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WOLFE, Special Trial Judge: This case was heard pursuant to

the provisions of section 7463 of the Internal Revenue Code in
effect at the tine the petition was filed. Unless otherw se

i ndi cat ed, subsequent section references are to the Internal
Revenue Code in effect for the years in issue. The decision to
be entered is not reviewable by any other court, and this opinion

shoul d not be cited as authority.
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Respondent determ ned deficiencies of $2,509 and $2,085 in
petitioners’ Federal incone taxes for 1996 and 1997,
respectively. The issues for decision are: (1) Wether
petitioners’ gold mning activity was an activity engaged in for
profit during 1996 and 1997 wthin the nmeaning of section 183,
and (2) whether petitioners are entitled to deductions clainmed on
Schedules C, Profit or Loss From Busi ness, for expenditures
relating to their gold mning activity during 1996 and 1997.

Sone of the facts have been stipulated and are so found.
The stipulations of facts and the attached exhibits are
i ncorporated herein by this reference. Petitioners resided in
Redl ands, California, when the petition was fil ed.

Backgr ound

During the years in issue, Hugh T. Brown, Jr. (petitioner),
worked as a civilian enployee for the U S. Arny Corps of
Engineers. H's wife, petitioner Kristi L. Brown (Ms. Brown),
was not enpl oyed outside the honme during this tine and listed her
occupation as “student” on joint Federal inconme tax returns for
the years in issue. Petitioners’ three children were,
respectively, 16, 20, and 21 years of age at the tinme of trial
( Sept enber 13, 2001).

Petitioner’s education after high school consisted of 2
years of junior college courses. Petitioner served 4 years in

the U S. Arny, and he was discharged in 1971. Between 1971 and
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1987, petitioner worked as a field engineer for three different
m ni ng conpani es and frequently worked in underground tunnels and
shafts. |In 1988, petitioner started his own business, K L. Brown
Construction (Brown Construction), which provided general field
engi neering services to the mning industry, and also installed
street utilities. During its 4-year existence, Brown
Construction enployed as many as 25 people at a tinme. Mst of
Brown Construction’s clients were general prine contractors
engaged in industrial mning of sand, gravel, and |inestone
t hrough bot h above-ground surface m ning and under ground tunnel
m ni ng shafts.

In the early 1990s, petitioner becane interested in gold
mning. Hs previous mning experience did not involve gold.
Through his research about the gold mning industry, petitioner
| earned that many gold m ning operations were discontinued during
Wrld War Il because of the war effort and remai ned abandoned
after the war. Many of these mnes were located in the deserts
of southern California. Petitioner researched the production
rates of sone of the abandoned m nes. He concluded that wth the
nmoder n technol ogy now avai |l abl e and the hi gher price of gold
since renoval of the artificial $32 per ounce price ceiling, by
m nim zing |abor costs, a small enterprise mght be able to

operate sone of the abandoned prewar m nes profitably.
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In 1994, petitioner, who lived with his famly in West
Virginia, accepted a job in California with his current enployer,
the U S. Arny Corps of Engineers. Petitioner accepted the job in
part because of its proximty to many of the abandoned gold m nes
that he had | earned about in his research. Petitioner hoped that
his gold mning would eventual ly becone so successful that he
woul d not have to depend on an enployer. He noved with his
famly to California in 1994, and he began mining for gold in
1995.

Petitioner devoted a substantial anmount of tine to his gold
mning activity. Each week during the years in issue he worked
four 10-hour days for the U S. Arny Corp of Engi neers and devoted
the remaining 3 days of the week to gold mning. Typically, on
Thur sday eveni ng he woul d pack his equi pnment into his truck and
travel that night to a mning site in the desert as nuch as 150
mles fromhis home. Petitioner then would spend the next 3 days
mning for gold during the day and canping by hinself at the
mning site at night. He returned home on Sunday afternoons.
Generally, no one fromhis famly acconpani ed himon these trips.

