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Milenbach v. Commissioner, 106 T. C. 184 (1996)

Funds received as  loans  with  conditional  repayment  obligations  and settlement
payments for lost profits are taxable income.

Summary

In Milenbach v. Commissioner, the Tax Court ruled on the tax treatment of funds
received by the Los Angeles  Raiders  from the Los Angeles  Memorial  Coliseum
Commission  (LAMCC)  as  loans  and  from  the  City  of  Oakland  as  settlement
payments. The court held that $6. 7 million received from LAMCC, repayable only
from  specific  revenue  sources,  was  taxable  income  because  the  repayment
obligation was not unconditional. Additionally, settlement payments from Oakland
were taxable as they were for lost profits rather than damage to goodwill. The court
also  addressed  income  from  the  discharge  of  indebtedness  from  the  City  of
Irwindale and denied a bad debt deduction claimed by the Raiders.

Facts

The Los Angeles Raiders, a professional football team, entered into agreements with
the Los Angeles Memorial Coliseum Commission (LAMCC) for loans to be repaid
from revenue generated by luxury suites at the Coliseum. The Raiders also received
settlement  funds  from  the  City  of  Oakland  due  to  a  lawsuit  over  the  team’s
relocation. Additionally, the Raiders received an advance from the City of Irwindale
for a proposed stadium project that did not materialize. The Raiders claimed a bad
debt deduction for uncollected payments from a broadcasting contract.

Procedural History

The Tax Court consolidated cases involving the Raiders and their partners. The
Commissioner  issued  notices  of  deficiency  and  partnership  administrative
adjustments,  challenging  the  tax  treatment  of  the  LAMCC  loans,  Oakland
settlement, Irwindale advance, and the claimed bad debt deduction. The court heard
arguments and evidence on these issues before rendering its decision.

Issue(s)

1. Whether the $6. 7 million received from the LAMCC as loans, repayable only from
luxury suite revenue, constituted taxable income to the Raiders.
2.  Whether settlement payments  received from the City  of  Oakland constituted
taxable income to the Raiders.
3.  Whether $10 million received from the City  of  Irwindale constituted taxable
income to the Raiders in 1987, 1988, or 1989.
4.  Whether  the  Raiders  were  entitled  to  a  bad  debt  deduction  in  1986  for
uncollected payments from a broadcasting contract.

Holding
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1.  Yes,  because the obligation to repay was not unconditional,  the Raiders had
complete dominion over the funds at the time of receipt.
2. Yes, because the settlement payments were for lost profits rather than damage to
goodwill, they were taxable income.
3. Yes, because the obligation to repay was discharged in 1988 when alternative
financing became legally impossible,  the Raiders had income from discharge of
indebtedness in 1988.
4. No, because the Raiders failed to prove the debt became worthless in 1986.

Court’s Reasoning

The court applied the principle that gross income includes all accessions to wealth
over which the taxpayer has complete dominion. For the LAMCC funds, the court
found that the Raiders controlled whether repayment would be triggered, making
the funds taxable upon receipt. The court rejected the Raiders’ argument that the
funds were loans, citing the conditional nature of the repayment obligation. For the
Oakland settlement, the court examined the nature of the underlying claims and
found the settlement was for lost profits, not goodwill. The court determined the
Irwindale funds became taxable income in 1988 when the obligation to repay was
discharged due to legal barriers to the original financing plan. Finally, the court
found the Raiders did not prove the broadcasting debt became worthless in 1986,
disallowing the bad debt deduction. The court considered objective evidence and
applicable legal standards in reaching its decisions.

Practical Implications

This  decision  clarifies  that  funds  received  as  loans  with  conditional  repayment
obligations are taxable upon receipt, impacting how sports teams and other entities
structure financing arrangements. It also underscores that settlement payments are
taxable  based  on  the  nature  of  the  underlying  claim,  requiring  careful
documentation and allocation of settlement proceeds. The ruling on discharge of
indebtedness income highlights the importance of understanding when obligations
are discharged, particularly in complex financing arrangements. Finally, the denial
of the bad debt deduction emphasizes the need for clear evidence of worthlessness
in the year claimed. This case has influenced later tax cases involving similar issues
and  remains  relevant  for  practitioners  advising  on  the  tax  treatment  of  loans,
settlements, and bad debts.


