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BEFORE TBE STATE BOARD or EQUALI ZATI ON
OF THE STATE OF CALIZORNIA

In the ¥atter of the Appeal of !
) No. 85R-~-661-VN

GEORGE R AND TATI ANA NANICHE)

For Appel | ant: CGeorge R. Nani che,
in pro par.

For Respondent: B. (Bill) S. &geir
Counsel

OPI NI ON

Thi s ag9eal is made pursuant to section 19057,
subdi vision (a),=/ of the Revenue and Taxation Code
fromthe action of the Franchise Tax Board in denying the
claims of George R and Tatiana wNaniche for refund ot
personal income tax in the anounts of $198 and $376 for
the years 1979 and 1980, respectively.

I/ UnTess otherw se specified, all section references

are to sections of the Revenue and Taxation Code as in
effect for the years in issue.
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Apceal of Georce 2. and Tati ana Naniche

The isscz2 presented for our decision is whether
appel l ants, husband and wife, are eantitled to 1979 and
1980 deductions for partnership |losses in excess of the
amounts allowed by the fFranchise Tan Scard.

Sonmetime prior to the two years under review,
appel |l ants becane limited partners in Reata G ande Ranch,
Limted, alimted partnershiF formed to purchase and
breed purebred cattle. Appellants subscribed to five
partnership units at $1,000 per unit. Follow ng the sale
of 240 units, the partnership was to acquire an initia
herd of 440 cattle fromL Bar Wland & Cattl e Company
(LBwW) and finance the purchase by executing prom ssory
notes in favor of L8W and other unrelated creditors. The
general partners intended to refinance all or part of the

debt owed to LBWat a later date. In addition to their
original capital contribution, appellanis were reguired
to assune partnership indebtedness in an amount up to

$1, 000 per unit purchased.

To provide the necessary care for the nmain-
t enance and inprovenent of the cattle, the partnership
entered into a managenent agreenment with Lw. The
general partners and LBW planned to breed the cattle to
improve its quality and sell the breeding stock, The
prospectus for the partnership indicated, however, that
the partnership did not expect to derive income from such
sales in excess of the total expenses of maintainiag the
her d. (Resp. Br., Ex. aA.) Upon expiration of the
sixtytwo nonth term of the partnersaip, the general
partners planned to sell the entire herd at its fair
mar ket value and then to distribute the proceeds of the
final sale to the limted partners.

On their personal inconme tax returns for 1979
and 1980, appellants clainmed deductions for |osses from
the Reata G ande Ranch, Limited, partnership in the
anount s of $2,047 and $7, 169, respectively. (Resp. Br.
Ex. B.) Upon exami nation of the returns and partaership
docunents, the Franchise Tax Board determ ned that
appellant's distributive share of partnership | osses
exceeded the basis of their interest in the partnership
by the end of the 1979 taxable year. Consequently,
respondent disallowed their claimed 1979 partneré%ip | oss
deduction to the extent that it exceeded their basis, and
di sal l oned the 1980 partnership |oss deduction in its
entirety, resulting in deficiency assessnents for both
years. Appellants elected to pay the assessnents, but,
thereafter, filed clainms for refund. Follow ng denial of
the refund clainms, appellants filed this tinely appeal,

~134-

.‘



@

Appeal of George R and Tatiana Nani che

Por the years in question, section 17853 pro-
vided that a "partner's distributive share of partnership
l oss (including capital loss) shall be allowed only to
the extent of the adjusted basis of such partner's _
interest in the partnershin at Lhe£7nd of the partnership
year in which such | 0ss occurred.” For purposes
of this appeal, the adjusted basis of appellant's in-
terest in the partnership was the basis of such interest
determ ned under section 17882 decreased (but not bel ow
zero% by the sum of their distributive share for the
taxabl e year and prior taxable years of |osses of the

artnership. (Rev. & Tax. Code, § 17860, subd. (a).)

he basis of an interest in a partnership acquired by a
contribution of noney to the partnership was the anount
of such noney. (Rev. & Tax. Code, § 17882.) In addi-
tion, any increase in a partner's share of the liabili-
ties of the partnership was considered as a countribucion
of money by the partner to the partnership. (Rev. & Tax.
Code, § 17915, subd. (a).)

In the present matter, the Franchise Tax Board
argues that the basis of appellants' interest in the cat-
tl e partnership was $10, 000, consisting of the $5,000
that they contributed to the partnership by purchasing
five units and the corresponding $5,000 in liabilities
that they were required to share under the partnership
agreement. Respondent states that in 1978, prior to the
appeal years, appellants had already clained $9,936 in
partnership | osses. Respondent calculated that the
adj usted basis of appellants' partnership interest under
section 17860, subdivision (a), was thus decreased to $64
at the end of 1978, Wen appellants clained an addi-
tional $2,047 ﬁartnership | oss in 1979, respondent
asserts that the adjusted basis of their interest was
reduced to zero. Respondent, thus, contends that appel -
lants were entitled to only a $5¢ deduction in 1973 and
not entitled to any of their clainmed loss '"in 1930.
Respondent' s conpu?ation of the adjusted basis of appel-
lant's partnership interest as w21l as its determ nation

2/ Chapter 10 (commencing with section 17851) of part 10
of division 2 of the Revenue and Taxation Code, entitled
"Partners and Partnerships.”, was repealed by Statutes
1983, chapter 488, section 60, page 1925, effective
January 1, 1983. Reenacted section 17851 now provides
that the taxation of partners andpartnerships wll be
determ ned in accordance with the Internal Revenue Code.
(Stats. 1983, ch. 488, § 61, pp. 1925-1926.)
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Appeal of George R and Tatiana Nani che

to disallow the claimed |oss deductions in excess of the
adj usted basis are B;esunptlvely correct, and the burden
IS on agoellants to Drove otherw se. (aAppeal Of Anuel us

Industries, Inc., cal. St. Bd. of Ezual., Dec. b, 19/8,
Appeal 0f Horace C. and Mary M. Jenxins, Cal. St. Bd. of
Equal., April b, 1983.)

In rebuttal, appellants contend that they have
been treated inconsistently fromthe other limted part-
ners who claimed simlar losses but were allowed their
deductions by the Franchise Tax Board. Appellants have
not, however, provided any proof of these allegations.
Even if they had done so, we would, nevertheless, not be
bound by the inproper adninistrativt handling of other
t axpayers' cases. (Appeal of Irving and Sondra Pl one,
Cal. St. Bd of Equal., June 25, 13985.) Because appel-
| ants have not demonstrated error in respondent's deter-
m nations, we have no choice but to sustain respondent's
action in this matter
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Appeal of George R and Tatiana Naniche

ORDER

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

| T | S HEREBY ORDERED, ADJUDGED AND DECREED,
pursuant to section 19060 of the Revenue and Taxation
Code, that the action of the Franchise Tax Board in
denying the clains of George R and Tatiana Naniche for
refund of personal incone tax in the amounts of $198 and
$376 for the years 1979 and 1980, respectively, be and
the same is hereby sustained.

Done at Sacranento, California, this 3rd day
of March ., 1987, by the State Board of Equalization,
with Board Menbers M. Collis, M. Bennett, M. Carpenter
and Ms. Baker present.

Conway H. Collis » Chairman
WIlliam M Bennett . Menber
Paul Carpenter . Menber
Anne Baker* . Menber
Member

*For Gray Davis, per Governnent Code section 7.9

-137-



