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SAVINGS & LLoAN Cof,

BEFORE THE STATE BOARD OF EQUALIZATION

OF THE STATE OF CALIFORNIA

In the Matter of tha Appeal of g

CULVER FEDERAL SAVINGS AND LOAN ASSOCIATION )

Appearances:

For Appellant: Joseph Mayer .o
Certified Public Accountant

For Respondent: Crawford H. Thomas ,
Associate Tax Counsel

OPINION

This appeal. is made pursuant to section 26077 of
the Revenue and Taxation Code from the ac;,ion of the Franchise
Tax Board in denying the claims of Culvexr Federal Savings a nd
Loan Association for refund of franchise tax in the amounts of
$2,978.00, $4,112,00 and $4,965.00 for the income years 1959,
1960 and 1961, respectively,

Appellant, a savings and Loan assoclation, commenced
business in 1954, It maintained a reserve for bad debtsand
took deductions for additions to the reserve for federal
income tax purposes. It -incurred no actual. bad debts and
took no bad-debt'deductions for state franchise taxpurposes
until 1961,whenit claimed on its franchise tax return for

the income year 1960 a deduction. for an addition to a bad
debt reserve in the amount of 0.2 percent of its savings

accounts, A similar deduction, was claimed on its franchise
tax return for the incowe year 1961, which was f£iled on
Mazch 15, 1962,

On March 13, 1962, respondent Franchise Tax Board
disallowed the deduction claimed foxr the income year 1960 on
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Culver Federal Savings and Loan Asscciation

the ground that appellant had not reguested o
permission to change from a spocific chawg
reserve method of accounting for bad debis
appellant filed an amended return eliminat
the income year 19061.

r been granted
gw0ff maethod to a

. On April 2, 1962,
ing the deduction for

In a letter to respondent dated November 14, 1962,
appellant wade the following request:

Pursuant to Regulation 24348(a) pertain-
ing to bad debt deduction for federal Savings
and Loan Asscclations, application is hereby
made fox permission to changeto the reserve
method of treating bad debts write-off .

Culver Federal Savings and Loan Association,
organized June 30, 1954, adopted the specific
charge off method and has emploved this wmethod
through December 31, 1961,

Since Section 24651 provides that; appii-
cation for change must be made thirty (30)
days priox to close of the income year, youx
concurrence with this request effective
January I, 1962 is respectfully requested.

Appellant's cequest was granted on November 27,1962,

On August 30, 1963, appeliant filed claims Ffor
refund with respondent for the income years 1959, 1960 and
1961, on the ground that it was entitled to deduct an addi-
tion to its bad debt xeserve for each of those years in the
amount of 0.5 percent of its loans receivable. The claims
were denied and this appeal followed.

Respondent’s position is that since appellant did
not elaim any deductions on the reserve method for the first
several years of its existence it had adopted the specific
charge-off method,under whichdebts are deducted as they
actually become worthless. In order to change methods ,
-respondent argues spermilssionmust be granted, and the permiss ion
granted in 1962 did not have retroactive effect.
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that it made no election to use
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the specific charpge~aif ¢ wdy that it elected to uge the

resexrve method
fox all years

3 election was effective
unden the statute of liwitations.

Section 24121f of the Revenue and Taxation Code,

effective during the year 1954, and scetion 24348, its successor,
permitted the d“dUleOn of "debts which become worthless during
the income year; ox, in the discretion of the Franchise Tax
Board, a reasomazble addition to 2 reserve for bad debts.

In 1952, respondent adopted regulation 2L121£01),
title 18, CallLoraxa Admva¢“ttehxwﬁ Code, This regulation
provided that bad debts could either be deducted when they

became worthiless or a deducticon aduld be taken as an addition
to a reserve, and that:

(D

A taxpayer filing a first weturn of income
may select either of the above two methods
subject to ap L by the Franchise Tax
Board upon examination of the return. If

the wmethod selected is approved, it must

be followed in returns for subsequent years,
except as permission mav be grantad by the
Franchise Tax RBoard to change to another
mwethod. Application for pernissicn to change
the method of treating bad debts shall be
made at least 30 days prior te the close of
the inceme year for which the change is to

be effectiva.

