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This appeal is made pursuant to section 1859%f
t he Revenue and Texation Code fromthe action of the Franchise
Tax Board on the protests of H. H. and Irene W. Garner against
proposed assessments of additional p rsonal i ncome tax in the
amounts of $2,155.30, $1,620,27 and $1,686.01 for the years
1959, 1960 and 1961, respectively.

In 1927 Padua Hills, inc. (hereafter "Pedua’), was
formed to take overthe property of @ real estate trust.

H H. Garner (hereafter "appellant") then ouned 50 percent
of Padua's stock, but gradually increased his interest to

8 per cent , The property held by Padua was |ocated in
California near Ciaremont College and was largely unimproved
with the exceat!on of a theatre and dining facility. I¥om

19281934 appellant advanced consi derabl e suvs to pay the
nortgages , interest, and taxes on Padua's property.

I nds to forestall
possiblie lo e to foreclosures and
ax sales, rty and business
operations ppellant owned
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80 percent of Padua's stock. 4s rent appellant agreed to pay.
al | operating expenses of the busi nesses then existing or

- subsequent|y devel oped on the property; to pay all other
expenses Wwhich mght accrue as obligations of Padua, including
interest on all indebtedness and taxes on real and persona
property; to reimburse Padua for depreciation of buildings,

i mprovements, equi prent, and personal property; and to pay
Padua 50 percent of the net profits fromthe operation of

al | businesses. |f any of the property were sold, appellant
was to share equally in any gain,

After the |ease was entered into, the theatre and
dining facility were operated profitably until 1950. Addi -
tional businesses, including studio, artcraft, pottery, and
wat er service operations, were devel oped.

Padua Institute (hereafter "Institute"), a tax-exenpt
organi zation, was formed in 1935 and operated as a theatrical
group furnishing education on Mexican culture in the theatre
bui | di ng owned by Padua. 4ppellant was the chairman of the
Institute's board of six trustees,

In 1946, appellant subleased the theatre, dining
facility, and a dormtory to the Institute.

For the years onappeal, appellant, Padua and the
Institute filed returns based upon the provisions of the |ease
and subl ease, reporting net losses fromthe various businesses.
The income and expenses related to the theatre, dining room
and dornmitory were reported by the Institute, Appellant reported
the income and expenses related to the studio, artcraft, pottery,
and water service operations,

Respondent determned that the 1934 |ease agreenent
shoul d be disregarded. it reallocated the reported income

and expense itens anong Padua, the Institute and appellant,
4s a result, additional |osses were attributed to Padua and

the Institute and additional income was attributed to appellant.
Respondent relies upon the general principie that

substance prevails over form and upon Section 17615 of the
Revenue and Taxation Code, which provides:

142
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In any case of two or more persons,
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For theyear 1959, respondent disalliowed a deduction
of $521,30 for an alleged bad debt. Appellant stated in'his
reply brief: 'e concur with the agent's disallowance of this
itemon the basis that it did not become worthless during
.the year 1959." However, at the hearing appellant urged that
t he anount in question was deductible as an addition to a
reserve for bad debts, The addition increased the reserve to
an anmount equalling the total amount of notes receivable.

Section 17207 of the Revenue and Taxation Code
allows a deduction for a "-reasonable addition to a reserve for
bad debts," Appellant has not established that the addition
claimed by him was reasonable and therefore it canrnot be
aliowed as a deduction.

Appel | ant has acqui esced in the further disallowance
of a deduction of $579.42 in 1961 for alleged professional
servi ces,

— e — —

Pursuant to the views expressed in the opinion of
the board on filein this proceeding, and good cause appear -
I ng therefor,

IT IS HEREBY ORDEZRED, ADJUDGED AND DECREED, pursuant
to section 18595 of the Revenue and Texation Code that the
acticn of the Trenchise Tax Zoawxd on the protests of H, H.
and Irens W, CGarner against proposed assessmants of additionel
personel income tax in the eamounts of $2,155,30, $1,520.27
and $1,685.01 for the years 1958, 1980 and 1961, respectively,
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be and the same is sustained as to the Gisaliowance Of he
bad debt and professional sesrvice expanse "deductions. In

~ali other respects the action of the Franchise Tas Board is

revers ad ,

Done at Sacranento , Califor
of September , 1966, by the State Board/?
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