Because his mning activity frequently led himto renote
| ocations inaccessible by road, petitioner devised and
constructed equi prent small enough to permt himto transport it
on foot for considerable distances. It was |ightweight portable

equi pnent that was a mniaturized version of nore mainstream
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equi pnent. The nmachinery was operated by a small notorcycle
battery and could be collapsed and put into a backpack. It cost
petitioner about $1,000 to purchase the parts and peri pheral
devi ces.

Petitioners’ revenue fromgold mning activity during the
years in issue cane fromtwo sources: (1) The sale of the gold
itself at various trade shows that petitioner attended once or
tw ce each year, and (2) the fees petitioner charged to people
who occasional ly acconpani ed hi mon guided tours on his weekend
m ni ng expeditions. Each source produced about half the total
revenue of the gold mning activity during the years in issue.

In 1997, petitioner discontinued conducting guided tours of
abandoned m nes because of the inherent danger of gold m ning and
his potential liability if soneone were to be injured. Fromthat
point on, in petitioner’s words, he “zeroed in * * * on the

m ni ng and prospecting venture.”

Petitioners filed joint Federal inconme tax returns for the
years in issue. Wth each tax return, they attached a Schedule C
for their gold mning activity, which they called Brown

Enterprises. On the Schedules C, they reported the foll ow ng:

| ncone 1996 1997
G oss receipts $350 $525
Less: cost of goods sold 124 125
G oss i ncone 226 400
Expenses

Adverti sing $143 $260

Car and truck expenses 3,574 5,011



Depreci ation and sec. 179 3,901
| nt er est 317
Legal and professional services 500
O fice expense 591
Repai rs and mai nt enance 565
Suppl i es 1, 940
Travel - 0-
Meal s and entertai nment [50% 604
Uilities 788
O her expenses!? 2,296

Tot al expenses 15, 219

Total net | osses (14, 993)

The “Other expenses” clained for 199

Cont. ed., books, and journals
Dues and subscri ptions

Li censes and permts
Pronotional itens

Tel ephone

Uni forns and | aundry

2,422
-0-
100
893
177

1, 230
220
424

1, 024

2,515

214, 276

(213, 876)
6 were:

$692
72
145
487
737
163

The “OQther expenses” clained for 1997 were:

Dues and publications
M scel | aneous

Par ki ng

Post age, etc.
Printing

Tool s

Sal es and marketing
Pronotional efforts

2Petitioners actually reported total

$285
50
22
445
66
560
665
422

expenses of

$14, 296 and total net |osses of $13,896, and the slight

mat hemati cal errors have been corrected.
Respondent concedes that petitioners incur
of the expenses listed on their Schedules C for

during the years in issue.

red and paid al

Brown Enterprises

Respondent disallowed the Schedule C | osses on the ground

that petitioners did not establish that their mning activity
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constituted a bona fide business venture entered into for profit
under section 183 and al so because respondent did not concede

t hat the undi sputed expenditures were deducti bl e business
expenses.

Di scussi on

Section 183(a) provides that if an activity engaged in by an
i ndi vidual is not engaged in for profit, no deduction
attributable to such activity shall be allowed, except as
provided in section 183(b). In the case of an activity not
engaged in for profit, section 183(b)(1) allows a deduction for
expenses that are otherw se deductible w thout regard to whet her
the activity is engaged in for profit. Section 183(b)(2) allows
a deduction for expenses that would be deductible only if the
activity were engaged in for profit, but only to the extent that
the total gross incone derived fromthe activity exceeds the
deductions all owed by section 183(b)(1).

An “activity not engaged in for profit” is any activity for
whi ch deductions are not all owabl e under section 162 or under
paragraph (1) or (2) of section 212. Sec. 183(c). The profit
notive required by section 183 is the sane as the profit notive

requi red by sections 162 and 212. See Antonides v. Conm SsSioner,

893 F.2d 656, 659 (4th Gr. 1990), affg. 91 T.C. 686 (1988); sec.

1.183-2(a), Incone Tax Regs.
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To deduct expenses of an activity under either section 162
or 212 (and thus avoid the limtations of section 183) a taxpayer
must show that he or she engaged in or carried on the activity
wi th an actual and honest objective of making a profit.

