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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 )
THOVAS M AND ELAI NE JADOON

Appear ances:
For Appellants: Thonmas M. Jadoon, in pro. per.

For Respondent: Richard A \Watson
Counsel

OP1 NI ON

This appeal is made pursuant to section 18594
of the Revenue and Taxation Code fromthe action of the
Franchi se Tax Board on the protest of Thomas M and El aine
Jadoon agai nst a proposed assessnent of additional personal
incone tax in the amount of $651.58 for the year 1968.

_ ~The only issue raised is whether appellants
realized income froma sale of corporate stock in 1968.

I'n 1965 appel | ant Thomas Jadoon and anot her
man formed Cooper Concrete Pipe Co,, Inc., a California
corporation, Both men |oaned the corporation substantia
suns of money for working capital, and each man purchased
100 shares of the corporation's stock for $10,000. During
1966 and 1967 Mr. Jadoon's | 0ans to the corporation total ed
$41,000. He obtained $25,000 of this amount by nortgaging
his home to a bank. The remaining $16, 000 was the net
amount, after deductions for taxes, of M. Jadoon's $18, 000
gross annual salary from the corporation

On April 17, 1968, M. Jadoon agreed to sell 99

of his 100 shares in the corporation to Paul A Galpin
for a price of 370,000, For reasons not apparent from
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the record, the docunents effecting the stock sale were
drawn up by the attorney for the other 50% sharehol der,
not by the attorneys, if any,_representln% M. Jadoon

and Mr. Galpin. e transaction planned by this attorney
I ncl uded an agreenent bK M. Jadoon to contribute to the
corporation's capital the net amount of the corporation's
i ndebt edness to him \Wen the sale was consummated on
May 31, 1968, Mr. Jadoon apparently executed a document
directing the corporate officers to nmake the necessary
entries In the corporate books to reflect this contri-
bution to capital. Such entries were made, and respond-
ent's audit of the corporate books revealed that the
anount so contributed to capital was $32,716. This figure
was conputed as follows: $41,000 in original loans, |€ss
repaKnents by the corporation of $990, and |ess $7,294
whi ch Mr. Jadoon owed the corporation for equipnent he
had taken out of it and for certain of his personal
obligations which the corporation had paid.

Under the terms of the sale agreement, M. Galpin
paid M. Jadoon $20,000 in cash on the date of the sale
(May 31, 1968) and gave him an installment promssory note
for the $50,000 bal ance of the purchase price. The note
was secured by a pledge of the 93 shares of stock. As
specified in the note, Mr. Galpin paid the first installnent
of $18,000, plus $388 in interest, 120 days after the date
of the sale. 'Thus, ¥r. Jadoon received $38, 000 of the
$70, 000 purchase price in the year of the sale.

~ Appellants did not report the stock sale on
their joint California personal incone tax return for
1968. " They did report it on their 1969 return, however,
after being advised to do so by their accountant and
"after being notified by respondent that it had |earned
of the unreported sale through a routine audit of the
corporation. The 1969 return treated the stock trans-
action as an installment sale for a gross sales price
of $29, 000.

Respondent determ ned that the sale should
have been reported on appellants' 1968 return, that the
sal es price-was $70,000, that appellants' stock basis
was $42, 716 ($10,000 + $32,716), that appellants realized
a capital gain of $27,284, and that the sale cduld not be
returned on the installment basis 'because nore than 30%

oflthe sal es price had been received in the year of the
sal e.

el lants' position appears to be that none

AD .
of the $70,080 represented gain. M. Jadoon states
that the_ transaction was structured to allow himto get
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back his cash investnent in the corporation. He says
that he conputed the sales price as follows:

$25, 000 1loans to the corporation
10,000 original cost of the stock
5,000 representing tw years of salary
$70,000 ei ther | oaned back to or not
drawn out of the corporation

As he viewed the transaction, -the-$38,000 cash received
in 1968 represented his stock cost plus the |oans of
$25,000 and $3,000 interest on those loans. The part of
the purchase price .deferred to |ater years he regarded
.as salary, At the hearing before this board, appellant
indicated that M. Galpin defaulted on the note so that
he (ap eIJant% never has gotten the salary he earned

but left in the corporation

There can be no question that the sale shoul d
have been reported in 1968, when it took place, rather
than in 1969, when the appellants did report it. It is
equal |y clear that appellants nag not use the install nment
nmet hod of reporting, since the $38,000 received in the
year of sale substantially exceeded 30%-of the-$70,000
selling price of the stock. (Rev. & Tax. Code, § 17578,
subd. %b?(l)(B),) Therefore, the only remaining question
I's the amount of ‘gain, if any, realized on the sale

On the facts presented to s, we think the
aﬁpellants clearly realized at&}east~as much gain as
that determ ned by respondent. We do not quarrel wth
t he obvious sincerity of aPpeIIantsf belief that they
got no nore than was right ull¥ comng to them but
under no interpretation of the facts could their stock
basis be held to be equal to the selling price. Appellants
original basis was certainly increased by the contribution
to the corporation's capital, but nothing in the record
suggests any way that the adjusted basis could be greater
than $42, 716.

_ That the sales price contained elenents of gain
IS apparent even under the appellants' view of the trans-
action. As Mr. Jadoon explained it at the hearing, his
conputation of the price included amounts for interest
and one year's salar¥, none of which was reported on

appel lants' returns for any year. Cearly, that interest

'1/ The proposed assessnent appears'to contain an
I nadvertent error in appellants' favor. 'The original
cost for the 99 shares sold by the appellants is given
as $10,000, whereas it should be only $9,900 since
$10, 000 was the cost of 100 shares.
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and salary constitute taxable gain, whether received
directly fromthe corporation or indirectly froma

thlrd-party purchaser of appellants' stock. W have
no reason to disbelieve Mr. Jadoon when he says that
he did not understand the |egal ramfications of the
docunents he signed in making the sale. But we nust
point out that, "under the proposed assessment as it

now stands, the transaction successfully converted

into capital gain what otherw se woul d have been

ordinary incone (the interest and salar P I f yeceived
directly fromthe corporation. The resaft, of course,

Is a substantial tax benefit for the appellants.

Since it appears that appellants' correct tax
liability is at |east as great as that determ ned by
respondent, the proposed assessnent nust be upheld

ORDER

Pursuant to the views expressed in the opinion
of the board on file in this proceeding, and good cause
appearing therefor,

| T 1S HEREBY ORDERED, ADJUDGED AND DECREED,
ursuant to Section 18595 of the Revenue and Taxation
de, that the action of the Franchise Tax Board on the
protest of Thomas M. and El ai ne Jadoon against a proposed

assessnent of additional personal inconme tax in the anount
of %651.38 for the year 1968, be and the same is hereby
sust ai ned.

Done at Sacramento , California, this 31st day
of July , 1972, by the State Board of Equalization.

, Chairman

(;zzzzéééz;ﬁﬁg;h; , Member
‘ 7 ; N
/§§4W17zjgé1d¢/;a_‘ , Member
Z . - K -
‘<f2£czgaym zﬁ,ﬁ?zj4,4,2;7 , Member’
' , Menber

ATTEST: ;22?///¢%//;ﬂégz%if§2i_ , Secretary
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