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EXHI BI TS

(Appellant's Exhibits 1-4 were received at page 6.)

(Respondent's Exhibits A-Mwere received at page 6.)
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Los Angeles, California; Tuesday, My 21, 2019

9:58 a. m

ADM NI STRATI VE LAW JUDGE HOSEY: We're now goi ng
on the record.

This is the appeal of Ranbir and Rekha Sahni,
Case No. 18073515. Today is May 21st, 2019. It is
10: 01 a.m, and we're in Los Angeles, California. | am
Adm ni strative Law Judge Sarah Hosey, and with ne today is
Judge Teresa Stanley and Judge M chael Geary.

Parties, can you please state your nanes for the
record.
SUAREZ: Richard Suarez, CPA.
BABI CK:  Gary Babi ck

KNOLL: Br andon Knol |

2 » 3 3

CORNEZ: M chael Cornez.

ADM NI STRATI VE LAW JUDGE HOSEY: Thank you
Today's issue is whether the cal culation of appellants’
substituted bases in the prom ssory notes is correct.

Let's nove on to the exhibits. W pre-narked
Exhibits 1 through 4 for Appellants and A through M for
respondent, FTB, at the prehearing conference held on
April 4th, 2019.

M. Suarez, do you have any objections to

admtting Exhibits A through M?
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MR, SUAREZ: No.

ADM NI STRATI VE LAW JUDGE HOSEY: Thank you

M. Knoll, any objections to admtting Exhibits 1
t hr ough 4?

MR KNOLL: No.

ADM NI STRATI VE LAW JUDGE HOSEY: All right.
Exhibits 1 through 4 and A through Mare admtted as
evi dence into the record.

(Appellant's Exhibits 1-4 were received

in evidence by the Admi nistrative Law Judge.)

(Respondent’'s Exhibits A-M were received

in evidence by the Admi nistrative Law Judge.)

M. Suarez, are you ready to begin your
presentation?

MR SUAREZ: Yes.

ADM NI STRATI VE LAW JUDGE HOSEY: Pl ease begin

MR SUAREZ: GCkay. Sorry. I|I'mnewto this.

ADM NI STRATI VE LAW JUDGE HOSEY: Take your tine.

MR. SUAREZ: The -- I'mactually going to keep
this very short.

ADM NI STRATI VE LAW JUDGE HOSEY:  Sure.

OPENI NG STATEMENT

MR. SUAREZ: This is in response to -- and the

reason why we're here i s because our request for rehearing
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was granted and approved by this board, okay. In that
appeal , your subsequent decision, you kind of isolated
certain key itens that we don't take issue wth, okay.

And sone of those are that -- you' re statenent
that the Franchise Tax Board shoul d have adjusted the
substituted basis in appellants' prom ssory notes to
reflect the undisputed liabilities of cost of sale. Ckay.
And then the rehearing shall be limted to consideration
of the undisputed liabilities and cost of sale to
cal cul ate appel l ants' substituted basis of the prom ssory
not es.

Al'l the other facts and circunstances that have
been di scussed, | believe, have all been accepted, okay,
up to this point. W agree, okay, that section 732(Db)
does apply, and we think -- we believe that we have
properly applied section 734(b) as per our materials and
attachnments, our exhibits.

That's pretty nmuch it.

ADM NI STRATI VE LAW JUDGE HOSEY: Okay. Thank
you.

M. Knoll, would you like to begin your
presentation?

MR KNOLL: Yes.

ADM NI STRATI VE LAW JUDCE HOSEY: (Okay. Let's do
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OPENI NG STATEMENT

MR. KNOLL: Good norning. On appellants’
originally filed return, they paid tax on the paynent of
prom ssory notes they received fromliquidation of
M. Sahni's partnerships determ ned fromhis partnership
returns, K-1's. Appellants amended their return reporting
di fferent anounts, but have not produced evi dence to show
that the partnership returns, the K-1's, are incorrect.

I n respondent’'s Exhibit K, respondent cal cul ated
M. Sahni's substitute basis in the prom ssory notes he
received in liquidation of his partnerships. Respondent
used the information reported in a 2001 federa
partnership returns and M. Sahni's K-1's. Respondent
determ ned that M. Sahni had a basis of $320, 055 in that
Pal ndal e note and the basis of $332,867 in the Trace
Loom s note.