Ant oni des v. Conm ssioner, supra; Ronnen v. Comm ssioner, 90 T.C.

74, 91 (1988); Fuchs v. Conmm ssioner, 83 T.C. 79, 97-98 (1984);

Dreicer v. Conm ssioner, 78 T.C. 642, 645 (1982), affd. w thout

opi nion 702 F.2d 1205 (D.C. Cr. 1983); sec. 1.183-2(a), I|ncone
Tax Regs. Although a reasonabl e expectation of profit is not
required, the taxpayer’s profit objective nust be bona fide.

Hulter v. Conmm ssioner, 91 T.C 371, 393 (1988); Beck v.

Commi ssioner, 85 T.C 557, 569 (1985); sec. 1.183-2(a), I|ncone

Tax Regs. Wiether a taxpayer has a bona fide profit objective is
a question of fact to be resolved fromall the surrounding facts

and circunstances. &lanty v. Conmi ssioner, 72 T.C. 411, 426

(1979), affd. wi thout published opinion 647 F.2d 170 (9th G
1981); sec. 1.183-2(b), Income Tax Regs. G eater weight is given
to objective facts than to a taxpayer’s nere statenent of intent.

Thomas v. Comm ssioner, 84 T.C 1244, 1269 (1985), affd. 792 F.2d

1256 (4th Gr. 1986); sec. 1.183-2(a), Incone Tax Regs.

Section 1.183-2(b), Incone Tax Regs., sets forth a
nonexcl usive list of factors which should normally be taken into
account in determ ning whether the taxpayer has the requisite

profit objective. The factors are: (1) The manner in which the
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t axpayer carries on the activity; (2) the expertise of the
taxpayer or his advisers; (3) the time and effort expended by the
taxpayer in carrying on the activity; (4) the expectation that
the assets used in the activity may appreciate in value; (5) the
success of the taxpayer in carrying on other simlar or
dissimlar activities; (6) the taxpayer’s history of incone or
| osses with respect to the activity; (7) the anount of occasi onal
profits, if any, which are earned; (8) the financial status of
the taxpayer; and (9) elenents of personal pleasure or
recreation

No single factor, nor the existence of even a majority of
the factors, is controlling, but rather it is an evaluation of
all the facts and circunstances in the case, taken as a whol e,

which is determ nati ve. Keani ni v. Conmi ssioner, 94 T.C 41, 47

(1990); sec. 1.183-2(b), Income Tax Regs. These factors are not

all applicable or appropriate for every case. Abranson v.

Commi ssioner, 86 T.C 360, 371 (1986). In nmaking our evaluation

of the foregoing factors, we may consider evidence fromyears
subsequent to the years in issue “to the extent it may create

i nferences regarding the existence of a profit notive in the

earlier years.” Hllmn v. Comm ssioner, T.C Mno. 1999-255

(citing Hoyle v. Conm ssioner, T.C Meno. 1994-592 and Smith v.

Comm ssioner, T.C Meno. 1993-140).
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Petitioner argues that he had an actual and honest objective
to realize a profit fromhis mning activity during the years at
i ssue, so his deductions with respect to his mning activity
should not be limted by section 183. Respondent contends that
an analysis of the relevant objective factors reveals that
petitioner |acked a bona fide objective to nake a profit.

