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QPINION

1 ™is appeal is made pursuant tosection
25666—-/ of the Revenue and Taxation Code from the

action of the Pranchise Tax Board on the protest of )
John B. Johns. B.B.S., Inc.,, Taxpayer, and John EB. Johns,
Assumer and/or Transferee, ggainst a groposed assessment
of additional franchise tax and penalty 1n the tetal
amount of $8,888, for the income year ended January 371,

198s.

I7 Uniess otherwise ecified, 1 section
are to sections of tﬁg Relvelnue ané Taxati_on (foegeerggcfﬁ

effect forthe income year in 1issue.
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The issue presented in this appeal is whether
accounts receivable. can be included as inccme in a
corporation’s final taxable pericd whean the corporation

" was a cash basis taxpayer.

John B, Johns, D.D.S., Ianc., w&@8 aCalifornia
service corporation engaged i3 the practice of dentistry.
Op May 8, 1984, the corporatiom adopted a plan of liqui-
dation under section 24512 and Internal Revenue Code
section 337. Aall of the assets, including$100,810.79in
accounts receivable, were distributed to the sole .
shareholder, John B. Johns,D.D.S. The corporation, 1in
its final franchise tax return filed two mortas after 1ts
due date, did not report the $10Q,810.79 as gross income.
The corporation used the cash methed of accounting and
takes the position that because it did not receive the
income from the accounics receivable, it did not have ta
report the amount as incomeon its f£imal return.

Respondent determined that the ace=ounts
receivable represented income to the ecorporatien. It
issued a proposed deficiency notice imeluding a
10-percent delinquent filing penalty against the corpora-
tion and against John B. Johns as the transferee/assumer.
Appellants have protested the proposed assessment, hut
have raised me argument regarding the delinquency

penalty.

Section 24651, subdivision {B), provides that
if the method of accounting used by a taxpayer does not
clearly reflect income, the Pranchise Tax Boatd may use a
method that does elearly reflect such-inceme. This
section is substantively identical to secticn 446(b) of
the. Intarnal Revenue Code of 1954. Aceordingly, federal
case law is highly persuasive in intarpreting the
Calif orniastatute., (Rikn v. Pranchise Tax Board, 131
€at.App.2d 356,. 360 (230 P.2d4 3l.

As a general rule, %taxable income 1s computed
under the accounting method regularly used by a taxpayer..
Bowever, if acorporate taxpayer's method eof accounting,
due to a dissolution, does not clearly reflect the
income, that method does not have to be accepted by tbe

taxing agency. (Jud Plumbing & Heatin Inc. v.
Commissioner, 153 P.24 60 (%E Clr. 194&).) Wa must
conclude that appellant corporation's aecounting method
did not accurately reflect its income.

Ia the case of Williamson v, United States, 292
P.2d 524 (Ct.Cl. 1961),acorporation, engaged 1n cthe
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business of servicing oil and gas wells, liquidated
and distributed all its assets, including its accounts
receivable, to 1ts sole shareholder. The corporation

. kept 1ts books on the cash receipts and disbursements
method of accounting and reported its income accordingly.
The accounts receivable constituted amounts due the
corporation, but not paid, for services rendered by the
corporation in full performance of various well-servicing
contracts prior to the date of distribution. On 1ts
final income taz return none of the accounts receivable
was reported asincome. The Williamson court held that
the liquidation of the corporation prior to the actual
collection of the accounts receivable will not prevent
the income from being realized by and taxed to the corpo-
ration when the corporation had earned the money and had
fully perfected its right to receive the money prior to
liquidation. The court emphasized the fact that the
corporation had a fixed right to the future income on the
date of 1ts dissolution and that when income has been
fully earned it must be realized and taxzable to the
entity that earned it regardless of the accounting method
involved. (Williamson v. United States, supra, 292 P.2d
at 530.) This case 1s indistinguishable from the facts
in the present case. Appellant corporation had performed
the dental services prior to its liquidation and had done
everything necessary to perfect its right to the income,
Like the money in the Williamson case, the accounts
receivable was due and ewing the corporation on the date
of dissolution. When the corporation paid the dividend
to John B. Johns on liquidation, it had the enjoyment of
its income and must recognize this amount. (See

Gorton v. Commissioner, ¢ 85,045 T.C.M. (P-8) (1985);
Standard Paving Co., etal v. Commissioner, 190 P.2d 330

(10th Cir. 1951).)

For the reasons discussed above, the action
taken by respondent concerning the deficiency and the
penalty must be sustained.
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ORDER

Pursuant to the views expressed in the opinion
. of the board on-file in this proceeding, and good cause
appear ing therefor,

IT IS HEREBY ORDERED, ADJUDGED AND DECREED,
pursuant to section 25667 of the Revenue and Taxation
Code, that the action of the Franchise Tax Board on the
protest of John E. Johns, D.D.S., Inc., Taxpayer, and
John E. Johns, Assumer and/or Transferee, against a
proposed assessment of additional franchise tax and
penalty in the total amount of $8,888 for the income year
ended January 31, 1985, be and the same is hereby
sustained.

Done at Sacrwvento, California, this 7th day-
of May » 1987 by the State Board of Equalization,

with Board Members Mr. Collis, Mr. Dronenburg, Mr. Bennett,
Mr. Carpenter and Ms.Baker present.

Conway H. Collis » Chairman
_Ernest J. Dronenburg, Jr. s Member
William M. Bennett » Member
Paul Carpenter » Member
Anne Baker* s Member

*For Gray Davis, per Government Code section 7.9
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