
STATE OF NE$I YORK
STATE TA)( COMMISSION

In the Matter of the Pet l t lon

o f

JOIIN 0. and IifDTA E. Y0UNG

For a Redetermlnat lon of a Def ic iency or
a Refund of Pe,rsonal fncome
Taxes under  Ar t i c le  S)  22  o f  the
Tax Law for the Year(s) 1970 and"
1971.

Sta te  o f  New York
County of Albany

Donna Scnanton

Sworn

l lrth

AFFIDAVIT OF MAILING
OF NOTICE OF DECISION
BY (CERTIFIED) MAIL

, being duly sworn, deposes and says Ehat

she is an employee of the Department of Ta.xat ion and Finance, over 18 years of

age, and that on the 1[th day of May ,  1976,  she served the  w l th ln

Notice of Decision hnftrexrloa*:td by (certifled) mail upon John O. and

tyd.ia E. Young Grfumxngailzx,I'f* the petitloner in the wlthln

proceedlng, by encloslng a true copy thereof in a secureLy sealed postpald

ltrapper addressed as follows: lvn". and. M1. s. John 0. YOung
Houte B
Speculato:n, New York

and by deposit ing same enclosed ln a postpald properly addressed wrapper in a

(post of f ice or off ic ial  deposltory) under the excLuslve care and custody of

the United States Post Off lce Department within the State of New York.

That deponent further says that the said addressee is the Grpmfnffi.fE

11& petltioner hereln and that the address set forth on said wra.pper is the laet

known address of the (g*mesrnk*9dXg$6c*hd petltioner.

to before me thts

dayr.of May

AD-1 .30  (L174)

,  L97G



STATE OF NEW YORK
STATE TN( COMMISSION

In the l ' lat ter of  the Pet l t lon

o f
JOHN 0. and LYDIA E. YOUNG

For a Redetermtnat lon of a Def ic lency
a Refund of Personal fncome
Taxes under  Ar t ic le( r )  22

AFFIDAVIT OF MAILING
OF NOTICE OF DECISION
BY (CERTIFIED) }AIL

o f

or

the
Tax Law for  the Year(s)  197O and
1971 .

Sta te  o f  New York
County of Albany

Donna scnanton ,  being duly sworn, deposes and says that

she is an employee of the Department of Ta.xat ion and Finance, over 18 years of

age, and that on the 1l4th day of May ,  L976,  she served the wl th in

Notice of Decision @r:tDetrxrxltxxlmr) by (certlfled) maiJ. upon Lawnence

Sov ik ,  Esq . (representat ive of)  the Pet i t loner in the wtthin

proceeding, bI enclosing a true copy thereof in a securely sealed postpald

\ i l rapper addressed as fol lows: Lawnence Sovikr Esq.
20O Bnpire uui.lding
SSr.nacuser New York

and by deposit ing same enclosed ln a postpald properl .y addressed wrapper ln a

(post of f ice or off ic ia. l  deposltory) under the exclusive ca.re and custody of

the United States Post Off lce Department within the State of New York.

That deponent further sa.ys that the sa. id addressee is the (representet lve

of) pet i t ioner hereln and tha.t  the addresa set forth on eaid l t repper ls the last

known address of the (repreeentat lve of the) pet l t ioner.

Sworn

1l+th

to

d a

before me thls

of May

' \
t  . , -  .  1 . . - , ,8 )

AD-1 .30  (L174)



STATE OF NEW YORK

DEPARTMENT OF TA)(ATION AND FINANCE

TAX APPEALS BUREAU
S T A T E  C A M P U S

A L B A N Y ,  N . Y .  1 2 2 2 7

DAIEDI A1bany, tr.Y,
UaY 14, 1976

A O D R E S S  Y O U R  R E P L Y  T O

rEL EPHor{ E : rs r e r 4-4-98Fo-

r ln . end ltFs. Joha 0. Ioung
Route I
8peoule,tor, lter lork

Dear lln. and }Fg, Youngt

PLease take not ice of the !$l8l0f
of the State Tax Conunission encLosed herewith,

Please take further not ice that Pursuant to
Sect ion(E) 6gO of the Tax Law' anY
proceeding in court to review an adverse deci-
sion must be conrnenced within I noatlff
f rom the  da te  o f  th is  no t ice .

Inquiries concerning the computation of tax
due or refund allowed in accordance with this
decision or concerning any other matter relat ive
hereto may be addressed to the unde;signed. TheY
wilL be referred to the proper pa

E n c .

c c :  P e t i t i o n e r ' s

/  ev5 I !

/ rn6An
sey'tative:

rro TrI
OTFICER

Repre

Taxing Bureau's  Representat ive:

T A - l _ .  1 2 ( r  /7  6 )



STATE OF NEW YORK

STATE TAX COMMISSION

I n  t he  Ma t te r  o f  t he  Pe t i t i on  :

o f

JOHN O. and L]TDIA E. YOUNG :
DECIS TON

f o r  R e d e t e r m i n a t i o n  o f  a  D e f i c i e n c y  o r  :
fo r  Refund o f  Persona l  Income Taxes  under
A r t i c l e  2 2  o f  t h e  T a x  L a w  f o r  t h e  Y e a r s  :
L 9 7 O  a n d  L 9 7 L .