Appl vi ng the Factors

1. The Manner in Wiich Petitioner Conducted the Activity

The fact that a taxpayer carries on the activity in a
busi nessl i ke manner and nai ntai ns conpl ete and accurate books and
records may indicate that the activity is engaged in for profit.
Sec. 1.183-2(b)(1), Inconme Tax Regs. GCenerally, if the activity
in question is carried on in a manner substantially simlar to
other activities of the sanme nature that are profitable, a profit

nmotive may be indicated. See Sullivan v. Conmm ssioner, T.C

Meno. 1998-367, affd. wi thout published opinion 202 F.3d 264 (5th
Cr. 1999); sec. 1.183-2(b)(1), Inconme Tax Regs. Gold m ning and
other simlar speculative activities are different from nost

ot her business activities because they generally produce no
significant inconme until a find is nmade, and then the incone is

earned in one lunp sum In Harrison v. Conmm ssioner, T.C Meno.

1996- 509, we found that a taxpayer’s contenporaneous handwitten

lists of expenses were sufficient records for his gold m ning and
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treasure sal vaging activity for purposes of section 183.! There,
after noting that the taxpayer’s record keeping “left sonething
to be desired”, we said:

The treasure hunting activity was different from
petitioner’s other businesses. Different record
keepi ng nmet hods are therefore expected, and | ack of
record keeping is not determ native of intent.

Treasure hunting is not the type of business where

t horough records of gains and | osses are necessary to a
successful operation. Cf. Farrell v. Conm ssioner,

T.C. Meno. 1983-542. This type of activity is likely
to generate only expenditures with no income until a
find is nade at which tinme the incone will come in one

[ump sum * * * [1d.]

Here, as in the Harrison case, petitioner kept no formal set

of books and records for his gold m ning and prospecting
activity. He did not nmaintain a general |edger or a spreadsheet.
No financial statenents ever were prepared, except a bal ance
sheet prepared for petitioner’s neeting wwth an I RS Appeal s
officer. Petitioner did have a business plan, but it was witten
i n Decenber 2000, long after the years in issue. Petitioner did
not maintain a separate bank account for his gold m ning
activity.

Petitioner’s record keeping consisted of the maintenance of
separate folders for his expenses. As he incurred each expense,

he put the receipt in the appropriate fol der.

The Court treated the taxpayer’s gold mining and treasure
sal vagi ng operations as one activity for purposes of sec. 183.
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The nonbusi nessl i ke manner in which petitioner carried on
hi s busi ness would normally weigh against himin the
determ nati on of whether he had a bona fide profit objective.
However, as in the Harrison case, because of the specul ative
nature of petitioner’s business, we view the manner in which he
carried on his business as a neutral factor.

2. The Expertise of Petitioner or H s Advisers

Preparation for the activity by extensive study of its
accept ed busi ness, economc, and scientific practices or
consultation wth people who are expert in these practices may
indicate a profit objective where the taxpayer carries on the
activity in accordance with such practices. Sec. 1.183-2(b)(2),
| ncome Tax Regs.

Before he started his gold mning activity, petitioner had
nore than 20 years of work experience in the mning and quarrying
i ndustry. Although petitioner had never m ned specifically for
gol d, he had considerabl e knowl edge of the m ning process in
general. In the early 1990s, petitioner began reading
prospecti ng books and becane interested in gold m ning.
Petitioner researched the history of abandoned gold mnes in
California, analyzing their production rates at the tinme they
wer e abandoned. Petitioner sought advice fromlocal deal ers of

gold m ning equipnent. He also built his own |ightweight
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portable m ning device that allowed himto travel |ong distances
on foot to renote mning |locations in the desert.

Petitioner relied on both his own expertise about mning in
general and his research concerning gold m ning specifically.
Petitioner did not seek professional advice on the business and
econom c aspects of gold mning. W view his failure to seek
such professional advice before comencing his gold m ning
activity as counterbal ancing his significant experience in mning
in general. W, therefore, conclude that this factor is neutral.

3. Petitioner’'s Tine and Effort Devoted to the Activity

The fact that a taxpayer devotes much of his personal tine
and effort to carrying on an activity may indicate an intention
to derive a profit, particularly if the activity does not have
substantial personal or recreational aspects. See Daley v.

