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BEFCRE THE STaTE BC.RD OF EQUALIZATION
OF THE STaTE OF CALI FORNI A

In the Matter of the Appeal ofg
F. L. AND V. T. ARROYO )

Appear ances:

For Appellants: F., L. Arroyo, in pro. per
For Respondent: 4. Ben Jacobson, associate Tax Counsel
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This appeal is made pursuant to Secticn 18394 of the
Revenue and Taxation Code fromthe action of the Franchise Tax
Board on the protest of F. L.and V. T. trroyc to 2 proposed
assessment of additional personal incone tax in the amount of

$2,156.04 for 1952.

appellants are husband and wife. The husband, ¥. L. urroyo
(hereinafter cszlled "appeilant”), was the lessce of a brildirng 1N
Del ano. In the building there were four areas where i‘cur busi-
ness activities were carried on. These were a bar and restaurant,

a barber shop, acardroom and a pool room

Respondent determ ned that illegal %anbling took place in
t he cardroom and disallowed all expenses of the four business
activities pursuant to Section 17359 (now 17297) of the Revenue

and Taxation Code which read:

in conputing net income, no deductions shall be

al lowed to any taxpayer on any of his gross i ncone
derived fromillegal activities as defined in
Chapters 9, 10 or 10.5 of Title 9 of Part 1 of

the Penal Code of California; nor shall any
deductions be allowed to any taxpayer on any of
his gross income derived from any other activities
which tend to pronote or to further, or are con-
nected or associated with, such illegal activities.

O her adjustnents made by Respondent are conceded by
Appel | ant.

There were two tables in the cardroom Three different
card gemes were played at various tines. Draw poker was played
anong the players and the house took 5 percent from each pot.
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Rumy was played anong the players and from every %p\rd,h nd the
house collected a fixed anount from each player. ralosi (a
variation of poker) was played by a maxi mum of six players each
pl ayi ng agai nst the house.

Section 330 of the Penal Code makes it a m sdeneanor to
deal or conduct "any banking or percentage game played with cards
... Jfor.xaney.n  The draw poker game as played in Appellant's
establishment Was a percentage ganme and therefore prohibited Dy
Section 330. The palosi ganme was played as a banking game and
was therefore prohibited by Section 330. Accordingly, it was

correct for Respondent to disallow the expenses of operating the
car droom

Respondent, as we have stated, disallowed the expenses of
the entire premses, that is, cardroom ppolroog, bar and cafe
and barbershop. W have been furnished with a diagram of the
buildine and the areas used for the various activities and it
woul d appear that nost cardplayers would enter the cardroom from
the poolroom In view of this and the fact that the nature of
each gane is such that nmany patrons were |ikely to play both cards
and pool, we believe there was a substantial connection between
t he poolroom and the cardroom

Card Players woul d order drinks fromthe bar and cafe. or
woul d | eave the’ game |ong enough to get Sone food and drink in
the cardand cafe. This constitutes a substantial connection
bet ween the cardroom and the bar and cafe.

The barbershop, however, would appear to have no relation-
ship to the cardroom There woul d appear to be no business
purpose to operate a cardroom and a barbershop together. The

resence of the barbershop is accounted for by the fact that
arbering was Appellant's original occupation but this is nerely
a historical accident. W find that the barbershop did not tend
to pronmote or further the cardroom and was not associated or
connected with the cardroom

_ Respondent' s assessnment nust be sustained therefore except
with respect to the expenses of the barbershop, which are to be
allowed.  The ampunt of such allowabl e expenses is the conpen-
sation received by the barber plus an apportlone?_agnunt of the
expenses for rent, laundry, utilities, etc. Ve find this appor-
tioned amount for the year in question to be $700. 00.
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Pursuant to the views expressed in the opinion of the
tBﬁardf on file in this proceeding, and good cause appearing
erefor,

I T IS HEREBY URDERED, ADJUDGED AND DECREED, pursuant to
Section 18595 of the Revenue and Taxation Code, that the action
of the Franchise Tax Board on the protest of F. L. and V. T.
Arroyo to a proposed assessment of additional personal income tax
In the anobunt of £2,156.04 for 1952 be nodified in that the
bar bershop expenses are to be allowed as deductions. In all other
respects the action of the Franchise Tax Board is sustained.

Done at Sacramento, California, this 19th day of Decenber,
1962, by the State Board of Equalization.

Geo. R Reilly , Chai rman
John W. Lynch , Member
Paul R Leake , Member
Ri chard Nevins , Menber

, Menber

ATTEST: Dixwel| L. Pierce , Secretary
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