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KROUPA, Judge: This case was heard pursuant to the
provi sions of section 7463! of the Internal Revenue Code in
effect at the time the petition was filed. Pursuant to section

7463(b), the decision to be entered is not reviewabl e by any

1Al section and Code references are to the Internal Revenue
Code in effect for the year at issue, and all Rule references are
to the Tax Court Rules of Practice and Procedure, unless
ot herw se i ndi cat ed.
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ot her court, and the opinion shall not be treated as precedent
for any other case.

Respondent determ ned a $3,360 deficiency in petitioners’
Federal inconme tax for 2003. After concessions,? we are asked to
deci de whet her petitioners are entitled to deductions for various
expenses. W find that petitioners are entitled to deduct sone
of the expenses they clained on their returns.

Backgr ound

Sone of the facts have been stipulated and are so found.
Petitioners resided in Mnneapolis, Mnnesota, at the tinme they
filed the petition.

M. Soholt’s Business Activities

Petitioner M. Soholt was a financial adviser and retirenent
pl anner for Metropolitan Life Insurance Conpany (MetLife) in
2003. He provided financial advisory services and products to
various clients and groups. M. Soholt used his car to neet with
clients and prospective clients at |ocations convenient to them
Sonetimes he would take clients or prospective clients out for
coffee or a light neal or snack.

M. Soholt worked froma hone office set up in the basenent

that constituted approximtely 18 percent of petitioners’ hone

2Petitioners concede that they are not entitled to deduct a
portion of their personal property taxes and that they are not
entitled to deduct expenses for professional publications.
Respondent concedes that petitioners are entitled to deduct their
expenses for continuing education and |icensing.
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based on square footage. MetLife |eased hima | aptop conputer

t hrough which he could connect to the MetLife network from hone.

The home office also included a desk, filing cabinets, and

st orage space for marketing and informational nmaterials.

Al t hough M. Soholt kept a few de mnims personal papers in the

filing cabinets, the famly living area was | ocated on anot her

fl oor of the home, and the hone office was not used for famly

activities. M. Soholt insured the honme office (including its

mat eri al s and equi pnent) agai nst flood and ot her catastrophes.

Petitioners installed a second tel ephone Iine to the house for

M. Soholt to use for business. M. Soholt used calling cards to

dial clients long distance. He also had a cellular phone.
Petitioners subscribed to the Sunday Star Tribune. M.

Soholt read the business section each week to | earn about

busi ness news in the area and to be prepared in case a client

asked hima question about a particular news story. Both

petitioners read other sections of the newspaper for personal

reasons.

Ms. Soholt’s Business Activities

Petitioner Ms. Soholt was a flight attendant for Northwest
Airlines (NWA) during 2003. She was on sporadic | eave from
January through May, however. The sporadic | eave program
instituted during the airline’s economc crisis brought on by the

2001 terrorist attacks, allowed NWA enpl oyees to take tinme off
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fromwork on a nonth-to-nmonth basis without being fired or laid
off. Ms. Soholt and the other enployees in the sporadic |eave
programcould be recalled at any tinme. NWA recalled Ms. Soholt
in June 2003, and she resunmed her normal NWA duties, flying about
15 to 20 days per nonth for the remai nder of the year.

Ms. Soholt was assigned to reserve status on certain days.
Al t hough she was not scheduled to fly on a reserve status day,
she could be summoned to fly if the airline needed her. NWA
required Ms. Soholt to have a tel ephone and, when on reserve
status, to respond to phone calls within 20 m nutes so that she
could get to the airport for the assigned flight.

Ms. Soholt used the Internet fromhome periodically to
check her flight schedule and NWA e-mail as well as to submt
bids for future flight schedules. She subscribed to Conpuserve
for this purpose because it was the only Internet service
provi der NWA aut horized. Ms. Soholt periodically drycl eaned the
uni forms NWA required her to wear.

Petitioners donated clothing and other itens to charity and
al so made cash contributions during 2003. Petitioners had a
growing famly and periodically contributed itens they no | onger
needed to charity.