Comm ssioner, T.C Meno. 1996-259; sec. 1.183-2(b)(3), Inconme Tax

Regs. A taxpayer’s w thdrawal from another occupation to devote
nost of his energies to the activity may be evidence that the
activity was engaged in for profit. Sec. 1.183-2(b)(3), Incone
Tax Regs.

Both parties agree that petitioner devoted a significant
anmount of tinme and effort to his gold mning activity. During
the years in issue, petitioner conpressed a 40-hour wor kweek
schedule into 4 days. Because of this arrangenent of his

enpl oynment, he was able to spend 3 consecutive days each week
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mning for gold. Alnbst every weekend during the years in issue,
petitioner would | eave his home on Thursday evening and drive up
to 150 mles into the desert area of southern California to m ne
for gol d.

This factor favors petitioners’ position.

4. The Expectation That Assets Used in the Activity
May Appreciate in Val ue

The term “profit” enconpasses revenue from operations and
appreciation in the value of assets, such as land. Sec. 1.183-
2(b)(4), Income Tax Regs. Petitioner did not own any gol d-
bearing land or any mning clains, and his equipnment could only
depreci ate. Sone equi pnent such as ropes and ot her clinbing
apparatus required frequent replacenent for safety reasons. In
t he absence of any property with substantial appreciation
potential, we do not consider this factor significant.

5. Petitioner’s Success in Gher Entrepreneurial Activities

The fact that a taxpayer has engaged in simlar activities
in the past and converted themfromunprofitable to profitable
enterprises may indicate that the taxpayer is engaged in the
present activity for a profit, even though the activity is
presently unprofitable. Sec. 1.183-2(b)(5), Incone Tax Regs.

After being enployed as a field engi neer by several
conpani es over a 17-year period, petitioner started his own
busi ness, Brown Construction, in 1988. Brown Construction

provi ded general field engineering services to the m ning
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industry and also installed street utilities. In 1991,
petitioner term nated Brown Construction and obtai ned enpl oynent
as a field engineer at another conpany. Petitioner attributed
the short life of his business to the weak econony of the early
1990s. In 1995, petitioner started a second activity, Brown
Enterprises, the gold mning activity at issue.

Petitioner’s unsuccessful business experience is not
particularly helpful to us in determ ning whether petitioner
engaged in gold mning for profit. The two activities were
fundanmental ly different. Brown Construction provided consulting
services to the mning industry and the installation of utilities
in streets, enploying at any given tine up to 25 people. Brown
Enterprises, on the other hand, had no enpl oyees; its entire
operation consisted of petitioner’s prospecting for gold in the
desert. W conclude that this factor is neutral or slightly
negative for petitioners, since petitioner’s sole venture in
busi ness for hinself, although very different fromthe gold
mning activity, was not a success.

6. Petitioners’ H story of Incone or Loss Fromthe
Activity

A series of losses during the initial or startup stage of an
activity may not necessarily be an indication that the activity
is not engaged in for profit. However, where | osses continue to
be sustai ned beyond the period which customarily is necessary to

bring the operation to profitable status, such continued | osses,
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i f not explainable as due to customary business risks or
reverses, may indicate that the activity is not being engaged in
for profit. Sec. 1.183-2(b)(6), Inconme Tax Regs. Under section
1.183-2(b)(6), Income Tax Regs., there is | ess concern over
losses in the initial stages of an activity. A greater concern
ari ses when unexpl ai ned | osses have continued for an extended

period. See Allen v. Conm ssioner, 72 T.C. 28, 34 (1979).

Here, petitioners’ losses fromtheir gold mning activity
steadily decreased each year until 2000, when petitioners
reported their first profit fromBrown Enterprises. The

profit/loss history of Brown Enterprises is summarized as

foll ows:
Year Profit/(Loss)
1995 (%20, 339)
1996 (14, 993)
1997 (13, 896)
1998 (5, 056)
1999 (2,681)
2000 203

The only tax returns of petitioners that were submtted into the
record were for 1996 and 1997, and detailed financial information
about other years is not available on this record. Consequently,
t he cause of petitioners’ dimnishing | osses, whether it be

i ncreased revenue or cost-cutting neasures, or both, is unclear.
Regardl ess of the cause, petitioners’ progress from substanti al

| osses to nodest profitability is significant.

