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BEFORE THE STATE BOARD OF EQUALI ZATI ON
OF THE STATE OF CALI FORNI A

In the Matter of the Appeal of )

ELECTRI C SUPPLY SALES COVPANY )
OF THE DESERT, INC.

For Appel | ant: David L. Bates
Certified Public Accountant

For Respondent: George L. Bond
Counsel

OPI1 NI ON

This appeal is nmade pursuant to section 25666
of the Revenue and Taxation Code fromthe action of the
Franchi se Tax Board on the protest of Electric Supply
Sal es Cbnpany of the Desert, Inc., against a proposed
assessment of additional franchise tax in the anount of
$1,651 for the incone year ended March 31, 1980.
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The sol e issue presented in this apPeaI IS
whet her appellant is entitled to an additional $18,043 in
gggodebt deductions for the income year ended March 31,

_ ~ Appellant is a California corporation engaged

in business as'an el ectronic equi pment whoiesaler. [t is
an accrual basis taxpayer whic engloys the direct charge-
of f method of accounting for bad debts.

On its tax return for the inconme year ended
March 31, 1980, appellant clained $59,722 in bad debt
deductions. Respondent initially | ssued a proposed
assessnent disallow ng $55,022 of the bad debt deductions
claimed by appellant. Based on information provided by
appel | ant, respondent revised its previous assessment and
di sallowed only $18,043 of the $59, 722 bad debt deduc-
tions initially claimed by appellant.

_ Appel | ant contends that the reduction of the
clai ned bad debt deductions is inproper because a portion
of the bad debts claimed was recovered in subsequent
years and included in income.

Respondent found that appellant had failed to
substantiate $18,043 of the bad debt deductions clained.
Respondent further found that appellant had failed to
show that subsequent recoveries on the debts had been
reported asincone.

~_ Revenue and Taxation Code section 24348
subdi vi si on (%), provides in part that "There shall be
al lowed as a deduction debts which become worthless
within the income year . . . ." As appellant enploys the
specific charge-off nethod for accoun |ng for its bad
debts it nust first show that the debts did exist.
Appel  ant nust al so show that the alleged debts becane
worthl ess during the income year ended March 31, 1980.
In other words, the burden is on appellant to prove that
the debt for which the deduction is claimed had sone
val ue at the beginning of the taxable year in which the'
deduction is claimed, and that it became worthl ess during

t hat yrar. Cittadini v. Commissioner, 139 F.2d 29 (4th
Gr. 1943); Apﬁéﬁt‘&ﬁ?xno1ﬂwa6&TWE§ﬁ‘géonvalescent
Hospitals, Inc., Cal. St. Bd. of Equal., March 3, 1982.)

The standard tor the determnation of worthlessness is an

objective test of actual worthlessness. (appeal of
Parabam Inc., Cal. St. Bd. of Equal ., Junggggj“i§§z.)

The Tinme Tor worthlessness MUSt De fixed by an identifi-
able event or events in the year in whi ch t¥he deguctlon
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is claimed which furnish a reasonabl e basis for abandoning
any hope of future recovery. (United States v. Wite
Dental Mg. Co., 274 U S. 338 {71 L.E4. 1120] (1927);
Appeal_of B &« ¢ Welding, Inc., Cal. St. Bd. of Equal.,

ct. Zob, 1Y0..)

Appel | ant has submtted a copy of an assignnent
for collection regarding the $1,443 which Centenni al
El ectric owed appellant. The document shows Septenber 20
1980, as the date of |ast paynent. The document, itself,
Is dated COctober 15, 1981. ile this is evidence that
the debt existed, it does not indicate an identifiable
event or show that the debt became worthless during the
I ncome year ended March 31, 1980. Rather the docunent
I ndi cates a paynent by Centennial Electric as late as
September of 1980. early, this is evidence that the
account could not have become worthless until after the

period in issue.

Appel | ant has also submtted copies of the pay-
ment records of WIson Electric and Philips Underground.
On March 29, 1980, Philips Underground owed appel T ant
$1,471.39. The records, however, indicate a payment by
Phi l'i ps Undeaground on April 11, 1980, of $234.25 and on
June 12, 1980, a paynment of $1,237.14 was received.
Simlar records were submtted for WIlson Electric which
reported an_outstanding bal ance of $1,928.48 as of March
26, 1980. The entire balance was paid by WIlson Electric
however, by March 28, 1980. This evidence does not
suPport a finding that these debts were bad debts. Both
bal ances were in“fact either paid in full or nearly paid
in‘full by the fall of 1980. The mere fact that an
amount is owed at the end of appellant® fiscal year does,
not in itself make the debt a bad debt. W nust conclude
t hat appel | ant has not shown that the accounts discussed
above becane worthless within the income year ended
March 31, 1980.

As to the remaining amount of $13, 201, apBeI-

| ant has submtted no evidence that these accounts becane
worthless during the period at issue. Furthernmore, there
I's no evidence that apﬁellant took steps to enforce the
col lection of any of these accounts during the period at

I ssue.
, Accordingly, we nust sustain respondent's
action,
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ORDER

Pursuant to the views expressed in thedopinion
of the board on file in this proceeding, and 9000 Cause
appearing therefor,

| T |'S HEREBY ORDERED, ADJUDGED AND DECREED,
pursuant to section 25667 of the Revenue and 'axation
Code, that the action of the Franchise Tax Board on the
protest of Electric Supply Sales Conpany of the Desert,
Inc., agai nst a proposed assessnment of additional
franchise tax in the anount of $1,651 for the incone year
ended March 31, 1980, be and the same is hereby
sust ai ned.

Done at Sacranento, California, this 13thday
of Decenber , 1984, by the State Board of Equaliza:ion,
with Board Members M. Nevins, M. Dronenburg, M. Collis,
M. Bennett and M. Harvey present.

Ri chard Nevi ns . Chai rman

Ernest J. Dronenburg, Jr. , Menber

Conway H. Collis ,  Menber
WIlliam M Bennett . Member
Wl ter Harvey* , Menber

*For Kenneth Cory, per Government Code section 7.9
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