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In the Matter of the Appeal of ;
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Appear ances:

For Appellants: Frank Leon,
In pro. per.

For Respondent: Bruce Langston
Counsel

OPI1 NI ON

This appeal is nade pursuant to section 18593
of the Revenue and Taxation Code fromthe action of the
Franchi se Tax Board on the protest of Frank and Enedi na
Leon agai nst a proposed assessnent of additional personal
income tax in the amount of $269 for the year 1980.
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_ The issue presented is whether %ﬂgellants wer e
entitled to a clained bad debt |oss for 1980.

Appel lants clained a $2,500 bad debt deduction
on their 1980 personal inconme tax return. In answer to
respondent's request for additional information, appel-
| ants explained that the bad debt resulted from an
unsecured, noninterest bearing |oan nmade in 1978 to
appel I ant Enedi na Leon's niece and her husbhand. . The |oan
was to be used by the niece and her husband to fix their
house for immediate sale and was to be repaid in tw
months.  Appel lants were requested to supply substanti a-
tion that (1) the debt had value at the begi nning of
1980, and (2) that the debt becane worthless during 1980.
When appellants failed to supply that substantiation,
respondent disallowed the deduction and issued the pro-
posed assessnent, and |ater denied appellants' protest.
This appeal followed.

Revenue and Taxation Code section 17207 all ows

a deduction for “any debt which becones worthless wthin
the taxable year." The taxpayer has the burden of proving
that he is entitled to the bad debt deduction. (Appeal ‘
of Janes C. and Monabl anche A. \Walshe, Cal. St. Bd. of

- ) , 2 st first prove
that the debt is bona'fide; i.e., that it arose "from a
debtor-creditor relationship based upon a valid and
enforceable obligation to pay a fixed or determ nable
sum of noney." (Fornmer Cal. Admn. Code, tit. 18, reg.
17207(a), subd. (3), repealer filed April 16, 1981
(Register 81, No. 16).) The taxpayer nust al so prove
that the debt becane worthless during the year in which
t he deduction is clained. (Appeal of Fred and Barbara
Baumgartner, Cal. St. Bd. of Equal., Cct..§f 1976 ) In
order to do this, the taxpayer nust prove that the debt
had sone value at the beginning of the year in which the
deduction is clained, and that sone event occurred during
t hat year which caused the debt to become worthl ess.
(Appeal of Myron E. and Daisy I. Mller, Cal. St. Bd
of Equal ., June 2&, TO/T; eal of Joyce D. Kohlman,
Cal. St. Bd. of Equal., Ju%%l?Eﬂ‘fﬂﬁi?%‘TﬁT§‘BﬁﬁTﬁ‘has
previously noted that clainmed deductions arising from
Intrafam |y transactions nust be rigidly scrutinized, and
that no deduction is allowed "unless there is an affirma-
tive showng that there existed at the tinme of the advance
a real expectation of repaynment and an intent to enforce
collection." (Appeal of Arthur and Kate C. Hei mann, Cal.
St. Bd. of Equal., Feb. 26, 1963.) ‘
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At the oral hearing of this appeal, appellant
Frank Leon explained that the |oan was not evidenced by
anK written agreenent and that they required no lien or
other security and charged no interest. Appellant further
explained that originally the house was to be sold and the
| oan repaid within 30 days. But the niece and her husband
soon thereafter separated and |ater divorced, and the
niece did not sell the house until 1979, at which time
she pai d appellants $500 fromthe sale. Appellants said
that they had not taken any steps to enforce the collec-
tion of the outstanding balance for fear that such an
attenpt would place a strain on famly relations. Respon-
dent's position was that appellants had failed to %rove
(1) that a bona fide debt existed, (2) that the debt
became worthl ess during 1980, and (3) that the debt was
cther than a nonbusiness debt of appellants (which would
limt the deduction to $1,000 even if appellants could
prove the first two requirenents above). Since appellant
mai ntai ned that he could provide docunments after the
heari ng whi ch woul d support his case, we allowed appel -
lants 30 days to provide whatever they could.

Fol l owi ng the hearing, appellant Frank Leon
submtted a credit union statement for 1978 and a check
stub. The 1978 credit union statenment sinply records
that on February 21, the credit union refinanced an
out standi ng $2,500 personal loan it had nade previousl
to E. Leon. It did not record any new loan. The chec
stub record sinply is a notation that a check nunbered 3
(per haps neaning 23) of 11/15 date was witten to "Pat
Wod (Mchael )" in the anount of $500.

After examning these documents, we can 'only
conclude that they do not denonstrate that appellants
were entitled to the clained bad debt deduction because
they do not tend to show that a bona fide debtor-creditor
relationship existed or that the debt became worthl ess
during 1980. |Indeed, they do not even denonstrate the
fact for which they were offered, i.e., that appellants
withdrew $2,500 froma financial institution on February
21, 1978. Accordingly, we have no alternative but to
sustain respondent's action.
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ORDER

Pursuant to the views expressed in the opinion

of the board on file in this proceeding, and good cause
appearing therefor,

| T IS HEREBY ORDERED, 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 Frank and Enedi na Leon against a proposed
assessment of additional personal income tax in the
amount of $269 for the year 1980, be and the sane is
her eby sust ai ned.

Done at Sacramento, California, this 8th day
of My , 1984, by the State Board of Equalizati on,
with Board Menbers Mrx, Nevins, M. Dronenburg, M. Collis,
M. Bennett and M. Harvey present.

Ri chard Nevins , Chai rman
Ernest J. Dronenburg, Jr. , Menber
Conway H Collis . Menber
WIlliam M Bennett » Menber
Wil ter Harvey* . Menber

*For Kenneth Cory, per Government Code section 7.9
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