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Return to when, what how much f tax write-offs

——ew— ¢ oy prepars
uonam for your 1995 in-

come tax returns,
you mny want to
consider whether
you have worth-
leas debts or in-
vestmenta  thst
can bo deducted
as losses on your

. | return.  The
4 quostion is:
sio M% What losses can

e you write off on
your tax return? The answer will
depend upon your particular facts
and circumstances.

Debt

A “debt" is an unqualified
promise to poy a fixed or deter-
minable sum of maney. Although
no one factor is determinative, a
promissory note generally must
be issued in exchange for consid-
cration, IF rvpnymmt is not cx-
pected when the “loan" is made,
there is no debt.

Bad Debts — A bad debt ia de-

ductible for tax purposes, but its
tax treatment depends upon
whethor it is ch d as a

1895, Frank can deduct $10,000 in 1995
a5 2 busineas bad debt because the loan

bueinesa or o non-busincss bad
deht.

A business bad debt is a busi-
ness debt that has become worth-
less. A busineas debt is a deht
created or acquired in connection

was to Frank’s Lrade or husl-
ness m an employee (L., the loan was
made 1o protect his Job).

It will generally be more diffi-
cult for an employee/shareholder
of a company to claim a business
bad debt deduction. Facta and

with the trade or busi of the
laimi & deducti

note,

or a debt the worthlcasness of
which is incurred in the tazpay-
cr's trade or business. A business
bad debt may be deducted with-
out {imitation from ordinary in-
come in the year it b

rate of interest, the cmployee's
drawing of a aalery, the fact that
the loan is nat unreasonable in re-
lation to tho salary, a company
with a low debt-to-stock ratio,

—suchasa algnod‘

ductible only when they become
totally worthleas,

Ezample: C-nl Green makes
$16,000 loan to & friend, Pete Smlth,
which s & non-business baa debt. As-
sume that Carol can estsblish that ane-
third of the loan became worthless In
1995 snd that the balance of the loan
became worthless in 1996, Carol ls not
nllowed any deductions until 1896 when
the debt [u totally worthless o

Guarantors of Bud Debta —
When a guarantor must satisfy a
loan which he or sho has guaran-
teed, the guaranter is entitled toa
bad debt deduction, and tho rules
for claiming the

warthless. Any unused portion
may be carried back as a net oper-
ating loss to offset ordinary in-
come in previous years (thus cre-
ntlng tax refund npportumucu) A
i bad debt is

even if the debt is only partially
worthless,

Example: Frank Jones, an employre
(but not & shareholder) of XYZ Compa-
ny, loaned $15,000 ta the Company. As-
sume that Frank can establish that two.
thirds of the loan becames worthless in

and hip of a minority in-
tereat — all may atrengthen the
employce’s case for claiming a
busincsa bad deht deduction, .

A non-business bad debt ia
any bad debt other than a busi.
neas bad debt. It is treated as a
short-term capital loss — deduct-
ible to the extent of capital gains
plus $3,000 of ordinary incomo —
and any excess may for-
ward and deducted In future
years. Unlike businesa bad debts,
non-busincss bad debts are de-

aro
similar to those discussed above.
If the guarantor is not in the busi-
ness of guonrantecing loans or if
the gueranteed loan in not rolated
to the guarantor's trado or busi-
neas, then he or sho in entitled to
deduct the loss only as a non-
busincss bad debt.

Example: Jim Whlte guaranteed
two loans to hls corporstion — one from
the bank for operating expenses and a
second from a friend to keep the compa-
nhy In butiness, When the company de-

faulted, Jim mads good on the guaran-.
tees and clalmed u bad debt deductlon,
In such clreumstances, the Tax Court
held that the guarsntes Lo the bank was
madoe to protect Jim's inveatment (Le., a
non-business bad debt) while the guar.
anteo & *he friend wan made to protect
his salary and empluyment (.., & busl-
ness bad debt).