Petitioners’ Return

Petitioners clainmed certain expenses on Form 1040, Schedul e

A, ltem zed Deductions, on their joint return for 2003. They
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clainmed they were entitled to deduct charitable contributions as
wel | as unrei nbursed enpl oyee busi ness expenses. The
unr ei mbur sed enpl oyee busi ness expenses petitioners clained
i ncl uded expenses for the business use of their honme, cell phone,
| nternet, equi pnent, autonobile, hospitality, insurance,
publ i cations, telephone, and uniform cl eaning.

Respondent exam ned petitioners’ return for 2003 and i ssued
petitioners a deficiency notice in which he disallowd many of
t he expenses for |ack of substantiation. Petitioners tinely
filed a petition.

Di scussi on

This is primarily a substantiation case. The parties
resol ved many of the di sputed expenses before trial. W are
asked to determ ne whether petitioners are entitled to deduct the
remai ni ng expenses. W begin by outlining basic fundanental tax
principles involving substantiation. First, the Conm ssioner’s
determ nations are generally presuned correct, and the taxpayer
bears the burden of proving that these determ nations are

erroneous.® Rule 142(a); INDOPCO, Inc. v. Conmi ssioner, 503 U.S.

79, 84 (1992); Welch v. Helvering, 290 U. S 111 (1933). Second,

deductions are a matter of |egislative grace, and the taxpayer

3Petitioners do not claimthe burden of proof shifts to
respondent under sec. 7491(a). Petitioners also did not
establish they satisfy the requirenents of sec. 7491(a)(2). W
therefore find that the burden of proof remains with petitioners.
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has the burden to prove he or she is entitled to any deduction

clainmed. Rule 142(a); Deputy v. du Pont, 308 U.S. 488, 493

(1940); New Colonial lIce Co. v. Helvering, 292 U S. 435, 440

(1934); Welch v. Helvering, supra. This includes the burden of

substantiation. Hradesky v. Conm ssioner, 65 T.C. 87, 90 (1975),

affd. per curiam540 F.2d 821 (5th Cr. 1976).
A taxpayer nust substantiate amounts claimed as deducti ons
by mai ntaining the records necessary to establish he or she is

entitled to the deductions. Sec. 6001; Hradesky v. Commi SsSi oner,

supra. The taxpayer shall keep such permanent records or books
of account as are sufficient to establish the anount of
deductions clainmed on the return. Sec. 6001; sec. 1.6001-1(a),
(e), Income Tax Regs. The Court need not accept a taxpayer’s
self-serving testinmony when the taxpayer fails to present

corroborative evidence. Beam v. Conm ssioner, T.C. Mnob. 1990-

304 (citing Tokarski v. Conmm ssioner, 87 T.C 74, 77 (1986)),

affd. without published opinion 956 F.2d 1166 (9th Cr. 1992).
We shall now proceed to consider whether petitioners are

entitled to deduct the clainmed expenses, beginning with

petitioners’ charitable contributions of cash and property.

Charitable Contributions

Petitioners clainmed they contributed $6,897 of cash to
charitabl e organi zations in 2003, and respondent allowed all but

$232 based on receipts from donee organi zations as well as
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cancel ed checks. Petitioners also clainmed they contributed
property worth $3,492 to charitabl e organizations in 2003, and
respondent all owed $89.

Charitable contributions a taxpayer nmakes are generally
deducti bl e under section 170(a). No deduction is all owed,
however, for any contribution of $250 or nore unl ess the taxpayer
substantiates the contribution by a contenporaneous witten
acknow edgnent of the contribution by the qualified donee
organi zation.* Sec. 170(f)(8)(A). The deduction for
contributions of property equals the fair market value of the
property on the date contributed. Sec. 1.170A-1(c)(1), Incone
Tax Regs.

A taxpayer claimng a charitable contribution is generally
required to maintain for each contribution a cancel ed check, sone
communi cation fromthe donee organi zati on acknow edgi ng recei pt
of a contribution and showi ng the date and anmount of the
contribution, or other reliable witten records show ng the nane
of the donee, along with the date and anount of the contribution.

