed to produce
any substantiation that he actually nade paynents to his father-
in-law or BMS or that the purported paynents actually related to
a trade or business. Gven the relationship between petitioner
and the people who operated BMS, the fact that the paynents were
all egedly made in cash, and the fact that the receipts indicate
that they were for payroll work that woul d seem unnecessary, we
find that petitioner has failed to neet his burden of proof.
Respondent’ s determ nation disallow ng petitioner’s clained | egal
and professional expense deductions is sustained.

2. Rent al Expenses

Respondent argues that petitioner failed to substantiate the
$2, 400 rental equi pnent expense deduction because the invoices
submtted by petitioner lack credibility and are generally
untrustworthy. To substantiate his rental expenses, petitioner
submtted five invoices from CB Associates indicating that he
| eased a | aptop conputer for $3,600 and a printer for $2,400 from
January 7 to Decenber 7, 2002, at nonthly rates of $300 and $200

for the conputer and printer, respectively.® Craig Brown,

® The invoice dates and anpunts purportedly paid in 2002 are
as follows: January 7-$500; April 7-%$1,500; August 7-%$2,000;
Novenber 7-$1,500; Decenber 7-$500. The return address for CB
Associ ates on the invoices was incorrect because it had the wong
(continued. . .)
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petitioner’s brother-in-law, owns CB Associates.’ Petitioner
claimred a deduction for the rental expense of the printer, but

not the conputer, on his return. Although the total |ease price
referenced in the invoices is based on a 12-nonth | ease term the
termreferenced on the invoices is for only the 11 nonths between
January 7 and Decenber 7, 2002.

Petitioner had a checking account in 2002 but purports to
have paid $6, 000 using nultiple noney orders for the | ease of the
conputer and printer from CB Associates. Petitioner did not
produce any noney order receipts or a | ease agreenent to
substantiate the expense he clainmed on his return for the | ease
of the printer. Petitioner testified that, after 11 nonths, he
returned the conputer and printer via mail to his brother-in-I|aw
i n Houston, Texas.

Bearing in mnd the questionable nature of several other
docunents that petitioner produced in this case, invoices
purporting to be froma famly nenber at an address that does not
exist are insufficient to substantiate petitioner’s rental
expense deductions. W find that petitioner has failed to neet

hi s burden of proof and hold that respondent’s determ nation

5(...continued)
ZI P Code.

" Petitioner initially testified that Craig Brown was his
father’s son, but he refers to himas his brother-in-Iaw
t hroughout the rest of his testinony.
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disallow ng petitioner’s claimed rental expense deduction is
sust ai ned.

3. Busi ness Use of Home

Respondent argues that petitioner is not eligible for a
busi ness use of hone deduction because his residence was not his
princi pal place of trade or business. |If the Court decides that
petitioner’s residence was his principal place of trade or
busi ness, respondent argues that the deductions petitioner
claimed in relation to the business use of hone, other than
nortgage interest and real estate taxes, should be disallowed for
a lack of substantiation. Mrtgage interest and real estate

taxes on petitioner’s hone have al ready been all owed.?

Section 280A(a) provides as a general rule that no deduction
ot herw se allowable to an individual “shall be allowed wth
respect to the use of a dwelling unit which is used by the
taxpayer during the taxable year as a residence.” The seem ngly
prohi bitory rule of section 280A(a) is aneliorated by section

280A(c), which provides exceptions for certain business uses. As

8 Petitioner submtted to respondent a Form 1098, Mortgage
Interest Statenent (fornmer Form 1098), in support of nortgage
i nt erest expenses of $5,142.69 and real estate taxes of $1,178.11
for petitioner’s personal residence. Petitioner also produced an
identical Form 1098 (latter Form 1098), except for the fact that
the amount for real estate taxes was changed from $1,178.11 to
$2,299. 11, an anount which petitioner originally included on
Schedule A of his return. The parties stipulated that the forner
Form 1098 was correct and the latter Form 1098 was incorrect
because it indicated an inproper anount for real estate taxes.



- 12 -

rel evant herein, section 280A(c) (1) provides that the general
rule of section 280A(a) is not applicable to any itemto the
extent it is allocable to a portion of the dwelling unit which is
excl usively used on a regular basis as the principal place of

busi ness for any trade or business of the taxpayer, or as a pl ace
of business which is used by patients, clients, or custoners in
meeting or dealing wth the taxpayer in the normal course of his
trade or business. Expenses deducted as a business use of hone
nmust be deducti bl e under section 162 or sone other Code section.

See sec. 280A(a).

Petitioner testified that he used his basenent as his hone
office. The evidence and testinony avail able do not indicate
that petitioner met wwth clients or custoners in his basenent.
Therefore, petitioner’s deductions for business use of honme can
only be sustained if he used the basenent on a regular basis as

the principal place of business for a trade or business.

Petitioner argues that an inconme statenent, which lists
operating expenses and which he testified had been created by
BMS, was created froma |og petitioner kept of his expenses and
was averaged over the year. Petitioner argues that this incone
statenent is sufficient to substantiate his business use of hone

expenses. Petitioner testified that from January 2001 to
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Sept enber 2002, he was being trained as a financial adviser for
Waddel | & Reed and worked out of an office in Langhorne,

Pennsyl vania. After Septenber 2002, petitioner was assigned to a
Waddel |l & Reed district office located in Philadel phia,

Pennsyl vani a, where petitioner had a desk fromwhich to work.

Petitioner also testified that he received assistance from
Chester Muhammad in setting up alimted liability conpany for
his rental real estate, but petitioner failed to establish that
he actually operated this enterprise fromhis basenment. 1In terns
of working in a business, petitioner refers nostly to his job as

a financial adviser for Waddell & Reed.

The evidence and testinony indicate that petitioner’s
princi pal place of business was the office of Waddell & Reed, in
Langhor ne, Pennsylvania, until Septenber 2002, and in
Phi | adel phi a, Pennsyl vania, for the rest of 2002. W find that
petitioner has failed to establish that his basenent was his
princi pal place of business in 2002. Because petitioner has
failed to neet the requirenents necessary to apply a section
280A(c) (1) exception to the general rule of section 280A(a), it
IS unnecessary to exam ne whether petitioner substantiated the

expenses he deducted in relation to the purported business use of
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home. Respondent’s determ nation disallow ng petitioner’s

cl ai ned busi ness use of hone deduction is sustained.
To reflect the foregoing,

Deci sion will be entered

under Rul e 155.




