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BEFORE THE STATE BOARD OF EQUALIZATION

OF THE STATE O CALIFORNIA

Appearances:

For Appellants: H. A, Sherda
Certified Public Accountant

For Respondent: Peter 8. Pierson
Associate Tax Counsel

This eppeal is made pursuant to section 18594 of
the Revenue and Taxation Code from the action of the Fraachise
Tex Board on the protests of Darr and Patricia Jobe agalnst
proposed essescgments of additional personal income tax in
the amounts of $8L4.72, $112.67, and $366.55 for tqe years
1960, 1961, and 1962, respectively. After this aopeal was
filed respondent Fraachise Tax FOard conceded two ;ssueo
relating to the year 1962, thereby reducing the propose
aGaitional assessaent for 1962 to 8195, 7k,

Mr, Jobe (hereafter referred to as ”appellamt”)
is bﬁ¢mar17j engaged in the practice of veterinary medicine.
In the nmid-1950%s he purchased real estate in Temple Cvty,
Celifornie, on wnich he planned to erect aL,apa?tLenc house.,
Constructicn of that building was commenced in 1957 and
completed in 1958, During 795 eppellant puilt a duplex
on the rear portion of the seme lot, and in 1962 he placed
a 9-utnit sparitment complex cn the remsining vacant land.

Lopellant experienced some d;ffictlty in renting
these vericus eparitment units. In 1959 the Vaca*cy factor
vas 16 Pefceauo It rose to &s high as 62 opercent in 1962
after the second apsrtment conolex was completed, and 1T
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finally stabilized at about 27 percent in 19863. Appellant®s
rental p10001b”cs produced gross rental income during the
vears in cuestion of $15,289 in 1960, $13,4k1.5% in 1961,
and $18, 220,20 in 1962. In his California personal income
tex returas for thosc years appellant reported the following
net losses from his rental properties: S2,420°9¥ in 1960,
$8,139.33 in 1961, “_‘ $11,752.67 in 1962,

The first question raised by this appeal concerns
whether appellant properly computed annual depreclation on
these rental propertles.

Section 17208 of the Revenue and Taxation Code

allows as a dxoxe labLOﬁ deduction "a reasonable allowance

Tor the exhaustion, wear and tear (including a reasonable
allowance for obsolescence) - ... (2) Of property held for
the production of income, " The annual allowance for
depreciaticn of such property is based in part on an
éstimate of the property’s useful life, i.e.,the period
over vhich the asset may be useful to the taxpayer in the

roduction of nis inc omb . (Cal. Admin. Code, tit, 18, reg.
17208(a), subd. (2)

In computing depreciation on his rental properties
aopc,llc;qt estimated the useful lives of the original zpart-

nent building, the duplex,and the 9-unite ap artment comp lex
tobe 25 years, 20 years and 25 years, respectively.

Respondent®s audivor increased appellant®s estimates
of useful life to 33 1/3 years for the firsl apartment building
and the duplex, and 35 years for the 9-unit apariment complex,
This sctlion was ta?en in rellaace on Bulletin ¥ of tThe Tntermal
Revenue Service (Bulletin F, "Estimated Usbf l Lives eand
Deorecistion Rates" (Revised, Januﬁ 1942)), ich supplied
the federal eautnorities with guid line estlp uos‘of‘useful
1ives for various types of depreciable property. In that
publication 33 1/3 vears was deslgnated as a reasonable
estimated usb¢u7 life for a cbeaoly constructed aoartment
building, when the bullding end 1Ts components were depr ated

?
on & comgosite rate basis, as was the case here.

respondentis dovwnward adjustments in

As a result of
the ailowable desreciation QeﬁuCtjo*u) the net losses reporied .
by eppellant to have been lncurred in the OpefauLOﬂ of his
rental properties were reduced to $618036 in 1960, $5,4%48.55
in 1961, and $9,355.68 in 1952,

lopellant conteands that respondent’s extension of
the estimated usefuvl lives of apoellantis rental propertlies
vas utnreasonable hecause 1T completely ignored tThe Ifunciionesl



Aopeal of Darr ond Pavricia Jobe

and economic obsolescence factor which prevailed. Aopellant
supports his use of lower estimalted useiul 1life figures by
the Tollowing contentions:

: (1) A substantial nuanber of apartment buildings
have gone up in the Temple City area since appellant built
his rental properties. Many of those newer bulldings are
more modern in styling and wore luxuriously constructed then
avpellantis, yet their units are in the same rental price
range as eppellantis. As a result of This increased compeli-

tion and a general overbullding of zpartments in tThe area, it

has become increasingly difficult for appellant to find tenants

and to keep his units occupied, as is evidenced by the nigh

vacancy factor prevailing in his apartments. On occasion

aDUOjiaﬂb has found it necessary to lower rents in order to
cmpete, -

(2) At the same time, taxes, insurance and wages
have continued to rise steadily, msking it more and more
unprofitable t 0 own and meintain the rental units.

