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FI NAL ORDER

The Revenue Departnent assessed incone tax agai nst Horace M
& Mldred F. Day (Taxpayers) for the year 1987. The Taxpayers
appealed to the Admnistrative Law Division and a hearing was
conducted on February 21, 1990. Mtchell WIIianms appeared for the
Taxpayers. Assistant counsel Duncan Crow represented the
Departnment. This Final Order is entered based on the evidence and
argunents presented by the parties.

FI NDI NGS OF FACT

Horace M Day (Taxpayer) is in the business of buying and
selling real estate and tinber. The Taxpayer purchases tinberl and,
cuts and sells the tinber, and then either resells the land or
holds it as rental property. 1In sone instances it is inportant for
the Taxpayer to cut and renove the tinber from the property as
qui ckly as possi bl e.

The Taxpayer personally guaranteed several bank |oans for J.
R Ti nber Conpany (Ti nber Conpany). The Ti nber Conpany was owned
and operated by the Taxpayer's son and daughter-in-Iaw. The

Taxpayer had no ownership interest in the Tinber Conpany and was



not involved in the managenent of the business.

The Taxpayer's son died in 1987. The Ti nber Conpany coul d not
repay the bank |oans, and the bank subsequently demanded paynent
fromthe Taxpayer. The Taxpayer satisfied the | oans in the anount
of $66,203.06 in October, 1987. The issue in dispute is whether
the | oans paid by the Taxpayer can be deducted as a busi ness bad
debt .

The Taxpayer argues that he guaranteed the | oans to keep the
Ti mber Conpany in business so that he woul d have access to a tinber
operator that would cut his tinmber on short notice. I n that
respect, significant anmount of tinber for the Tinber Conpany was
not under exclusive contract. However, the Tinber Conpany was nhot
under exclusive contract with the Taxpayer, and the Taxpayer
occasionally used other tinber operators when the Ti nber Conpany
did not have a crew avail abl e.

CONCLUSI ONS OF LAW

A business-related bad debt can be fully deducted under
Al abama | aw, see Code of Ala. 1975 §40-18-15(a)(7). However, a
nonbusi ness or personal bad debt cannot be deducted, see Depart nent
Reg. 810-3-15-.07(9).

The busi ness or nonbusi ness nature of a debt nust be deci ded
on the particular facts of each case. The U S. Suprene Court has
determned that to be a business bad debt, the debt nust have a

dom nate rather than only a significant business notivation, see



3
US Vv. Generes, 92 S. . 827; Alsobrook v. U S., 566 F.2d 628.

The Taxpayer argues that he guaranteed the |oans for the
Ti mber Conpany to insure that he would have a |unber conpany
available to cut his tinber on short notice. However, while
keepi ng the Tinber Conpany in business nmay have in sone respects
benefited the Taxpayer's business and allowed the Taxpayer to
realize nore profit on sone transactions, the Taxpayer has failed
to prove that the Tinber Conpany was essential to his business or
that he woul d not have been successful but for the existence of the
Ti mber Conpany.

G ven that the Taxpayer's son owned and operated the Tinber
Conpany, and that the Tinber Conpany was not essential or necessary
for the successful operation of the Taxpayer's business, it nust be
determned that the | arge unsecured | oan guaranties were primarily
nmotivated by the Taxpayer's personal desire to help his son, and
were not primarily or dom nantly business notivated. Accordingly,
the ampbunt paid by the Taxpayer to satisfy the |oans cannot be
deducted as a business bad debt.

The above consi dered, the assessnent in issue should be nade
final as entered, with applicable interest.

Entered this 29th day of March, 1990.

Bl LL THOMPSON
Chi ef Adm nistrative Law Judge