Sec. 1.170A-13(a)(1)(i) to (iii), Income Tax Regs.

“There are now stricter requirenents for contributions of
money. Sec. 170(f)(17). No deduction for a contribution of
nmoney in any anmount is allowed unless the donor maintains a bank
record or witten conmuni cation fromthe donee show ng the nane
of the donee organization, the date of the contribution, and the
anount of the contribution. 1d. This new provision is effective
for tax years beginning after Aug. 17, 2006. Pension Protection
Act of 2006, Pub. L. 109-280, sec. 1217, 120 Stat. 1080.
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We first consider petitioners’ cash contributions. They
were able to substantiate all cash contributions except $232.
They failed to introduce any receipts or cancel ed checks for the
remai ni ng $232 cash contributions they claimthey made in 2003.
Petitioners are therefore not entitled to deduct the additional
$232 for cash contributions.

We next turn to petitioners’ contributions of property.
Petitioners introduced receipts indicating they donated cl othing
and ot her m scel | aneous goods eight tinmes in 2003. These
recei pts do not list the specific itens contributed and sinply
note that petitioners donated a certain nunber of bags.
Petitioners also introduced a worksheet they prepared when
preparing their tax return that purports to Iist and val ue nore
specifically the itenms petitioners contributed. M. Soholt
testified that petitioners estimted the value of the clothing
t hey donated at one-half the original cost but also admtted he
did not think used clothing was worth half as nmuch as it was
worth new. Petitioners did not introduce any evi dence supporting
their estimated value or regarding the quality of the donated
itens that would permt us to estimate its val ue.

Whil e we are convinced that petitioners donated property to
charity in 2003, petitioners have failed to provide any reliable
evidence of the itens they donated or their values. Petitioners

are therefore not entitled to deduct any additional amount for
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charitabl e contributions of property other than the $89
respondent al | owed.

Unr ei mbur sed Enpl oyee Busi ness Expenses

We next consider the unreinbursed enpl oyee busi ness expenses
petitioners clained on Schedule A. W begin by outlining the
general rules to claimbusiness expenses. In general, al
ordi nary and necessary expenses paid or incurred in carrying on a
trade or business during the taxable year are deductible. Sec.
162(a). Services perforned by an enpl oyee constitute a trade or

business. O Milley v. Conmm ssioner, 91 T.C 352, 363-364 (1988);

sec. 1.162-17(a), Income Tax Regs. An expense is ordinary for
these purposes if it is normal or customary within a particul ar

trade, business, or industry. Deputy v. du Pont, 308 U S. at

495. An expense is necessary if it is appropriate or hel pful for

t he devel opnent of the business. Comm ssioner v. Heininger, 320
U S. 467, 471 (1943). Personal, living, or famly expenses, on
the other hand, are not generally deductible. Sec. 262.

| f a taxpayer establishes that he or she paid or incurred a
deducti bl e busi ness expense but does not establish the anmount of
t he deduction, we may approxinmate the amount of the all owabl e
deduction, bearing heavily against the taxpayer whose

i nexactitude is of his or her own nmaking. GCohan v. Conm ssioner,

39 F.2d 540, 543-544 (2d Cr. 1930). For the Cohan rule to

apply, however, a basis nust exist on which this Court can make
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an approxi mation. Vanicek v. Comm ssioner, 85 T.C 731, 742-743

(1985). Wthout such a basis, any all owance woul d anmount to

ungui ded | argesse. WIllianms v. United States, 245 F.2d 559, 560

(5th Cr. 1957).
Certain business expenses may not be estimated because of
the strict substantiation requirenments of section 274(d). See

sec. 280F(d)(4)(A); Sanford v. Comm ssioner, 50 T.C 823, 827

(1968), affd. per curiam412 F.2d 201 (2d Cr. 1969). For such
expenses, only certain types of docunentary evidence wll
suffice.

Unr ei mbur sed Enpl oyee Busi ness Expenses Not Subject to Strict
Subst anti ati on

We first consider the unreinbursed enpl oyee busi ness
expenses not subject to the strict substantiation requirenents.
W then exam ne those enpl oyee busi ness expenses that are subject
to the additional strict substantiation requirenents.