(3) Although appellant®s gross rental income has
ﬁncweaﬂed.durinc'ﬂuayours<x1apoea7, this is due to the nine
additional UNits which were added in 1962. Each year , moreover
there has bee-n a net loss,

kely to end

(L) This economic obsolescence is not 1i
ntis was rezoned

since in 1964 the property suﬂ?ouaaing apvella
for more multi-residence structures.

In a recent case (Apoeal of Cowt
gt. Bd. of Bgusl., May 10, 19067) we had T
must here, whether the appellant had submitted eV¢dvqce suffi-
cient to overcome the presusption of correctness whichh attaches
to respondentis determination as to the proper deprecisiion
allowence. (Aoceal of Frenk Mirstii. Trc., Cgl. St. Bd. of
Bouael., July 23, 1953; Zfopeal of Address Unknowmn, Tnc., Cal,
St. Bd. of Zgual., May 1953.) 1In The Continentzi Lodge
appeal, as here, respc: 1T had increased the estimated useful
life of The taxpayerts bullding on the basis of The gulcdeline
fizgures centalned in Bulletin ¥ The bulk of the evidence
introduced by Continental Lodge in its attempt to prove
respondent?s devermination wrong consisted of its own un-
supporveld statements of 1its COQLGDolOlS and 1ts opinion about
conditions which were 1likely to exist at some indefinite future
time. On that record we held that Contlnental Lod~b had now
sustained its purdeén of proving fesoondeat7s action to have
been incorrect, '
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In the instanl case also, appellantis evid
his contentions consists mainly of his owa unsuppor e a
ments of those contentions. Moreover, the obSOLVucbncb wni

aopellant contends has shortened the useful lives of his rental
properties is not proven by a mere showing of competition,
decreases ia revenue, or even net losses, (D“EﬂOLu & _Windsox
Ferry Co, v. Woodworth, 115 F.2d 795, cert. denied, 312 U.S.
692 [85 L. Ea. Ji28u, Sou’bggﬁfefn Bldg. Corpa. Ve Comm"SS]OQCTg
148 ¥.23 879, cert. QLDLOQ, 320 U.5. 740 L9O L, Bd. &427%;
fnuna J. Coltton, 25 B.T.4. 1158,) Appellant®s case for
obsolescence 1is paru¢culaii" seall in view of the fact that
auring the yeafs on appeal construction of his properties had
only ﬁﬁbbuJJy been comoleuedo At that poial in tilme the
existence of net losses did not nece ssarily esvablish a trend,
nor did it prove that the economic conditions then prevail;nr
would continue. Even more QCbl‘i cating to appellant?s claim
is the fact that in 1962 he constructed a new rental property,
in the face of the very conditions that he claims establisgl
ObSOT“SCeﬁCOQ The case of Qccidental Loan Co, v. United Stat
235 F. Supp. 519, relied on by appellant, is not controlling
for in that case the feasonabWeness,of The estimated ussful
1liTfe which the taxpayer used in computing depreciation on his
rental properties was not in issue.

€5,

our ovinion appellant has failed to introduce
cient to overturn respondentts deterrnlqgthn
ropriate estimated useful. lives of appeliant?s
ties,

I n
ev1acﬁcesaff
as to the app
rental p:’.’oper

The second issue which must be fesoTved IS whether

pellant prooerly deducted the cost of an X-ray cable as z

busmess expense and, if not , vhat the estlmated useful life
of that cable was for purposes of computing depreciation.

In 1962 appellant purchased an X-ray machine and
X-ray cable for use in higsmall enimal hospital, For tax
purposes appellant treated the cost of the X-ray machine as

a capitel expenditure and he computed his annual depreciation
leductions on the machine on the basis of an estimated useful
1lire OF eignt yeszrs. fppellant deducted $332, the cost of the
-ty capnle, as e business expense incurred In 1962, Respondent
has determined that the cost of the X-ray.cable wasalso a
caplitelexpenditureand has computed appellant s annual
dGepreciation deduction on the cable on the basis of an esti-
mated useful 1ife OF eight vears.

