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This appeal involves disputed final assessments of 2012, 2013, and 2014 Alabama
income tax entered against the above Taxpayers. The dispute involves whether certain
Schedule F expenses claimed by the Taxpayers in the subject years concerning their horse
boarding, training, and sales business were deductible as ordinary and necessary
business-related expenses. Specifically, the Taxpayers’ two teenage children rode horses
owned by the Taxpayers in various rodeos during the years in issue, and the Taxpayers
deducted rodeo entry fees, related travel and clothing expenses, and various other rodeo-
related miscellaneous expenses incurred in those years. The Department concedes that
the Taxpayers’ were operating a for profit business. Rather, it disallowed a portion of the
expenses as personal in nature, which resulted in the final assessments in issue.

The Taxpayers explained why they incurred the disputed expenses in their appeal
letter to the Tribunal, as follows:

In regards to the Schedule F, this is our family business. Our business

consists of training horses for rodeos and boarding of other horses, horse

training and etc. We have been doing this business for several years now

and we have finally figured out how it works making improvements along the

way. Our children work with us in the business. We brought in a trainer for

my daughter and son so that they could be trained properly on what to do

with the horses to make them show worthy. We take these horses to rodeos

and enter the rodeos to show outside people how these horses are being
trained and how the horses look and perform in hopes of either selling the
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the Tax Tribunal, addressed the issue, as follows:

Concerning factor (9), the Taxpayer admits that he likes being around goats,
and that he got into the business in part to have something.to do. Butthe
fact that a taxpayer enjoys an activity does not in itself negate the taxpayer's
intent to make a profit. In Gremmels v. State of Alabama, Docket Inc. 05-112
(Admin. Law Div. 7/18/2005), the issue was whether a taxpayer’'s horse
breeding activities constituted a trade or business. The Department argued
that the activity was a hobby because the taxpayer enjoyed horses. The
Division held as follows:

Finally, while the Taxpayer obviously enjoys being around
horses, that fact alone does not negate his intent to profit from
the activity. As stated in Engdahl, “there is no ‘benefit’ in
losing money.” Engdahl, 72 T.C. at 670. Viewing all of the
facts together, the Taxpayers did not engage in their horse
breeding activities primarily for pleasure or to create losses to
shield other income. (footnote omitted) Rather, they had a
genuine hope and expectation that they would be successful
and eventually realize a profit. Their related expenses are thus
deductible.

Gremmels at 6.

Disputed “hobby loss” cases are difficult to decide because the taxpayer
almost always has mixed motives. Understandably, the taxpayer will select
an activity that he has enjoyed in the past or expects to enjoy in the future.
For example, a person that was raised around horses may as an adult
choose to raise and sell horses, but the fact that the taxpayer may enjoy the
activity does not necessarily negate a profit motive if the taxpayer is engaged
in the activity with the intent and good faith expectation of making a profit.
Engahl, 72 T.C. at 666. A professional golfer most certainly enjoys golf, but
that does not negate the golfer’s intent to make a profit.

Price at 7 - 8.

The Department concedes in this case that the Taxpayers’ horse-related activities
were a profit-motivated business. Rather, the issue is whether the rodeo expenses relating
to the Taxpayers’ children constituted deductible ordinary and necessary business

expenses, see Code of Ala. 1975, §40-18-15(a)(1).
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The evidence is undisputed that the Taxpayers’ children participated in the rodeos
during the years in issue to promote the Taxpayers’ business by showing that the horses
were “kid safe.” In substance, the children were advertising the Taxpayers’ horses and the
Taxpayers’ training abilities. Under the circumstances, the expenses relating to the
children’s participation in the rodeos were ordinary and necessary business expenses, and
thus deductible.

The final assessments in issue are voided. Judgment is entered accordingly.

This Final Order may be appealed to circuit court within 30 days pursuant to Code of

Ala. 1975, §40-2B-2(m).
Entered January 12, 2017.
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