Busi ness Use of the Home

Petitioners clainmed $4,190 m scel | aneous expenses for
busi ness use of their home during 2003. Expenses for business
use of a taxpayer’s honme are deductible only under very limted
circunstances. The taxpayer nust show that the portion of the

home purported to be used for business was exclusively used on a
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regul ar basis as the taxpayer’s principal place of business.
Sec. 280A(c)(1).°

Petitioners introduced pictures of their home and prepared a
rough sketch of the hone | ayout including square footage. M.
Soholt al so described the |ayout of his honme office and expl ai ned
the setup of his work area, filing cabinets, and storage space
for his MetLife marketing materials. M. Soholt admtted that he
kept a few personal documents in the filing cabinet such as
wills, copies of tax returns and siml|ar docunentation, but the
famly living area was | ocated on another floor of the hone and
the office area was not used for anything other than M. Soholt’s
busi ness activities. The honme office constituted 18 percent of
petitioners’ hone based on square footage.

We have carefully exam ned the parties’ exhibits and M.
Soholt’s testinony on this issue. W find his testinony on this
issue to be credible and the docunents reliable. W conclude
that 18 percent of petitioners’ home was regularly and
excl usively used as the principal place of business for M.

Soholt’s MetLife affairs. Petitioners are therefore entitled to

There is an additional requirement that the honme office be
for the conveni ence of the enployer. Sec. 280A(c)(1) (flush
| anguage). The record is unclear whether the parties dispute
this issue. Unreinbursed busi ness expenses are subject to the 2-
percent limtation of sec. 67.



- 12 -
deduct 18 percent of certain energy expenses® petitioners
i ncurred during 2003.

Not wi t hst andi ng that 18 percent of petitioners’ honme was
used as M. Soholt’s principal place of business, we cannot
accept certain docunentation petitioners introduced that appear
to be expenses for renodeling their kitchen. W nust disregard
t hese kitchen renodeling costs because the kitchen was not part
of the honme used exclusively for M. Soholt’s business.
Petitioners are therefore entitled to deduct only 18 percent of
t he energy expenses, which equals $467.7

| nt ernet Access Expenses

Petitioners clainmed $317 for Internet access expenses during
2003. W have previously characterized Internet expenses as

utility expenses. Verma v. Comm ssioner, T.C Meno. 2001-132.

Strict substantiation therefore does not apply, and we may
estimate the business portion of utility expenses under the Cohan

rule. See Pistoresi v. Comm ssioner, T.C Meno. 1999-309.

The parties stipulated that petitioners paid $317 for

Conmpuserve in 2003. Ms. Soholt provided credible testinony

5The parties stipulated that petitioners paid $1,180.30 to
Center Point Energy, $833.84 to Xcel Energy, and $580.09 to the
City of Mnneapolis Uility Billing Ofice in 2003, and
petitioners are entitled to deduct 18 percent of these expenses.

"W note that the deduction we permt for petitioners’
busi ness use of the hone would be subject to the inconme
limtations of sec. 280A(c)(5).
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regardi ng her need for and business use of the Internet. Ms.
Soholt subscribed to Conpuserve because that was the only
I nternet service provider that NWA authorized for access to the
NWA system She used the Internet to check her NWA work
schedul e, use her NWA e-mail, and submt her bids for her flight
schedule. The record does not reflect that any famly nenber
used the Conpuserve account for personal matters. W are
convi nced that the Conpuserve account was used primarily for Ms.
Sohol t’ s busi ness needs and that petitioners are thus entitled to
deduct the $317 they paid for Conpuserve.

| nsur ance Expenses

Petitioners clainmed $101 of insurance expenses. M. Soholt
testified that he bought an additional business policy through
their hone insurance to cover equipnent in the honme and to
provide a source of inconme if he were unable to work due to a
catastrophe or flood in the basenent. Petitioners introduced a
bal ance due notice from State Farmindicating that M. Soholt was
the insured on a “business policy.” The bal ance due notice was
prepared on Septenber 25, 2002, and notes that full paynent wll
conti nue coverage until August 19, 2003. W find M. Soholt’s
testinmony to be credi ble and conclude that petitioners have
adequately substantiated their insurance expense for the year.
Accordingly, petitioners are entitled to deduct $101 of insurance

expenses.