This factor favors petitioners.
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7. The Ampbunt of Occasional Profits Generated by the
Activity

The anobunt of profits earned in relation to the anmount of
| osses incurred, the anmobunt of the investnent, and the val ue of
the assets in use may indicate a profit objective. Sec. 1.183-
2(b)(7), Incone Tax Regs. An opportunity to earn a substanti al
ultimate profit in a highly speculative venture is ordinarily
sufficient to indicate that the activity is engaged in for profit
even though | osses or only occasional small profits are actually
generated. 1d.

In this case, petitioners’ |losses fromBrown Enterprises in
conparison wwth its revenues during the years in issue are
substantial. For 1996 and 1997, petitioners reported total
expenses of $15,219 and $14, 276, respectively, and gross incone
of $226 and $400, respectively.

We have recognized in prior cases that a gold m ning
enterprise is speculative and may take years to realize a profit,
but that it also presents an opportunity to earn substanti al

profits. See Tinnell v. Comm ssioner, T.C Meno. 2001-106. The

record in this case shows that petitioner entered upon his mning
activity wwth the hope that by operating on a very small scale he
could m nimze expenses and achi eve nodest profitability. He

al so anticipated that if he found any significant amount of gold,
he would file a claimand sell it to a mning conpany for

devel opment. Petitioner entered this activity with the belief
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that if a significant anmount of gold were found, the return would
be so great that any past accumul ated expenses woul d be recouped
and a substantial profit would be realized. See sec. 1.183-2(a),
| nconme Tax Regs. (“it may be found that an investor in a wldcat
oil well who incurs very substantial expenditures is in the
venture for profit even though the expectation of a profit m ght
be consi dered unreasonable.”)

The possibility of a speculative profit becones |ess
specul ati ve when a taxpayer shows he actually realized a profit

in years subsequent to those at issue. See Hillnman v.

Conmi ssioner, T.C. Menp. 1999-255; Hoyle v. Conmmi ssioner, T.C

Meno. 1994-592. Here, petitioner’s efforts to bring his gold
mning activity to profitability were succeeding; his net |osses
from Brown Enterprises decreased each year until 2000, when he
reported a small profit. H's uninterrupted path to profitability
supports the conclusion that he had a bona fide profit objective
during the years in issue.

8. Petitioners’ Financial Status

The fact that the taxpayer does not have substantial incone
or capital fromsources other than the activity in question my
indicate that the activity is engaged in for profit. Sec. 1.183-
2(b)(8), Income Tax Regs. Substantial inconme from sources other
than the activity (particularly if the losses fromthe activity

generate substantial tax benefits) may indicate a |lack of profit
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obj ective, especially if there are personal or recreational
el ements invol ved.

The Browns are not wealthy people. During the years in
i ssue, petitioner reported wages of $34,689 and $42, 811
respectively, while Ms. Brown did not work for conpensation
Their only source of inconme was petitioner’s wages. Although
petitioners were able to offset the full amount of the | osses
fromtheir gold mning activity against M. Brown’s wages, the
resulting tax benefits to petitioners were not very substantial .
This activity was not a tax shelter. This factor favors
petitioners.

9. El enents of Personal Pleasure or Recreation

The presence of personal or recreational elenents in
carrying on an activity may indicate that the activity i s not
engaged in for profit. On the other hand, a profit objective may
be indicated where an activity |acks any appeal other than
profit. Sec. 1.183-2(b)(9), Inconme Tax Regs.

