Sanders v. Commissioner, 75 T. C. 157, 1980 U. S. Tax Ct. LEXIS 37 (U. S.
Tax Court, October 21, 1980)

A partnership may depreciate air rights consumed in a landfill operation on land it
has contracted to purchase, even if not solely for that purpose.

Summary

In Sanders v. Commissioner, a partnership formed to purchase and operate a landfill
on the O’Neill tract sought to deduct dump fees as business expenses or
depreciation. The U. S. Tax Court denied the deduction of dump fees as rent under
IRC §162(a)(3) because the partnership had an equity interest in the land. However,
it allowed depreciation deductions for the air rights consumed, applying the unit
depreciation method used in Sexton v. Commissioner. The court reasoned that the
partnership had control and possession of the land and would bear the economic
loss from its use, justifying the depreciation of the consumed space.

Facts

In 1973, Lorton Development Associates, a partnership including H. Kendrick
Sanders and F. Bruce Bach, contracted to purchase the O’Neill tract for $392,800.
The contract allowed immediate use for landfill operations, with a $2 per load dump
fee credited against the purchase price. Lorton operated the landfill throughout
1973 and 1974, paying $28,226 and $24,088 in dump fees, respectively. By 1977,
the tract was filled, reducing its value to $261,350, which Lorton paid to finalize the
purchase.

Procedural History

The IRS disallowed Lorton’s deduction of dump fees as business expenses, leading
to deficiencies in the partners’ personal income taxes for 1973 and 1974. The case
was heard in the U. S. Tax Court, where Lorton argued for the deduction as business
expenses, cost of goods sold, basis for capital gains, or depreciation.

Issue(s)

1. Whether the dump fees paid by Lorton are deductible as rent under IRC §162(a)?
2. Whether Lorton is entitled to depreciation deductions for the air rights consumed
in its landfill operations?

Holding

1. No, because the dump fees were part of the purchase price of the property, and
Lorton had an equity interest in the land.

2. Yes, because Lorton held a depreciable interest in the air rights and could prove
the diminution in value caused by the landfill operations.
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Court’s Reasoning

The court found that the dump fees were not deductible as rent under IRC
§162(a)(3) because they were credited against the purchase price, giving Lorton an
equity interest in the land. However, the court allowed depreciation deductions for
the air rights consumed, following Sexton v. Commissioner. It reasoned that Lorton
had control and possession of the land, and the economic loss from the landfill
operations would fall on Lorton. The court calculated the depreciation using the unit
method, based on the total number of loads dumped and the diminution in the land’s
value.

Practical Implications

This decision clarifies that dump fees cannot be deducted as rent when part of a
purchase price, but air rights consumed in landfill operations on contracted land can
be depreciated. Practitioners should carefully analyze contracts for land purchases
to determine whether payments are part of the purchase price or separate business
expenses. The ruling expands the application of the Sexton case, allowing
depreciation for air rights even when land is not purchased solely for landfill
purposes. Businesses in similar situations should maintain detailed records of the
space used and the value of the land to support depreciation claims.
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