Publ i cati ons

Petitioners clainmed $91 of publication expenses.
Petitioners paid $98.80 for the Sunday Star Tribune for the year
at issue. M. Soholt read the business section of the paper to
famliarize himself wth area business news as well as to be
prepared in the event a client asked hi mabout a particul ar
busi ness article, although both petitioners read other parts of
t he Sunday paper for personal use.

The cost of a daily newspaper of general circulation is

general |y nondeducti ble. Wheeler v. Conmm ssioner, T.C. Mno.

1984-425. Petitioners testified that they each read parts of the
Sunday paper for reasons unrelated to M. Soholt’s business.
Petitioners’ use of the Sunday Star Tribune was not confined to

t he busi ness section. Petitioners have not offered a nethod for
us to estimate reliably how nuch of M. Soholt’s use of the
Sunday newspaper was for business. Petitioners are therefore not
entitled to any deduction for publications in 20083.

Tel ephone Expenses

Petitioners clainmed $912 of tel ephone expenses. The parties
stipulated that petitioners paid $462.69 to Qrvest for 2003.
Petitioners introduced docunentati on showi ng that they incurred
$39.64 in tel ephone charges from Power Net d obal Comuni cati ons,
3 cents fromTTlI, and $55 for Ml calling cards, but they did not

expl ain the Power Net d obal Comrunications or TTl charges. M.
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Soholt testified that they cal cul ated the business portion of
their tel ephone expenses by determ ning the cost of the second
tel ephone line for their honme that M. Soholt used for business.
Petitioners then added the cost of certain features on their
personal tel ephone line, such as call waiting, caller ID and
voi ce nessaging. M. Soholt used the calling cards to cal
clients | ong distance.

The parties’ stipulation and petitioners’ substantiation and
testinmony regarding this issue do not fully explain how
petitioners derived the $912 of tel ephone expenses they clai ned
for 2003. Petitioners’ docunentation and testinony regarding the
anount of charges attributable to the business tel ephone line is
uncl ear. Although we are permtted to estimte the business
portion of the tel ephone expenses under the Cohan rule,
petitioners have given us no basis for such an estimate. The
only thing petitioners have established is that M. Soholt used
calling cards to call clients long distance, and we find their
substantiation credible on this point. Petitioners are therefore
entitled to deduct $55 for calling cards.

Uni f orm d eani ng Expenses

Petitioners clainmed $303 for cleaning expenses for Ms.
Soholt’s NWA uni forns. Expenses for uniforns are deductible if
the uniforns are of a type specifically required as a condition

of enploynment, the uniforns are not adaptable to general use as
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ordinary clothing, and the uniforns are not worn as ordinary

clothing. Yeomans v. Comm ssioner, 30 T.C 757, 767-769 (1958);

Beckey v. Commi ssioner, T.C Mno. 1994-514.

Petitioners introduced the portion of the NWA Fli ght
Attendant agreenent requiring Ms. Soholt to wear a uniform
Ms. Soholt worked 15 to 20 days per nonth for the 7 nonths that
she was not on sporadic |leave. Ms. Soholt testified that she
did not dry clean her uniformeach tine she wore it and that she
often had to clean it herself due to the short tine between
trips. Petitioners also introduced receipts fromdry cl eaners
amounting to $122.59 in cleaning costs for the year, although the
recei pts do not specifically indicate that the cleaning charges
were for Ms. Soholt’s uniforns.

We are convinced that Ms. Soholt incurred sone expenses
during the year to clean her unifornms. W may estimate the
anount of uniform expenses under the Cohan rule. W estimate
that Ms. Soholt dry cleaned her uniformonce per nonth for the 7
nont hs she worked at NWA and is therefore entitled to deduct $105
for uniform expenses during 2003.