Planning Tip — If you are
forced to natisfy a guaranteo obli-
gul!nn but do not. have tha cuh

a.lly the emount paid) for the se-
curlt:

Bpocln! Statuto of Limita-
tions — A loss s allowed enly for
the taxeblo ysar in which it oc-
curs, If you determine that elther
a bad debt or a security became
worthless in a previous year, or
the IRS determines that tho loas
occurred in a yoar other than the
one in which you deducted the

luu, there is n lpednl statute of

lly permita

you
claim a bad debt dcducﬂon if you
barrow the funds to satisfy tho
obligation, but you cannot do so if
you nign a note promising to pay
the debt in the future,

Worthless Securities

‘Whon a security (e.g., & stock or
bond} that you own becomes com-
pletely worthless, you can deduct
tho loss In that year by filing your
tax roturn as if you sold tho stock

youtoflloa mﬁlnd claim forupto
" seven (tho general rule is thres) |
years fram the date you filed your -

initlal ruturn.

These are just sormoe thoughts to
consider. Your tax advisor can
provide more dotailed information
and should ba consulted beforo i
&ny action is taken.

Sid Mittra, Ph.D., CFP, is pro-
fessor of, f inance,

without any sales on the
1ast day of tho tax year, As a rule
(with one exception), you will rec-

ognizo a capital losa to the extont,

of your adjusted baais (i.¢., ganor-

sity, R Hills, and owner
Mittra & Associates, a Troy finan-
cial consulting firm. Deloitte &
Touche supplied material for this’
article,

BUSINESS MILESTONES

This column highlights promo-
tians, transfers, hirings, openings
and other key business news with
Farmington-area connections.
Send a brief biographical summa-
ry — including the towns of resi-
dency and employment and =2
phato, if possible, to: Busincue
Editar, Farmington Observer,
33411 Grand River, F

Michae! Maali, of
Hills joins Coopers}
& Lybrand’a De.
troit office na Busi-
ness Assurance
Manager of the Re-
tail and Distribu-
tion Industries
Group. He pmwdea g'
clients

Farmington

48335, The Observer's fax number
is (810) 477-9722.

sssurance  services M““
as well as specialized retail indua-
try consulting services.
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Discover marveclous mcchundiau. read

Malls & Main Streets

cvery Monday in your hometown newspaper.

Call 313:953-203
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David Tubolino of F:
Hills has been appointed essiat.

* ant vice president-manager of tho

A
Region, Tubolino will be respon-
sible for all commercial lines op-

erations in tho southenst Michi-

gan region, Amerisurc’s largest in

terms of premium production, Ra-
S —a— —

gional headquartors sre in Farm-

Soo MILESTONES, 12A

* NEW FLOORS b
* REFINISHING
* RE-COATING

: DECEMBEB SALE
+ New Hoars from $5.99 persq. IL‘
} Refinish from $1.49 per sq.fL '

]

REPRESENTII NG AlL
Major Stu

Warser Bu!iul

isney
Harao Barbare

Foaturing the Finest Vintage
and Contemporary Animaiinn Art %
in the Mldml

rmingham, Michigan 48009
Business Phone; (810) 644-3312 ¢ Fax: (313) 644-8750
Hours: Tues.-Fri. 1030-9:00 p. .
Sat. NI'JO—‘W pam. "Sﬂt 1:00-500 pm.

Og Mandlno ‘

presents a heartwarming
- holiday message
Sunday, Docomlm 10, S‘OOlnd 11:00 a.n.

Come and experience ¢ the warm and graceful .
spirit that has inade Og Mandino a favorite wntcr )
- and guest spcaku' nmund the world -
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$ Q 99 |
u Reg. $60
lndudes nhampoo, cut &siyle.

Here's your opportunity to

WARREN  NORTHLAND MALL
751-7500 6590050

MT.CLEMENS PONTIAC
791-2000 682-4340

LIVONIA
4222901

SOUTHFIELD
423-8558

Oakland Univer- T

REFINANCE!
FEER

low leed rats
: Vexisﬂng dab

thiy
payment «
I +Extra cash
g outfor any
purpose -
| sWe have &

plan fo fit '}
your neads.
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“WE CAN HELP!
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