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TO:

FROM:

sUBrECr; 
ffiruo
Connl.e Cleaners
^[pplleatlon for Revlsion

A hearl.ng on the above natter was held, before ae at
8O Centre Street] New lork, ilfew york on iune 5o, lggi,-.

. *he*.questlo!-lnvol,ved herein 1s whetber tbe petltloners,
wbo oper?le -a. retalfdry 'cleantng.- establlSb.uentr-as a- larthersbtf ,are-entltled to d,ecluct as a buslness expense paJrnents- of $lr3oo- 

'
a year nade to thelr nother, a f,orner partnerl.for a covenairt
g9t !o__conpeteg The agreen6nt,d,ated, DLcenber' 3L, L959'-(STC-e*.
ro-4)r by wblch.the sons purehased thelr notherri lnterest.
speclflcally provldeis payrnent' for the agieenent 

-not 
t6' bo[$ete

for flve years.

It ls clal,n9d by tle Incone fax Bureaa that the paynents
to the nother were for lood n111, snd that slnce the notLei is
Eofg than 6f years of,_age the eovenant not to eonpete was a
subterfuge for a tax deductlon.

Tbe. payaent to the nother. was book value, pl.us the
anoqnt of the covenant. -rf*_the-.3aguqt.-of...the_-eoietant,.rras
ilnpfJr angthel nang for good .rf11, thefe nust"-be sone Lndleatlon
that -the.b-uslness hact good-w1al,.xi wblch the nother sbared.6ood'*tl1 ls indi.cateolty a protarririi=or 

-earnines 
i" ii.ir"

9f whg! nlght be consldeiedl. iolnal froh the lnveslnent la
tangr.bre assels and the worh, Labor and servlces of the ounersand thelr employees. lhe refolt- -for the year ln ques{lon
:!ol:_1-eap1ta1 lnvestnent of $5tr000 pJ.ui sararle-s and, wagesto other tban the partners of 923r000r-prus reatal and nat6rlaLsand other expensesr..not lnc1udlnc'aepi,eilatloa and the eovenant. not to competer of $13roo0 naklng a 

-totaL 
lnvestnent of oyer

$90'ooo on-wht6h th;-;eiurn to t[e pari"E""-ii-$g,otio-i""n
hardly pald then for nore than thet-r ictuii 

""riiies. 

-in"r"
nnoSg appear-to be no elenent of good wfff ana thii-in"-covenant
99"8" Eo compete Jfs.*Jnsttflpd*-py.. ghowlng, at the hearlng (paee 9)
lnet another. brofhgrr- nntqbgi-r'iias ais6 t'' i[" cj""arig:';e '1"

..buslness ln Gr_eat Ne6h and tf,6 nother-,!rg.rr* be.*persuacted-*tg
*1.sslgt- sqch*other--brothe4. The nother r s 

'ior.g 
d-ssoclatlof, ilrtnune ousloess lpage u) and acqualntance lrlth the cqstom€rs mad,ethls a posslbtltty.



. l l
.  i  : i

!+ri.*'d*{dhlii;";;l*-;*-";*'* *,*-re,d*.,*** ; 4',+-

. l , l

2-

It ls ry oplnlon that unde! the ,elrcunstances outllned',
tbe eovenant aot to compete vas a reasonable buslaess _eT.Ilense
and the proposed deternlnatlons tllrect caneellatlon of, the
assessnents.

For the reasons stated. I recornnend that the deternlaa-
tlons of tbe State Tax Connlssion 1n thls natter be sqbstaatla]-ly
ln the f,orn subnttted, herewlth.

January 13, L967

vpMrt b/kon CTa.,
Encs.
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