Section 17202 of the Revenue and Taxation Code
provides for the deduction from gross income Of ordinary
and necessary businessexpenses paJd or incurred by the

-184-



Aop eal of Darre and. Patricia Jobs

L o)

-tqvoayov during the texable year. Section 17283 of that
code pTOQLles the deduction of capital expenditures. An
example of a nondeductible capital expenditure 1s "the cost

of acgulsitlion o<. OF maCPLﬂny and equivment, ..o having a
useiul life substantially bOYOQd uoe texable year." (Cal
Lémin, Code, tit. 18, Tre eg. 172383(b), subd. (1))

In support of his treatment of the cogt of the
X~-ray cable as & deductible expense, appellant argues that:
(1) the useful life of this high-voltage cable is unrelated
“to the 1life of the X-ray machine; (2) upon inguiry the X-ray
companles refused to give an estimalte of the useful 1life of
this cable, but they indicated that the cable could last one
year or it might last as long as four years or even more; and
(3) the nanufacturerts warranty on this cable is on e vear in
aaﬂatvouo If it Dbe concluded tThat the cost of The X-ray cable
was a nondeductible capltal expenditure, then gppellant contend
t% t at most the X-ray cable should be assigned an estimated
useful 1irfe of three years for pU?poseo of CO.;Utl ennuval

depreciation.

Ve cannot agree witn appellant that if the X-ray
cazble was guarantesd by its manufaclturer for only one year
and 1 in some instances those cables might last for only
one year, then the cost of the cable was a deductible business
expense. On the contrary, those facts, 1f established by
competent eviden would indicate That

the probable useful .
lJLC was more than one year andtherefore that the cable wes
capital asset . The cable was acquwed by avpellant at the
an time as the X~ray machine and was necessary to the ooera-
tion Of that machine . we do not believe that the cost of the
cable was in the nature of & repair or other deductible
business expense, bat rather that the purchase price
represented the cost of a capital asset, the sane as the cost

R TN “r .
of The X-rey machine .

Since we have concluded that the X-ra 2y ceble was a
gev, 1t is necessary to determine whe tqef respondent
omputed depreciation oan that cable on the basis of
ed useiul life of eigat years. TﬂiS was eppellantts
te of The useful life of the X-ray mac ﬂlﬂo°
As was stated in connection with the Tirst issue
in tThis gppeal, respondent®s determination as to the proper
depreciation allowvance cerries with it a oresumption of
correctness and The burden is on eppellant to orove that
determination incorrect. Here, as with the first issue,
The only evidence offered by appellant is his own unsupporied
statement That an sporopriste estimate of useful life For the
AL-ray cadvle was three years., Altnough he refers to statements
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allegedly made by X-roy companies to the effect thatl the
cable could last for three or.four years or loager, 1o
documentary evidence of those statements appears in the
record. In any event, such statements would be inconclu

r these circumstances we do not believe appollant
ev1ieqbv sufficient to overturn respondent?

t et the X-ray cable should be Qoprec1aued
y ﬁﬂcnine on the basis of an estimated

Pursuant to the viev ; T
t he ‘board on file in this proceeding, and good
bhel b.l.. O- 9

IT TS HEREBY O%DZBED, ADJUDGED AND DECREED, pursuant

to section 18599 of the Revenue and Taxation Coacj unw' the
n of the Franchise Tax Board on The p?ObeSuS of Derr and

Patricia Jobe against provosed assessmCQus of eadditional
personal income tax in The amounts of 9vvu72 $112,67, and
$366,55 fox tho ears 1950, 190*, and 1909 reSacctvve.\) be
and the same "is he“eO] modified in That The assessment for
1962 shall be foduC@d o "195°747 in accordance with the
concessions made by the Franchise Tax Board. In all other
respects the action of the Franchise Tax Board is sustained.

-Done at Sacramento , Californis,this 7th day
of July , 1957, by the Statc Board of Equalization,
‘L i ,/‘ .’\/
N ,/(EAJ' ;\ f\c*<wki, Chairman

A

-, X S //1 A / {’ 3 . // I\L""”Der
H e
CZ/ '.”’// ﬂé;;—'i , Member
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, Menber

, Member

, Secretary
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