Pet i t i one rs ,  John  O .  and  Lyd ia  E .  Young ,  Rou te  B ,  Specu la to r ,

New York ,  pe t i t i oned  fo r  a  rede te rm ina t i on  o f  de f i c i enc ies  i n

personal  income taxes under  Ar t ic le  22 of  the Tax Law for  the

yea rs  L97O and  I 97L .

A formal  hear ing was held at  the of f ices of  the State Tax

Commiss ion ,  Sy racuse ,  New York ,  oo  Februa ry  26 ,  1975 ,  be fo re

L.  Rober t  Le isner ,  Hear ing Of f icer .  The taxpayers were repre-

sented by Lawrence Sovik, Esq, and the Income Tax Bureau was

rep resen ted  by  Sau l  Hecke lman ,  Esq . ,  (A lexander  We iss ,  Esg .  o f

counse l ) .

ISSUE

Did  the  taxpaye rs  sus ta in  l osses  i n  L97O and  were  they

opera t i ng  bus iness  l osses  wh ich  cou ld  be  ca r r i ed  ove r?
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FINDINGS OF FACT

1.  Pe t i t i one rs ,  John  o .  and  Lyd ia  E .  Young ,  t ime ly  f i l ed

New York State income tax returns for  the vears 1970 and L97L.

2 .  A  No t i ce  o f .De te rm ina t i on  o f  de f i c i enc ies  i n  pe rsona l

i ncome taxes  fo r  t he  yea rs  1970  and  1971  was  i ssued  on  Ju l y  30 ,

L973 ,  aga ins t  t he  taxpaye rs  under  F i l e  No .  0 -54833688 .  The  to ta l

amount  of  def ic iency in  income tax in  the Not ice of  Def ic iency

was :

I 97o  $23 ,283 .52

L97L  $  1 ,066 .57

3.  The taxpayers pet i t ioned for  redeterminat ion of  the

de f i c i enc ies .

4.  On May 2L,  1970,  John O.  Young was the owner of  59 shares

of  the capi ta l  s tock of  Farmers & Traders L i fe  Insurance Company

which s tock was then held by the Metropol i tan Nat ional  Bank of

Sy racuse  as  co l l a te ra l  f o r  l oans  made  by  sa id  bank  to  L ignac ra f t ,

I nc . ,  upon  wh i ch  t he re  was  t hen  due  $223 ,729 .OO.  Sa id  s tock  was

also subject  to  a cont ingency fee reta iner  of  the law f i rm of

Smith,  Sovik ,  Kendr ick,  McAul i f fe  & Schwarzer  in  l i t igat ion then

pending between John O.  Young and others wi th  sa id insurance company.

John O.  Young was a guarantor  o f  sa id loans to  sa id bank.
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A t  t he  same t ime  L ignac ra f t ,  I nc .  was  i nvo l ved  i n  P roceed ings

for  Arrangement  under  Chapter  XI  o f  the Bankruptcy Act .

John O.  Young at  that  t ime owned 66 2/3% of  the capi ta l  s tock

o f  L ignac ra f t ,  I nc .  and  had  been  i t s  p res iden t  f o r  many  yea rs .

Fo r  seve ra l  yea rs  p r i o r  t o  L97O,  L ignac ra f t ,  I nc .  ope ra ted

a t  a  l oss  and  as  o f  November  30 ,  I 97O,  had  an  accumu la ted  ope ra t i ng

de f i c i t  o f  $730 ,439 .00 .  A t  t ha t  t ime  L ignac ra f t ,  I nc .  had  no

assets of  any consequence,  namely accounts receivable of  about

$30  ,  000  . 00  .

L ignac ra f t ,  I nc .  f i l ed  a  P Ian  o f  A rangemen t  where in  c la ims

of  credi tors  were exchanged for  s tock.  The stock in  I97O had

no value.  Ul t imate ly  the p lan was not  consummated and la ter  on

March  21 ,  1973 ,  L ignac ra f t ,  f nc .  was  ad jud i ca ted  bank rup t .  f n

con junc t i on  w i th  the  fo rego ing ,  on  May  22 ,  L97O,  i l ohn  O .  young

was  fo rced  to  se l l  sa id  59  sha res  o f  s tock  i n  sa id  i nsu rance

company and d id seI I  the same to Lawrence Sovik  for  910,000 per

sha re ,  r esu l t i ng  i n  a  ga in  i n  L97O o f  $275 ,245 .38 .

5 .  I n  L97O as  pa r t  o f  t he  same t ransac t i on  and  a r rangemen t

John  O .  Young  sus ta ined  the  fo l l ow ing  l osses :

Payment  o f  no te  o f  L ignacra f t ,  Inc .  g ru la ran teed
by h im,  he ld  by  the  Met ropo l i tan  Bank o f  Syracuse

Cash pa id  to  fn te rna l  Revenue Serv ice  fo r  taxes
o f  L i g n a c r a f t r  I n c .  o n  6 / 4 / 7 0

$223 ,729 .OO

37  ,999 .4L
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Cash paid to  Venture Resources
L ignac ra f t ,  I nc .  6 /4 /7O

TOTAL LOSS L97O

o n  l o a n s  o f
L7 000  -  59

The taxpayers c la imed a business loss of

yea r  1970  on  the i r  re tu rn .