At trial, no significant testinony or evidence was presented
about any personal pleasure or recreational aspects of gold
m ning that petitioner may have enjoyed. Nearly every week
during the years in issue, petitioner sacrificed his entire
weekend with his famly to travel alone into the deserts of
southern California to mne for gold. Famly nenbers rarely

acconpanied him Also, the risks of injury petitioner faced on
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his m ning expeditions were substantial. 1In a recent
consideration of mning for gold and precious netals in the

sout hwestern United States, this Court found that such gold
mning is “an extrenely | aborious activity that requires
substantial tinme, energy, and financial support. Mning also
entails nunerous health risks, including heat prostration in the

summer nonths, silicosis, and cyani de poisoning.” Tinnell v.

Commi ssi oner, supra. In light of the hardshi ps and serious
dangers involved, we are convinced that any personal pleasure or
recreational aspects that petitioner m ght have enjoyed while

m ning for gold were secondary. Moreover, sone conponent of
personal pleasure does not negate a bona fide profit objective.
“IAl] business will not be turned into a hobby nerely because the
owner finds it pleasurable; suffering has never been nmade a
prerequisite to deductibility. ‘Success in business is largely

obt ai ned by pleasurable interest therein.”” Jackson v.

Comm ssioner, 59 T.C 312, 317 (1972) (quoting WIlson v. Eisner,

282 F. 38, 42 (2d Gr. 1922)),; see also sec. 1.183-2(b)(9),
| nconme Tax Regs. This factor favors petitioners’ position.

Concl usi on

In this case we are satisfied that, despite the substanti al
| osses over an extended period, during the years in issue
petitioners had a bona fide profit objective. This conclusion is

far fromuni que. See Engdahl v. Conm ssioner, 72 T.C. 659 (1979)
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(net losses in 12 of 12 years); Allen v. Conm ssioner, 72 T.C. 28

(1979) (net losses in 12 of 12 years); Hoyle v. Conmm ssioner,

T.C. Meno. 1994-592 (net losses in 16 of 16 years). Gold m ning,
especially, is an activity in which sustained | osses are not

unusual . See Tinnell v. Conmm ssioner, supra (finding the

requisite profit objective in gold mning activity although the
t axpayer had no incone frommning during the first 9 years of
the activity and | osses in 11 of the subsequent 11 years). Here
petitioner has made a major commtnent of his time, energy, and
resources in hopes of locating a valuable mning claimon
property that was m ned and abandoned | ong ago. He goes
prospecting in the inhospitable desert of southern California 3
days out of 7, nonth after nonth, and |eaves his fam |y behind.
To be able to do this he works 10- hour days, 4 days each week.
He has studied mning, in which he already had a background, and
has devi sed |ightwei ght equi pnment that enables himto venture
beyond where vehicles can go. Periodically he peddles gold
nuggets at fairs. Petitioner seeks, and in our judgnent
sincerely hopes to find and establish, a claimthat is rich
enough to sell to a mning conpany for exploitation. He seeks
royal ties fromsuch exploitation.

We woul d not voluntarily endure the privations petitioner
endures or spend our tine and resources as he has. W doubt that

hi s business plan is reasonable. But on this record and after
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listening to petitioner’s testinony, we are convinced that he had
an actual and honest objective of making a profit fromhis gold
mning activity. The evidence in this case sinply does not
support any other conclusion. W hold that petitioners’ gold
mning activity during the years in issue was an activity engaged
in for profit within the neaning of section 183.

The parties have stipulated that petitioners actually
expended the anounts clai ned as deductions on Schedul es C of
their 1996 and 1997 tax returns. Respondent disputes whether the
anopunts in question were expended for the clai med purposes.
Petitioner testified that he expended the funds in the anmounts
and for the purposes listed on the tax returns. Respondent
cross-exam ned hi mw thout noticeable success. W consider
petitioner’s testinony on this subject credible. The deductions
clainmed are reasonable. W sustain petitioners on this issue of
substanti ati on.

Revi ewed and adopted as the report of the Small Tax Case
Di vi si on.

To reflect the foregoing,

Deci sion will be entered

for petitioners.




