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These appeals are made pursuant
of Tthe Revenue and Texation Code from the
Franchise Tex Board con the protests of Los
Credit Union, Inc., against proposed asses
franchise tax in the amounts of ¥i,119.72,
$1,453.52, 42,630,095, and 45,055.8% for th
October 31, 1958, 1959, 19560, 19861, 1962,
respectively. '

The vroposed assessments conceran the application of
section 24405 of the Revenue and Taxatlon Code, which allovs
cooperative or mutual assoclations such as appellent credit
union to deduct from the measure of their franchise UTaxes
Moo 211 income resuliting 1roq or ariging outv of business
activities for oy with their members carried on by thewn or
their ageates; or when done on a nonprofit basis for or with
nonmenbers ..ol

T?e cuestions presented are (1) vhether & 1
may deduct income irom 1nmescments of funds in cred 1 S
which are noi kY sonellant; (2) whether appellant may

cduct 1ncom le of office furniture and cguloment
to normember nether appellent may deduct interest

exsense on . {uestions substesnivizglly identiceal
with glil of en congidered 1n prior cases.



Aoneal of Tos Angeles Firemen's Credit Union., Inc,

1. The first question is substantially the sane
as that xh ich was answored in hoodland Froduction Credit iss'n
Franchise Tax oqvl, 225 Cal. fpn. 2d 293 [37 Cal. Hptr., 231..
There, a Vrgdlt assoclation in the business of meking loans to
its members received interest from investments in United States
bonds. Reasoning that section QM'OS vas intended to exclude
from tax the savings or price adjustments produced by a
cooperative in carrying out the purpose for its existence, the
court concluded that The st ptubory phrase "“pusinegs activities™
applies oniy to a coopera tive's trgpsapti01s with or as agent
for its patrons. The couﬂt held that the investiment of
reserves or surpius in 7ﬂte“esu—be°f7?g securities is not 2
business activity for the purpose of tThe statute and that the
bond interest was, therefore, not deductible. Based upon the
hgoalqnd case, we have denled To a credit uanion a deduction
of income from investments of funds with & savings and loar
association. (ippesl of So. Calif. Centrel Credit Union,
Cal. S5t. Bd. of igual., Feb. 3, 1955

Appellant has referred to a letter of February 1943
in which respondent advised Crznze Counly Teachers Credit Union
that income Trom lcans to another credit union wes deductible.
In July 1963, however, respondsnt informed Crange County
Teachers Credit Union tThat its February letier was intended
to epply to those cases where the borrower was a member of the
lender,

Upon the Credit
Ass!n v, Franchise with our
decision in fpneal on, sunra,
appellant may not & s of funds
in credit unions whi . Those
investments are not red to in
section 24405,

2, For the same reason, gopellant may not deduct
the income from the sale of o:fice eguicnment and supplies ©oO
nonmembers. We nhave previocusly helid, utander the predecessor
of section 24405, that an associgtion could not deduct the
income from Tthe sale of an gutomoblile used in 1Ts business.
(doveal of Caolif. Pine Box Distribuiors, Sept. 15, 1949.)

3. In fnvesl of S5o. Czlif. Centrel Credit Union,
Sunres, we held Thal The credlt union there involved could nov
deduct interest expense incurred in borrowing funds. Ve
stated that:

Clearly, eopeliant's purpose in sec

sdditional funds was to0 nmect the denar

1ts members Tor loans The cost of o

sucn iunds, therefor is sallocable to

pusiness done wi ers., SDince The incone

from business wi ers T taxable,

._81__



Avpeal of Los Angeles ¥ironen's Credit Union,

tbe expenses al
iuctiblp, (ﬁe

up(‘df‘lu\'- Tiraetlt Was

Board, 55 Cal. 2d

359 F. ’>d 6257, ¢

(7 L. Zd. 2d 16 )_

- No distinguishing facts o arcuments have been precented in
the case now before us. e conclude, therefore, that sppellant
is not entitled to deduct the interest expense wnich it incurred

in borrowing funds.

Consistent with pricr decisions on questions
substantielly the same as those presented here, we musT usta¢n
respondentis action in disallowing the deductions clzimed by
aopeWI ant.

OED LR

Pursuant to the views expressed in the opinion of
the board on file in this prcceeding, and good cause ypeaflng
Therefor

IT Is5 HEREBY ¥ M
to section 25687 of the e &l axati T
action of the Fraachise ard on the protests of Los sngeles
Fireanen's Credit Union, zgainst proposed assesswents of
. R o 1.0 L - ?' = iy -" A
additional franchise taxz in The ewmounts of $1,139.72 22,711.,69,
o o . F, S ~ L o ) -
$2,702,91, $1,%53.52, 52,5630.05, =nd @0305690» for the income
years ended October 31, 1958, 1959, 1950, 1961, 1962, and 1903,
respectively, be gnd the sane 1s hereby susislned.

Done. at . toy
of June 9'19559 °
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