Expenses Subject to Strict Substantiation Requirenents

We now consi der those expenses that are subject to the
addi tional strict substantiation requirenments under section
274(d). Strict substantiation requires the taxpayer to generally

i ntroduce records or evidence show ng the anount of the expense,
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the time and place of the expense, the business purpose of the
expense, and the business relationship to the taxpayer of the
persons involved in the expense. Sec. 274(d). Expenses subject
to strict substantiation may not be estimated under the Cohan

rule. Sanford v. Commi ssioner, 50 T.C. at 827.

Cel |l ul ar Phone Expenses

Petitioners claimed $880 of cellular phone expenses for
2003. Cellular phones are included in the definition of “listed
property” for purposes of section 274(d)(4) and are thus subject
to the strict substantiation requirenents. Sec.

280F(d)(4) (A (v); Gaylord v. Conm ssioner, T.C Meno. 2003-273.

A taxpayer nust establish the anmpbunt of business use and the
anount of total use for the property to substantiate the anount

of expenses for |listed property. N tschke v. Conmm ssioner, T.C

Meno. 2000-230; sec. 1.274-5T(b)(6)(i)(B), Tenporary |Incone Tax
Regs., 50 Fed. Reg. 46016 (Nov. 6, 1985).

Petitioners introduced their cellular phone records at trial
and acknow edged which calls were personal. M. Soholt testified
that he used his cellular phone to call honme to check his voice
mai |, speak to his wife, and also to call MtLife nmessage centers
as well as nmake other business calls. Ms. Soholt used her
cel |l ul ar phone when she was on reserve status so that she could

respond to NWA within the required 20-m nute peri od.
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We have exam ned petitioners’ cellular phone records in
detail. Petitioners paid a flat fee for their cellular phones as
| ong as phone usage was within a certain limt per nonth and used
t he phones for both personal and business calls. Petitioners
therefore did not incur any expenses to use their cellular phones
for business purposes in addition to those they woul d have
incurred had they used their cellular phones only for personal
reasons. Further, any approximation or estimtion of cell phone
expenses attributable to business use is prohibited under section
274(d). Petitioners are therefore not entitled to deduct any
cel l ul ar phone expenses for 2003.

Equi pnent Expenses

Petitioners clainmed $795 of equi pnent expenses to rent and
mai ntain the | aptop conputer MetLife required M. Soholt to have
for his business. Conputers and peripheral equi pnment are “listed
property” and are therefore subject to the strict substantiation
requi renents. Sec. 280F(d)(4)(A) (iv).

Petitioners introduced a MetLife Human Capital Managenent
Systemreport indicating that a total of $795 was deducted from
his pay during 2003 for the laptop. M. Soholt testified that he
was required to have $15 deducted from each paycheck for the use
of the | aptop and any necessary mai ntenance. Petitioners
i ntroduced a pay stub showi ng a $15 deduction from M. Soholt’s

pay for the period endi ng Decenber 28, 2003. Petitioners also
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introduced a letter fromthe MetLife Regional Marketing Director
indicating that M. Soholt was not reinbursed for |aptop charges.
We find that the evidence petitioners introduced on this issue,
taken together, satisfies the strict substantiation requirenents.
Accordingly, petitioners are entitled to deduct $795 of equi pnent
costs for the | aptop.

Aut onobi | e Expenses

Petitioners clainmed $6,112 of autonobile expenses for 2003.
Passenger autonobiles are listed property under section 280F and
strict substantiation is therefore required. Sec. 274(d). No
deduction is allowed for any travel expense unless the taxpayer
substanti ates by adequate records or by sufficient evidence
corroborating the taxpayer’s own statenent the anount of the
expense, the mleage for each business use of the autonobile and
the total mleage for all use of the autonobile during the
taxabl e period, the date of the business use, and the business
purpose for the use. Sec. 1.274-5T(b)(6), Tenporary |ncone Tax
Regs., supra. Adequate records include the maintenance of an
account book, diary, |og, statement of expense, trip sheets,
and/ or other docunentary evidence, which, in conbination, are
sufficient to establish each el enent of expenditure or use. Sec.
1.274-5T(c)(2) (i), Tenporary Incone Tax Regs., 50 Fed. Reg. 46017

