STATE OF ALABANA § STATE OF ALABANA
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§ ADM NI STRATI VE LAW DI VI SI ON
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Taxpayers. §
ORDER

The Revenue Departnment assessed inconme tax against John B. and
Certrude Baird ("Taxpayers") for the cal endar year 1983. The
Taxpayers appealed to the Admnistrative Law D vision and a hearing
was conducted on May 31, 1988. The Taxpayers were represented at
said hearing by M. John B. Baird ("Taxpayer"). Assistant counse
Nancy Cottle appeared for the Departnent. Based on the evidence
presented in the case, the following findings of fact and
conclusions of |aw are hereby nmade and entered.

FI NDI NGS OF FACT

The Taxpayers filed a 1983 Al abama i nconme tax return on Apri
16, 1984. An anmended return was filed on Cctober 2, 1984. The
Department audited the amended return and nmade the follow ng
adj ust nent s:

(1) Schedul e C expenses of $29,694.00 were disall owed because
they were incurred by a corporation, Consolidated Health Care
Services, and not the Taxpayers. Al so, the Taxpayers failed to
substanti ate the expenses by adequate records.

The expenses were based on a conputer printout show ng vari ous
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expenditures by Consolidated Health Care Services. The Taxpayers

argue that they incurred the expenses while operating under the
corporate name, Stat Nurses, Inc., but that they should be all owed
to personally claimthe expenses because Stat Nurses, Inc. had been
di ssolved prior to the subject tax year. The Taxpayers produced
deposit receipts show ng deposits into the account of Stat Nurses,
Inc., but no other records (cancelled checks, bills, invoices,
etc.) were provided by which +the expenditures could be
subst anti at ed.

(2) The Taxpayers sold stock in 1983 for $71,825.00, of which
$55,935. 00 was received and reported in 1983. The bal ance was
received and reported in 1984. The Departnent included the entire
anount as incone in 1983 because nore than 40% of the gross sales
price was received in that year. Consequently, the sale could not
be reported as an installnment sal e under Code of Ala. 1975, §40-18-
44, The Taxpayers' incone for 1984 was correspondi ngly reduced.

(3) The Departnent denied those deductions for neals,
entertainment, |odging and autonobile expenses that were not
substantiated. The Departnent allowed all verified expenses. The
Taxpayer testified that at |east 90% of his entertai nment expenses
were paid by credit card. However, the Taxpayer failed to maintain
cont enpor aneous records showi ng a specific business purpose for the
expenses.

(4) M scellaneous | egal expenses were al so disallowed for |ack
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of substantiation. No records were provided indicating that the
| egal fees were business related, and the Taxpayer testified that

be could not recall why the fees were paid.

(5) The nedical expense and sal es tax deductions were adjusted
due to the increase in adjusted gross incone. The Taxpayers do not
obj ect to those adjustnents.

CONCLUSI ONS OF LAW

(1) A taxpayer nust provide adequate records from which a

cl ai ned deduction can be verified. Showel!l v. CI.R, 238 F.2d 148;

Al sobrook v. U. S., 431 F. Supp. 1122. In the present case, the

claimed Schedule C loss was based on a conputer printout of
expenses incurred under the name of Consolidated Health Care
Servi ces. However, even assumng that the expenses could be
cl ai med personally by the Taxpayers on their individual return, no
records were provided from which the clainmed expenses could be
verified. Thus, the Schedul e C expenses were properly disall owed
by the Departnent.

(2) Code of Ala. 1975, §40-18-44 governs installnment sales and
provided in 1984 that a taxpayer could report income on the
install ment basis only if less than 40% of the selling price was
received in the first year. The 40% requirement was revoked
effective January 1, 1985. Thus, because the Taxpayers received

nore than 40% of the stock sales price in 1984, §40-18-44 did not
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apply and the entire anount shoul d have been reported in 1984.

(3) As in paragraph (1) above, the Taxpayer was required to
mai ntai n proper records from which his business expenses coul d be
clearly and fully ascertained. The Taxpayer produced a nunber of
credit card receipts, but failed to designate a business purpose
for the expenses. Wt hout specific substantiation, the clained
expenses were properly disall owed.

(4) Again, the Taxpayer was required to establish by adequate
records that the clainmed legal fees were incurred for a business
pur pose. However, no such records were produced and the Taxpayer
testified that he was uncertain as to why the | egal fees were paid.

Consequently, the claimed legal fee deduction was properly
di sal | owed.

(5) The Taxpayer presented no objections to the Departnent's
adjustnments relating to the nedical expense and sales tax
deduct i ons.

The above consi dered, the Revenue Departnent is hereby directed
to make final the prelimnary assessnent as entered, wth
applicable interest as required by statute.

Done this 21st day of June, 1988.

Bl LL THOVPSON
Chi ef Adm nistrative Law Judge