Respondent's basis cal cul ati ons has a 28
difference in the total basis afforded on appellant's
original 2003 return. Therefore, respondent accepted the
gain reported on appellant's original 2003 return.
Appel | ants have not shown that respondent’'s cal cul ati ons
are incorrect nor provide any docunentation to the State
substantiating that their cal culation basis in the
prom ssory notes were cost of the sale.

Respondent correctly cal cul ated appellant's
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substitute basis on the prom ssory notes. Therefore,
respondent respectfully request that appellant's claimfor
refund be denied. Thank you.

ADM NI STRATI VE LAW JUDGE HOSEY: Thank you. |'m
going to ask the panel if there's any questions.
Judge Stanl ey?

ADM NI STRATI VE LAW JUDGE STANLEY: No.

ADM NI STRATI VE LAW JUDGE GEARY: No questi ons.

ADM NI STRATI VE LAW JUDGE HOSEY: Okay.
M. Suarez, would you |like to nake a final statenent?

MR SUAREZ: Well, | think that the argunent that
he presented was outside the scope of the rehearing.
Ckay. And then all the docunentation -- we've correct --
we believe that we've correctly calculated the 734(Db)
adj ustmrent.  Ckay.

MR BABI CK: 732.

MR SUAREZ: [I'msorry. 732. GCkay. 732(b).
They did not -- the docunentation issue was not part of
t he scope of this rehearing.

ADM NI STRATI VE LAW JUDGE HOSEY: That's it?

MR. BABICK: Yeah. | would add just one item
I f you would make reference to the first schedule or the
third schedule that we submtted there, it's just a brief
summary of the tax return bal ance sheets that show the

di fference between book capital count and the tax basis.
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And the only single itemthat changes between the book
capital account and the tax basis is the deferred gain on
the installnment sale. Wen that is considered, the tax
basis changes, and it's that tax basis that was used in
the materials that we presented.

Oiginally when we had the audit, since this went
back to 2002, we didn't have -- neither R chard and | were
i nvol ved, and we didn't have the original information from
escrow statenments to show what the potential -- what the
conm ssions and cost of sales were. W had estimated it
on the amended return. The state disallowed the
estimates. We agree we can't -- we can't substantiate the
conm ssion. W don't have the docunment showi ng from 19
years ago what the conmm ssion was.

So in the schedul es we presented to you here,
we've [imted anything that's not on the tax return. It's
sinply a matter of what's the tax basis on the note. |
think it's a very clear schedule as to what that -- what
t hat basis shoul d be.

ADM NI STRATI VE LAW JUDGE HOSEY: (kay. Thank
you. Ckay.

MR CORNEZ: My | ask a question?

ADM NI STRATI VE LAW JUDGE HOSEY: Sure. \Wat's
your question?

MR CORNEZ: l"msort of curious as to who this

10
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Wi tness or person testifying is. W've not heard or seen
hi s name before.

MR BABICK: I'msorry. |'ve just done sone work
for M. Sahni. Richard is the power of attorney, and
worked with himon trying to put this together. |I'ma
former tax partner at one of the large firnms, but I
haven't practiced for a bunch of years.

ADM NI STRATI VE LAW JUDGE HOSEY:
Co-representative?

MR, BABI CK: Yeah.

ADM NI STRATI VE LAW JUDGE HOSEY: (kay. W have
your evidence, and we've heard your argunents. |Is there
anything el se you' ve prepared to present to the pane
t oday?

MR SUAREZ: Nope.

ADM NI STRATI VE LAW JUDGE HOSEY: Ckay. W're
ready to submt the case. The record is now closed. This
concl udes the hearing, and the judges will neet and deci de
t he case based on the docunents and argunents presented
today. W will send both the parties the witten decision
no later than 100 days from t oday.

So this hearing is now in recess.

(Proceedi ngs adjourned at 10:10 a.m)
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HEARI NG REPORTER S CERTI FI CATE

|, Ernalyn M Al onzo, Hearing Reporter in and for
the State of California, do hereby certify:

That the foregoing transcript of proceedi ngs was
taken before ne at the tine and place set forth, that the
testi nony and proceedi ngs were reported stenographically
by me and later transcribed by conputer-aided
transcription under ny direction and supervision, that the
foregoing is a true record of the testinony and
proceedi ngs taken at that tine.

| further certify that | amin no way interested
in the outcone of said action

| have hereunto subscribed ny nane this 3rd day

of June, 2019.

ERNALYN M ALONZO
HEARI NG REPORTER

12

California Reporting, LLC
(510) 313-0610