Thereafter, in 1959, le p
24348(a). This rowaj ot
loan associations, detalling particu
their reserves. The revu10t1on'axlo
specific charge~-off muuhodo It provided

ndent adopted regulation
’Cﬁ fically to savings and
means of computing
ithet a reserve ox

in part that:

(1)....The method originally adopted

" must be used for subsequent years unless
the Franchise Tax Boaxd consents to a change

of accounting methed in accoxdance with

Section 24651, 4n associlation £iling a
first return of income may select elther of

-12~



Culver Fedexral Savings and Loan_Association

inconsiscent with the z2hove rule., In A
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the two met
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tne retuon.  Applicavion fov permission to

change the wethod of 1Le;¢1“u bad debts must
be filed within 30 days prior to the close

of the income year for which the change is
t o be efifective.

Sk %
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(7) ...This regulation is applicable for

all income years beginning after Decewber 31,

1950, ALl associations now using the reserve
ining their bad-debt reserve

may continue such method, auvbject to the

limitations of thisz xegulation., Any association

desiring to adopi such method must obtain

pCm.LSSJ on Lo (.K'la;LJ“‘C Lts At‘cmmtl.ng method
as provided in paragraph (1).

o

The fedexal authoritles have interpreted statutory
and regulatory provisions which are very similar to those

here invelved and upon which the California provisions ar
based., These authorities, as we constrie them, have established
‘that no election is made to uge, the specific charge-off method

of accounting for bad debts so iong as no actual bad debts are
incurred oxr deducted and Thhu a subsequent election to use .

the reserve method 1ls not a chenge requlriﬂw permissiocn.
(W. H. Lanciey & Co., 23 B.T,A. 1257; M. YMorgenthau-Seixas Co.,

) .
25 B.T.A, 1235; Streight Radio and Television, Inc., 33 T.C. 127,
aff'd, 280 F.2d 883, cexrt., denic .d, 366 U.S. 965 [6 L. Ed. 2d
1256]); Rev. Rul. 211, 1953-2 Cum. Bulma 21.) Unatil actual bad
debts occur there is no necessity fow an election and if no
deductions have previously been taken theve is no likel ihood
of a double deducumon ox other undue adventage by adopting
either the reserve or the specific charge~off method.

The federal cases welied on by respondent are not
''''' eri C. Becken, Jr.,
5 T.C. 483, the court wmerely held that the taxpayer had made
an election to use the reserve wethod in the first veturn that
he filed with respect to a unewly established business., And
in Charles Dennis Wiliioms, T.C. Mewo., Dkt, Nos. 90338, 90539,

hea
o
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Nov. 15, 1962, the holding was that the taxpayer's procedure did
not constitute an adoption of ox eslectilion to use the reserve
method at all. Those cascs did not hold that a falluve to claim
any deductioan would constitute an exﬁct*od to use the speciiic
charge=-off wethod. The ¢ q_ and Television,
~Inc., supra, 33 T.C. 127, espo ndbnh, apyeacs
to us to-support the rule

Our ouwn previous decisionq? also cited by vespondent,
are equally distinguis aab]° In Silver CALe BudeLnﬂ;iingggp
Association, Cal. St. Bd £ Equal., Aug. 19, 1957, and Citizens
Savings and Loan Asso n, Cal, St. Bd. of Equal., Nov. 14,

960, the taxpayers d”7 not maintain bad debt resewrves on thelr
books. They had, woxreover, raceived specific instructions that
savings and loan associations which had not obtained permission

"to use the reserve method were requived to use the speciii
charge~off wethod. Thosge instructions represented the rule
followed by respondent nefore it c‘dop.:c-'.’d the regulations which
we have quoted in this opinion,

e
L9

Appellant's letier of Wovember 14, 1962, stating
that appellant had adopued the specific F}af re~0Lf method and
r0questing permission to change, wa OQvLQUaly a Lormamlty
notivated by respondent's reje thﬁ or the attempt to deduct
an addition to the rese ke

qC

1960. The statemen
‘charge~-off method was n
must be disregarded.
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wWopted the specific
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rve in the return for the income yeax

