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the federal audit. With respect to the disputed income item, we note
that both federal. and state regulations. authorize two special methods

. of reporting.  income.bfrom  long,-te,rm  contracts regardless of when
: money., is received; ?provided.t,he  method, chosen clearly reflects
income,_ One, js: the percentage.- of completion method, whereby the
portion, of the gross co,ntract  <price  .which  corresponds. to the -per-

..centage.  of . . t,he  entire contract.. which. has been completed during the
year, Js, included~  in gross income. Under the. ,other  method (which
appellant concededly does, not use) gross income is reported for the
year in which the contract is finally completed and accepted.
(Treas. Reg; 8 1.451-3; Cal. Admin. Code, tit. 18, reg. 24661(c). )

., ,.i.-:  I.-  ,_. ,,, .*
.,.. J’he  percentage of completion method is essentially an

-pcemai. method of determining income,under  long-term contracts.
.‘&South;Coast  Co. ,v. Franchise Tax Board, 25O~C%l.  App. 2d 822

[?&Cal..  -Rptr.  7471. ). --Under a long-term unit price contract, if
..‘. :;aecuratecost  records are kept, a taxpayer may ,determine  gain

or loss on. the.basis  of each unit completed (substantially a per-
centage...of  completion method); provided such method clearly
ref~.e&$income;.  : (Anderson-Dougherty-Hargis Co. v. United States,
96,I&&lpp..  404; ) ’ _: -_. Y:’
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.-: . ;: ., : Appellant; .; however, simply has not established that its
method clearly .kefl.ects.  income. The pi-ovis2ons.ofthe  contract are
q$  pa-rt-  of. the record. We can only .speculate  concerning their
content. For example, the timing and application of progress pay-
merits.  may have matched actual progress, and thereby reflected

@come, or .only  a, pa.rt  of the income -that had realistically accrued,
Units .,may  have been substantially completed but not delivered. Work
may:h,ave  been performed on many units although none were finished,
so”that.‘:income~  equivalent to the percentage of completion should have
beenreported.  .‘(Cft  South Co&t  Co. v. Franchise Tax Board, supra;

:.Appe@:of’ South Coast Co., Cal. St. Rd. of Equal., May 17, 1962.  )
The nature. and,effect  of title, acceptance, and inspection clauses in
the contract, and. the condition of appellant’s books and records, may
not have supported-a “units  delivered” method as clearly reflecting
income. In. s.ho&  appellant, s,imply  has not rebutted the presumption
of corr.ect,nessi~:l::! . .
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_ - ., 5$ince,a proper long-term contract method of accounting
h&.not  been established, the advance payments received without
restriction as to use, by this accrual basis taxpayer for goods to be
delivered,it+he;  future, . were. includible  in income when received.
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(I lagen Advertising I?isplays, Inc. v. <:ommissioncr, 407 F. 2d 1105;
Fifth and York Co. v. United States, 234 1~. Supp. 421; S. Garber,
Inc., 51 T. C. 733; Chester Farrara, 44 T. C. 189; Wallace A.
Fritz, 21 T. C. 622; Appeal of Brand, Worth & Associates, Inc.,
m. Bd. of Equal., Aug. 30, 1967. ) There have been some views
to the contrary but such holdings are in the’ minority and involve
unique facts. (See, e.g., Consolidated-Hammer Dry Plate 81 Film
Co. v. Commissioner, 317 F. 2d 829; Veenstra & DeHaan  Coal Co.,
11. C. 964. ) Therefore, we must conclude that respondent properly
followed the federal audit as to this item.

We next consider the disallowed deduction for accrued
costs of $75,000.00.  The previously mentioned schedule simply
does not reveal how appellant arrived at the percentage of completion
estimates or the accrued liability. Furthermore, it is only a work-

.* sheet “of amount of possible loss on subcontracts. ” In addition,
appellant apparently regarded these liabilities as accruing because
the contract terminated, an event occurring in the subsequent

0
fiscal year. Under the accrual method of accounting, deductions
are allowable for the year when all the events have occurred which
establish the fact of the liability giving rise to such deduction and
the amount thereof can be determined with reasonable accuracy.
(Treas. Reg. 1.446-l(c)(ii); Cal. Admin. Code, tit. 18, reg. 24651,
subd. (c)(l)(B). ) Clearly, appellant has not established this as having
occurred in the income year ended July 31, 1963. We conclude that
respondent had no alternative but to adopt the federal action as to
this second item.

Our next consideration is whether the $114,900.00 rental
expense claimed was properly disallowed. The government did not.
cancel the contract until August 20, 1963, which was after the fiscal
year in question. The last regular monthly payment was made in
October of 1964. These facts do not support the allegation that the
leasehold (without considering possible sublease value) became
worthless during the appea.1 year, entitling appellant to an abandonment
loss or to accrue this arnoun~ 3s rental expense for the fiscal year in
question. Accordingly, respondent again proceeded properly in follow-
ing the federal audit as to this item.

Finally, we note also that appellant has alleged “the
proposed assessment was incorrectly allocated as 100 percent to
California. ” Appellant, however, has submitted no evidence in
support of this allegation and it is well established that a taxing
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authority’s determination of a factual question is presumed correct,
and tile bu.rden i’s on’the taxpayer to prove it erroneous;

Commissioner, 11&F; 2d 713. )
(Hoefle’v.
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. . ,, ORD’ER ‘.
:.i --‘.:.: _ .

)’ . ._. ., . . Ikrsuant to’ the, views expressed in the opinion of the
“:’ “k?oard.on  file in this proceeding, .and’good  cause appearing.therefor,

IT IS HEREBY ORDERED, ADJUDGED AND DECREED,
~j&%uant  to .section -25667 of @Revenue  and Ta,xation.  Code, that the
action ‘of ‘the-Franchise Tax Board. on the protest of Tool Research

i.‘:., &hd’Efigin&$@ &qor’ation against a pr-posed.&ssessmeet  of ”

kdditional  franchise tax” in the amount ‘of ‘$25,060. -15 for the income
year’ended’July 31, 1’963, be’and the same i.s hereby sustained.’_. .~.’ ‘*% ,, .’ i. 1 ,* .:

._. _..: >; ..,  ‘. :

_ December,
,.,‘I :,
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Secretary


