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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 )

)

. ROBERT C. AND MARY p. LEE )
Appear ances:

For Appellants: Robert C. Lee,
in pro. per.

For Respondent: John A, Stilwell, Jr.
Counsel

OPI1 NI ON

This appeal is made pursuant to section 18593
of the Revenue and Taxation Code fromthe action of the
Franchi se Tax Board on the protest of Robert C and

Mary P. Lee against a proposed assessnent of additional
‘ personal incone tax in the amount of $565 for the year
19 80,
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property in the Lake Tahoe |area, which was zoned to
permt the construction of a famly residence. According
to appellants, the California Water Resources Board
adopted a plan in 1980 prohibiting owners of lots in the
Tahoe basin frombuilding on their |lots, and the Tahoe
Cty Public Wility DistricT st opped issuing permts to

In 1965, apgellalts pur chased uni nproved real

property owners to connect [to District's sanitary sewer
system  On the basis that their Lake Tahoe property had
become worthless because they coul d neither construct a
home on it nor obtain a permt to connect to the sewer
sgsta?H a?pellants clainmed a |oss of $5,621.25 on their
1980 California personal income tax return. That anount
represented the $4,397 cost of the lot plus a $1,224.25

sewer assessnent.

_ Based upon appel lants' response to respondent's
questionnaire re%ardlng the claimed [oss, respondent |
concluded that their ot had not beconme worthless during
that taxable year. Accordingly, respondent disallowed
the claimed deduction and on January 14, 1982, issued a
notice of proposed assessment. Appellants protested on
the ground that their |ot had been rendered worthless by
the restrictive adtions of various governnent agencies.
After consideration, respondent concluded that 1ts
di sal | ownance was correct based upon the facts that appel-
| ants had continued to pay Property taxes on the 1ot,
that an annual Iottea% system was i'n existence which

ermtted a small nunber of /owners to develop their Lake
ahoe lots each year, and that state and federal appro-
eratlons may be made in the future to buysuch Lake
ahoe properties of appellants. Respondent issued its
notice of action affirmng its proposed assessnent, and
appellants then filed this appeal

Appel lants maintain that their Lake Tahoe prop-
erty becane corr_pl_etel% wor t hl ess to them when they were
effectively prohibited by local governmental agencies
from building a house on"their land, which is suitable
only for residential use. Following the hearing on this
appeal , appellants submtted a copy of an "Exclusive
Aut hori zation and Right to Sell" contract which autho-
rized a certain real estate /agent to sell their Lake
Tahoe property for $13,500 subject to certain terms and
condi tions, including the appeﬁlants' right to raise the
.purchifgfprICE If a sewer oﬁldevelopnent permt was
Issued Tor the property. The contract ran from #arch 20,
1982, to Cctober 20, 1882, [ Appel | ants submtted the
document to denonstrate that! the property was worthl ess

-32§—



Appeal of Robert C. and Mary p. Lee

because no offers to buythe property had been received
by the real estate agent during that contract's term

The | oss deduction clainmed by appellants is
that authorized by Revenue and Taxation Code section
17206, subdivision (c) (2), which is simlar to Internal
Revenue Code sectlon_165(c)£2). Because Of this simlar-
ity, federal regulations interpreting the conparable
section are applicable in interpreting the state code
section. (Cal. Admn. Code, tit. 18, § 19253,) Al so,
the interpretations and effect given by federal courts to
that section of the federal statute are persuasive of the

meani ng of the' state code section. (Meanley v. McColgan,
49 cal.App.2d 313 (1942).) The appliicable ederEI“““g"

regul ati on states, in part:

To be all owabl e as a deduction under sec-

tion 165ﬁa), al oss nust be evidenced by closed
and conpl eted transactions, fixed by identifi-

abl e events, and, except as otherw se Provided
in section 165(h) and § 1.165-11, relating to

disaster losses, actually sustained during the
t axabl e year.

(Treas. Reg. § 1,165-1(b).)

Such a closed transaction is generally evidenced by the
sal e of the assets or the abandonnent of the assets as
conpletely worthless. A nere dimnution in value of
assets retained by a taxpayer is not deductible as a

loss. (Reporter Publishing Co., 18 T.C. 86 (1952), affd.,
201 F.2d 743 (I0Th TTr. 1953).)

Deductions are a matter of |egislative grace,
and the burden of proving the right to a deduction is
upon the taxpayer. (Deputyv. du Pont, 308 U.S. 488 (84
L. Ed. 416] (1940); New Colonial ITe Co., v. Helvering, 292
U.S. 435 (78 L.Ed. 1348](1934).) FOI I OW Ng OUT TEVI €W
of the statements, docunents, and arguments filed by
aneIIants and respondent in this appeal, we nust con-
clude that-appellants have not sustained the burden of
pro¥é&g that their property in question becane worthless
In :

The actions of appellants themselves indicate
that the land retained sone val ue. eypeklants conti nued
to pay the property taxes on the |and and to apé?y annu-

all¥ 0 the Placer County Devel opment Permt Allocation
ottery) for one of the few permts issued each year to

build on lots in the Placer County part of the Lake Tahoe
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area where appellants' land is [ocated. Also, there is
sonme possibility that the state or federal governnent nmay
aut hori ze payment to owners of undevel oped Lake Tahoe
|ots affected by the restrictions. The evidence of the
real estate listing by appellants, which they submtted
follomnnﬂ t he hearln% on this aPpeaI, appears to denon-
strate that during the summer of 1982, no prospective
buyer appeared and offered to pay $13,500 tor the |ot
which appellants paid $4,397 for 'in 1965. This does not
denonstrate to us that the |lot was worthless. \Wether or
not the lot failed to appmu@ate In the manner contem-

pl ated by appellants when they purchased it and possibly
even |ost value after their purchase when the sewer and
building restrictions were instituted, appellants have
not denonstrated that the lot becanme worthless in 1980,

so we have no alternative but to sustain respondent's

actions.
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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 Taxati on
Code, that the action of the Franchise Tax Board on the
protest of Robert C. and Mary P. Lee against a proposed
assessment of additional personal incone tax in the
amount of $565 for the year 1980, beand the sane is
her eby sustai ned.

Done at Sacramento, California, this 13th day

of Decenber , 1984, by the State Board of Equalizati.qn,
wi th Board Members M. 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
Wl liam M. Bennett , Menmber
VWl ter Harvey* » Menber

*For Kenneth Cory, per Government Code section 7.9
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ORDER DENYI NG PETI T1 ON FOR REHEARI NG

Upon consideration of the petition filed January 8,

1985, by Robert C. and Mary P. Lee for rehearing of their
ﬂpeal fromthe action of the Franchise Tax Board, we are of

e opinion that none of the grounds set forth in the petition
constltute cause for the granting thereof and, accordingly,
it is hereby ordered that the petition be and the same Is
hereby denied and that our order of Decenber 13, 1984, be and
the same is hereby affirmed.

Done at Sacranento, California, this 25th day of
June, 1985, bythe State Board of Equallzatlon W th
Board Members M. Dronenburg, M. Collis, M. Bennett and
M. Nevins present.

Ernest J. Dronenburg, Jr. » Chai r man
Conway H._Collis , Menber
Wlliam M Bennett , Menber
Ri chard Nevi ns , Menmber

, Menber
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