. 13
ancord with € “hu actual facts and
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s its election
at the election

Although appella:
as having been wade in 19 T L i
to use the reserve methoed was made in ¢

[

e original return for
the income year 1960. At no time has wespondent indicated dis-
approval of the use of the reserve method by appellant due to
factors related to appellant's opﬂmg“w>n. On the contrary, it

has specifically approved appellant's use of this wethod for

income years subsequent ©o those on appeal. Based on an
erroneous conclusion that appellant's failure to select a method
in its early retumns con°t4tuted n election to use the speciiic
cha;geeoff method, respondent. merely took the position that a
change frowm that method to the reserve method reduired permissio:
Since there was no change, no permission was requiresd, Appel-
lant, therefore, properly elected to use the rveserve meched in
ame committed Lo tno use of

its original IGLUTﬁ for 1960 and bhec
that method foxr future years in the
P o

kY
v

change to the specliic charge-off mathod,



Culver Tederal Savings and Loan Association

There remains the question whether appellant may
deduct an addition to its veserve T

¢ for the income year 1959.
Cases cited by respoudent have held that once an addition to
t subsequently be increased

a resexrve is made, the amouai may no
for that year. (Farmville 0ii avd Fertilizer Co. v. Commis-
sio , 78 T.2d 83; Rogan v. Coajgfggéé;D];EngL Co., 149 F.2d
585, cert. denied, 326 U.S. 764 (90 L. Ed. 460).) bBut if a
taxpayer at the end of a given year determines and enters in its
"books an addition to its reserve for that year, it may in a
later period ciaim a deduction in thag amount for thai year,
(Rio Gramde Ruuildine aod, Joan,Assnadaiion, 36 T. Co 657,) As
we understand the facts, appellant VHLCLCdlnltS books an
addition to a reserve for the income year X939 and deducted
it for federal income tax purposes. Thatbeing so, we believe
appellant may properly deduct for franchise tax purposes that
amount or such lesser amount as respondent may, in the proper
exercise of 1its discrerion, determinetc be reasomnable.

s}
™
Lt

Respondent has stated that, inthe event appellant.
is permitted to use the reserve method for the years in
question, it wishes to refer the matter to its auditors to
compute the allowable deductions, Appellant has agreed to
accept any such computations, Cuw conclusion , therefore, is
that appellant may deduct foxr eaﬁh of the years 1In question

" an addition to its reserve for bad debts 4n such reasonable

amount as may be determined by wagpondent:, but not exceeding
the amount entered onappellant'sbooksfor that year,

QRDER

!

Pursuant to the views expressed in the opinion of

the board on file' in this proceeding, and good cause appear-
ing therefor,

[ 1S HEREBY ORDERED, ADJUDGED AND DECREED, pursuant
to section 2ou/] of the P_v nue and Taxation Code, that the .
action of the Franchise Tax oari ca the claims of Culver
Federal Savings and Loan Associaticn foxr refund of franchise tax

~15-
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Culver Federai Savings
in the amounts of ¢
income years 1959

as follows:
the years involved an aQGLtiOn to
such reasonable amount as ma

?
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19\.)(1 and 1(‘61, i
Appellant shall be ali

Tax Board, but not in
books as an
that year, and the refunds due

lant's

Done at

ot February

addition to

Pa

’ 1966, by th@ Qi

&

<

exeess

sadena

(2,

L

QZQ(/[éa /K
”:-i:{/w~ L.

».-.ft.«;wL / -Jw’

~1l6-

California,
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$4,965.00 for the
pa \;ly, be wodifiied

owed to deduct for ecach of

cserve Lor bad debis in

Franchise
on appel~ .
debts for
accondingly.

this 14th day
State Board of Lqualization.
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