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Edward  R.  Arevalo,  Petitioner  v.  Commissioner  of  Internal  Revenue,
Respondent,  124  T.  C.  244  (2005)

In Arevalo v.  Comm’r,  the U. S.  Tax Court ruled that Edward Arevalo was not
entitled  to  claim depreciation  deductions  or  the  disabled  access  credit  for  his
investment in pay phones. The court found that Arevalo did not possess the benefits
and burdens of  ownership necessary for  depreciation and was not  obligated to
comply with the Americans with Disabilities Act (ADA), thus not qualifying for the
tax credit. This decision clarifies the criteria for ownership and ADA compliance
required for such tax benefits.

Parties

Edward R. Arevalo was the petitioner, appearing pro se. The respondent was the
Commissioner of Internal Revenue, represented by Catherine S. Tyson.

Facts

Edward R. Arevalo entered into a contract with American Telecommunications Co. ,
Inc. (ATC) on June 7, 2001, investing $10,000 for legal title to two pay phones.
Concurrently, he signed a service agreement with Alpha Telcom, Inc. (ATC’s parent
company),  which managed the pay phones,  retaining most of  the profits.  Alpha
Telcom handled all  operational  aspects,  including installation,  maintenance,  and
revenue  collection.  Arevalo  had  no  control  over  the  pay  phones’  location  or
operation,  and  he  received  minimal  returns.  In  2001,  Arevalo  claimed  a  $714
depreciation deduction and a $1,894 disabled access credit on his tax return. The
IRS disallowed these claims, leading to a deficiency determination.

Procedural History

The IRS issued a notice of deficiency, disallowing Arevalo’s claimed deductions and
credits. Arevalo filed a petition with the U. S. Tax Court on July 26, 2004. The case
was set for trial on March 7, 2005, but Arevalo failed to appear and attempted to
withdraw his petition. The Tax Court proceeded to decision based on the evidence
presented, including stipulations of fact.

Issue(s)

Whether Arevalo was entitled to claim a depreciation deduction under 26 U. S. C. §
167 for the pay phones in 2001?
Whether Arevalo was entitled to claim a disabled access credit under 26 U. S. C. §
44 for his investment in the pay phones in 2001?

Rule(s) of Law

Depreciation deductions under 26 U. S. C. § 167 require the taxpayer to have a
depreciable interest in the property,  established by possessing the benefits and
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burdens of ownership. The disabled access credit under 26 U. S. C. § 44 requires the
taxpayer to be an eligible small business and to make eligible access expenditures to
comply with the ADA.

Holding

The Tax Court held that Arevalo was not entitled to claim a depreciation deduction
because he did not have the benefits and burdens of ownership of the pay phones.
Additionally,  the court held that Arevalo was not entitled to claim the disabled
access credit because his investment in the pay phones did not constitute eligible
access expenditures under the ADA.

Reasoning

The court reasoned that Arevalo did not have a depreciable interest in the pay
phones because he lacked control over their operation, location, and profits. The
court applied the benefits and burdens of ownership test, considering factors such
as legal title, control over the property, risk of loss, and profit entitlement. Arevalo’s
lack of involvement in the pay phones’ operation and his minimal risk of loss led the
court to conclude that he did not possess the requisite ownership interest.

Regarding the disabled access credit,  the court found that Arevalo’s pay phone
activities did not obligate him to comply with the ADA’s requirements under titles III
or IV. The court interpreted the ADA’s applicability to those who own, lease, or
operate  public  accommodations  or  are  common carriers  of  telephone  services.
Arevalo’s investment did not meet these criteria, as he did not operate the pay
phones or provide telephone services.

The  court  also  considered  policy  implications,  emphasizing  the  importance  of
ensuring  that  tax  benefits  are  claimed  only  by  those  with  genuine  ownership
interests  and  ADA  compliance  obligations.  The  court  distinguished  Arevalo’s
situation  from cases  where  taxpayers  had  more  substantial  involvement  in  the
property’s operation.

The court’s analysis included a review of precedents like Frank Lyon Co. v. United
States  and  Grodt  &  McKay  Realty,  Inc.  v.  Commissioner,  which  established
principles for determining ownership for tax purposes. The court also addressed the
treatment of the transaction as a security investment rather than a purchase, further
supporting its conclusion on depreciation.

Finally,  the court  noted Arevalo’s  failure to  appear at  trial  and his  attempt to
withdraw the petition, but chose not to impose sanctions under 26 U. S. C. § 6673,
despite indications that the petition might have been filed primarily for delay.

Disposition

The  Tax  Court  ruled  against  Arevalo,  denying  him  the  claimed  depreciation
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deduction  and  disabled  access  credit.  The  case  was  decided  under  Rule  155,
reflecting the court’s findings and the parties’ concessions.

Significance/Impact

The  Arevalo  decision  is  significant  for  clarifying  the  criteria  for  claiming
depreciation deductions and the disabled access credit. It emphasizes the necessity
of actual ownership and control over property for depreciation claims and the need
for  a  direct  obligation to  comply  with  the  ADA for  the  disabled access  credit.
Subsequent cases have cited Arevalo to support similar holdings, reinforcing the
court’s interpretation of ownership and ADA compliance. Practically, the decision
impacts tax practitioners by highlighting the importance of thoroughly evaluating
clients’ ownership interests and ADA obligations before claiming such tax benefits.


