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Taxpayers.

CPI Nl ON AND PRELI M NARY ORDER

The Revenue Departnent assessed 1989 Al abama incone tax
agai nst Jianyun Dong and Danher Wang (hereinafter jointly
"Taxpayers" or individually "husband" or "wife"). The Taxpayers
appealed to the Adm nistrative Law Division and a hearing was
conducted on February 3, 1993. The Taxpayers represented
t hensel ves. Assi st ant counsel Beth Acker represented the
Depart nent .

The Departnent audited the Taxpayers for 1989 and nade the
fol |l ow ng adj ust nent s:

(1) Educational expenses of $4,200.00 were disall owed;

(2) A scholarship or stipend of $14,864.48 received by the
husband was i ncluded as taxabl e inconeg;

(3) Enpl oyee busi ness expenses of $6,024. 00 were disal | oned,
and;

(4) Three dependent deductions totalling $900.00 were
di sal | oned.

(1) Educational Expenses.

The Taxpayers are both doctors and recei ved nedical degrees in

Chi na before noving to Birm nghamin the md-1980s. The Taxpayers
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both attended the University of Al abama at Birm ngham (UAB) as
post -doctorial chem stry or biology students during the years in
i ssue. The husband subsequently graduated and is now teaching at
UAB. The wife is still a student.

The Taxpayers clained $4,200.00 as educational expenses on
their 1989 return. The Taxpayers claim that they each paid
$2,400.00 in tuition in 1989 ($600.00 per quarter each for 4
quarters). They also claimthat they should be allowed to deduct
the cost of the books required for their courses. Unfortunately,
t he Taxpayers either failed to keep or destroyed their receipts for
t he expenses and provided only a single $600.00 tuition check in
support of the cl ai ned expenses.

The Departnent deni ed the educational expenses in full because
(1) the on-going education did not maintain or inprove the
Taxpayers' skills in their existing field, but rather qualified
them for a new trade or business, and (2) the expenses were not
properly substanti ated.

Educati onal expenses may be deducted if primarily for the
purpose of maintaining or inproving the taxpayer's skills in his
present enploynment. However, such expenses nmust be denied if the
education qualifies the student for a new trade or business or
all ows for substantial advancenent in a present position. Carroll
v. CI.R, 51 T.C 213, 418 F.2d 91; see also, Departnent Reg. 810-

3-15-.10.
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The Taxpayers in this case were both nedical doctors prior to
attending UAB. Although I amnot clear what the Taxpayers studied
or exactly what it qualified themto do, clearly the UAB education
has al |l owed the husband and will allowthe wife to enter new fields
they were previously not qualified to enter. Certainly the husband
was not qualified to teach at UAB before attending school there.

Consequent |y, the clai ned educati onal expenses nust be disall owed.

Al so, even if allowable, the Taxpayers failed to substantiate
all but $600.00 of the clainmd expenses. The burden was on the
Taxpayers to keep good records verifying all clainmed deductions,
and in the absence of adequate records the deductions nust be

disallowed. U S v. Wdtke, 627 F. Supp. 1034.

(2) The $14, 864. 48 schol arshi p.

The husband received $14,864.48 as a schol arship or stipend
fromUAB in 1989. The exam ner considered the anmount to be taxable
i ncone because as a condition to receiving the noney the husband
was required to conduct research and his work product was
controlled by the university.

The husband concedes that he was required to do research work
but argues that the research was necessary for his studies and al
other students in the program were subject to the sane
requirenents. The Taxpayers provided letters from two UAB
adm nistrators stating that the husband was subject to the sane

requi renents (research work) demanded of all students in the
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graduate program Taxpayers' Exhibits 1 and 2.

Money received as a true scholarship or grant is nontaxabl e,
but only if the anmount is not conpensation for services perfornmed
by the recipient for the grantor.' The recipient may be required
to performsone services, but the noney still qualifies as a tax-
free scholarship if all other students nust perform the sane
services. The anount received is not taxable if the primary purpose
for the paynment was to further the education of the recipient

rat her than as conpensation for services rendered. Logan v. U S.

518 F.2d 143.

In this case all other students in the husband' s programwere
required to do research and were subject to the sanme restrictions
and guidelines as the husband. The school retained control over
and could have benefited from the husband's research, but the
primary purpose for the scholarship was to advance the husband's
studies and not for the benefit of the school. Consequently, the
nmoney paid by UAB qualifies as a tax-exenpt schol arship and shoul d

be renoved fromthe audit. Contrast Sebberson v. CI1.R, 781 F. 2d

1034, in which a stipend received by a teaching assistant was
t axabl e because it primarily benefited the university.

(3) Enpl oyee Busi ness Expenses.

IThe non-taxability of schol arships is governed for federal
purposes at 26 U.S.C. §117. Al abama has no sim |l ar provision but
treats a "no strings" scholarship as an exenpt gift. See, Dept.
Reg. 810-3-14-.02. Cenerally speaking, the federal guidelines
are al so applicable for Al abama purposes.
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The Taxpayers do not contest this adjustnent.

(4) Three Dependent Deducti ons.

The husband's nother and father and the wife's father are from
China but lived with the Taxpayers in Birm nghamin Novenber and
Decenber, 1989. The Taxpayers claim that they provided all of
their parents' support during that period. However, the Taxpayers
must prove that they provided nore than half of their parents’
support during the entire year, not just the 2 nonths they lived
with the Taxpayers. Code of Ala. 1975, §40-18-19(a)(7). The
Taxpayers failed to do so in this case. Accordingly, the dependent
deducti ons were properly disall owed.

The Departnent examiner in this case conducted a thorough
audit and | appreciate her efforts and her help in explaining the
audit at the admnistrative hearing. The fact that | disagree with
her conclusions concerning the taxability of the scholarship
recei ved by the husband is a difference in interpretation only and
shoul d not reflect on her work.

The Departnent is directed to reconpute the Taxpayers
liability as set out above and thereafter informthe Adm nistrative
Law D vi sion of the adjusted anmount due. A Final Oder wll then be
entered fromwhich either party may appeal .

Entered on February 19, 1993.

Bl LL THOMPSON
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Chi ef Adm nistrative Law Judge