$278 ,729 .OO

$278 , ' 729 .OO fo r  t he

The Income Tax Bureau d isa l lowed said loss on the grounds that

sa id  l oss  was  no t  a  bus iness  l oss  and  a l so  asse r ted  tha t  t he  l oss

was  no t  deduc t i b le  as  a  cap i ta l  l oss  o r  non -bus iness  bad  deb t  on

the grounds of  the "uncer ta in ty  of  pa lzment  or  redempt ion of  the

cap i ta l  s tock "  o f  L ignac ra f t ,  I nc .  wh ich  was  he ld  by  John  O .  Young .

fn  the i r  re tu rn  fo r  L97L ,  pe t i t i one rs  ca r r i ed  fo rward  an  unused

por t i on  o f  t h i s  l oss  as  an  ope ra t i ng  bus iness  Ioss  ca r ryove r  i n

the  sum o f  $23 ,888 .09  wh ich  the  Commiss ione r  has  d i sa l l owed  on

the  same g rounds  as  a fo resa id  pe r ta in ing  to  the  1970  loss  and

assessed  a  de f i c i ency  o f  $1 ,066 .57  as  o f  Ju l y  30 ,  L973 ,  f r om wh i ch

de te rm ina t i on  pe t i t i one rs  a l so  appea led  to  the  Tax  Commiss ion .

On June 4,  Lg7O, the Metropol i tan Bank of  Syracuse regui red

pa lzmen t  o f  i t s  l oan  o f  $223 ,729 .OO;  the  In te rna l  Revenue  Serv i ce

requi red the payment  of  $37,999.4L;  the Venture Resources requi red

paymen t  on  l oans  o f  L i gnac ra f t ,  I nc .  o f  $17 ,000 .59  and  t hese

payments were requi red contemporaneously  wi th  the arrangement

in  the bankruptcy cour t .
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6.  On June 4,  1970,  when John O.  Young was requi red to  pay

the Metropol i tan Bank of  Syracuse,  the In ternal  Revenue Serv ice

and  Ven tu re  Resources  on  beha l f  o f  L ignac ra f t ,  we  f i nd  on  a l l

t he  ev idence  o f  f i nanc ia l  s ta temen ts  fo r  f i ve  yea rs ,  t he  a r rea rs

in  taxes  to  the  Federa l  and  S ta te  gove rnmen ts  and  the  huge  de f i c i t s ,

that  L ignacraf t  was by then hopeless ly  insolvent .  John O.  Young

sus ta i ned  l osses  o f  $223 ,729 .OO i n  I 97O.

CONCLUSIONS OF I,AW

A .  I n  L 9 7 O ,  J o h n  O .  Y o u n g  d i d  n o t  s r s t a i n  a n  o p e r a t i n g

b u s i n e s s  l o s s .  H o w e v e r ,  i n  L 9 7 O  J o h n  O .  Y o u n g  s u s t a i n e d  a  l o n g

t e r m  c a p i t a l  g a i n  o f  $ 2 7 5 , 2 4 5 . 3 8  f r o m  t h e  s a l e  o f  F a r m e r s  a n d

Traders  L i fe  Insurance Company and in  1970 a t  the  same t ime,  he

s u s t a i n e d  l o n g  t e r m  c a p i t a l  l o s s e s  o f  $ 2 7 8 , 7 2 9 . 0 O .  T h e r e  i s

accord ing ly  no  add i t iona l  income tax  due f rom John O.  and Lyd ia  E .

Y o u n g  f o r  t h e  y e a r  L 9 7 O .

B.  f t re  d i sa l l owance  o f  a  $23 ,888 .09  as  a  c la imed  ne t  ope ra t i ng

loss carry  fonruard to  L97I  is  susta ined.  However ,  in  L97L John O.

Young  had  a  $3 ,473 .62  l ong  te rm cap i ta l  l oss  ca r ryove r  f rom 1970

and  he  was  en t i t l ed  to  deduc t  t ha t  l ong  te rm cap i ta l  l oss  aga ins t

capi ta l  ga ins or  ord inary income in  accord wi th  the s tatutory

l im i ta t i ons  on  cap i ta l  l oss  ca r ryove r .
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C.  The def ic iency in  income tax for  I -971-  shal l  be recomputed

accord ing to  paragraph A above and the def ic iency in  income tax

as  mod i f i ed  i s  sus ta i ned .

D.  Pursuant  to  the  Tax  Law in te res t  sha l l  be  due on  the

t a x  u n t i l  p a i d .

DA'ED' 
,f,#i",i,' ,'\% York TATE TAX COMMTSSTON

J  /  .4 - / . /  . i , J r r  /  '

COMMTSSTONER