(Nov. 6, 1985).
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Taxpayers may use a standard m | eage rate established by the
I nternal Revenue Service in lieu of substantiating the actual
anmount of the expenditure. See sec. 1.274-5(j)(2), |Incone Tax
Regs. The standard mleage rate is generally nultiplied by the
nunber of business mles traveled. See Rev. Proc. 2002-61, 2002-
2 C.B. 616 (in effect for transportation expenses incurred during
2003). The use of the standard m | eage rate establishes only the
anount deened expended with respect to the business use of a
passenger autonobile. Sec. 1.274-5(j)(2), Income Tax Regs. The
t axpayer nmust still establish the actual mleage, the tine, and

t he busi ness purpose of each use. N cely v. Conm ssioner, T.C

Meno. 2006-172; sec. 1.274-5(j)(2), Incone Tax Regs.

Petitioners introduced an appoi nt nent cal endar for 2003 to
support their business m | eage deductions. M. Soholt kept the
calendar in his car during 2003 and nmade handwitten notations of
the total mleage incurred on days when he had to travel for
busi ness. M. Soholt calculated the mleage by determ ning the
difference on the odoneter fromthe beginning of the day to the
end of the day. M. Soholt acknow edged, however, that the daily
odonet er readi ngs al so possibly included non-business trips he
made during the day.

Al t hough we recogni ze the efforts M. Soholt nmade to record
his daily mleage, we are constrained to find that petitioners

failed to satisfy the strict substantiation requirenents.
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Petitioners’ docunmentation does not establish the portion of the
m | eage each day attributable to personal travel and is sinply a
notation of the total daily odoneter readings. Moreover,
petitioners’ |og does not sufficiently describe the business
pur pose of each neeting. Often, just a name or group is
identified. W therefore find that petitioners are not entitled
to any autonobil e expense deduction for 2003.

Hospitality Expenses

Petitioners clainmed $1,411 of hospitality expenses for 2003.
M. Soholt testified he incurred these expenses when he treated
clients or potential clients to neals or coffee during their
nmeet i ngs.

Ent ertai nnent expenses such as entertaining clients or
prospective clients at restaurants and coffee shops are subject
to the strict substantiation requirenents. See sec. 274(d)(2);

Gaylord v. Conm ssioner, T.C Meno. 2003-273; sec. 1.274-2(a),

I ncone Tax Regs. The taxpayer nust show the expense was directly
related to the active conduct of the taxpayer’s trade or business
as well as substantiate the anobunt, tinme and pl ace, business

pur pose, and business relationship to the taxpayer of the persons



- 22 .
entertained.® Sec. 274(a), (d); sec. 1.274-2(a), |ncome Tax
Regs.

Petitioners introduced various restaurant and coffee shop
recei pts to substantiate the entertai nnent expenses. M. Soholt
added notations on the receipts after the year at issue and
before trial. Some of these notations include the nane of a
person or a vague description such as “Answering Questions.”

W find M. Soholt’s testinony on this issue to be
t hought ful and credible. Unfortunately, the evidence petitioners
submtted to substantiate their hospitality expenses does not
nmeet the requirenents of section 274. Petitioners do not have
records indicating the business purposes of the expenses, M.
Soholt’ s business relationship to the persons entertained or any
other information that would conmply with the strict
substantiation requirenments. The notations on the receipts, nmade
after the year at issue, are sinply too vague to neet the
requi red standard. Petitioners are therefore not entitled to

deduct any hospitality expenses.

8For expenses incurred directly before or after a
substantial and bona fide business discussion, the taxpayer nust
show t he expense was associated with, rather than directly
related to, the active conduct of the trade or business. Sec.
274(a), (d); sec. 1.274-2(a), lIncone Tax Regs.
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To reflect the foregoing and the concessions of the parties,

Deci sion will be entered

under Rul e 155.




