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BEFORE TEE STATE BOARD OF EGQUALIZATION
OF THE STATE OF CALIFORNIA

In the I\‘auuor of the Apnl -“of )

- EASTERN- COJ.T*'BIA INC. )
Appearances :
For App ellant : Sheldon Richman and o .

George A. Sims
Certified Public Accountants

For Respondent : Lawrence Counts
Associate Tax Counsel
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ThlS apoeal is made pursuant to section 25667 of
the Revenue gnd Taxation Code from the action of the Franchise
Tax Board on the Protests of Eastern-Columbia, Inc, , against
pronoscd assessments of additional. franchise. tax in the amounts

of $1,598,38 and $3 010.31 for the income years ended
February 28, 19;8,8.1’16. 1959, respectively.

The sole question raised by this appeal is whether
certain expenditures made by eppellant during the ingome pars

oA

on eppeal were properly deducted as expenses, OF whelher those
amounts represented depreclable capital expenditures,

Monellent, a California corporation created in 1903,
is the owaer of mumerous parcels of real estate. One of its
holdings is a twelve- story building constructed in 1930 in
downtowa LOS ingeles,Celifornia, Untll 1957 that bul 1@;17
‘housed a well-kno: mdep srtment store operated by appellent.
The top four floors of that building have been leased out o

a bTenant since 1955,

In Zfay 1957 appellant terminated its operation of
53 3] - S - ! = 3 oo oy
the dep artment store, disposed of 1ts merchandlse, and began
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fopeal of Eastern-Columbia, Inc.

converting the building into an office building., In this
Connection appellant installed central air condéitioning,
automstic elevators and new electrical wix ino,crc ated
individual offices on most floors, and remode cﬁ_uqe lobby of
the building, Vhen a tenant for scme vortion of the building
was located, appellant would make addivicihal changes recessary
to adept the building facilities tO <the specific Trequire ments
of that tenant. The conversion program was substar uﬂale
ompleted by February 28, 1999.

As each phase of the work was completed, the

contractor guOmlUUud umlr_ltemlzed_kalllngs to aoovl*afzo

LT the end of each income year govellant *s accountents analyze

the itemized statements. They treated &isbursements for such
items as repainting, pQNCHAng.cle&Auh demolition and removel

of debris as deductible expenses, and cepitalized the remainir

expenditures., The resulting totals reported for-tax purposes

were as iollcws:

Income Yegcr Ce gltal .Deductiblie
snded : Expenditur Fxoenses

February 28, 1958  $ 179,605.00 § L1,516,35

Fepruary 28 1959 501,205.17 7% 162,50

During the income year ended February 28, 1959,

additional amounts were expended by appelliant for comstruciior
of a steirway, as ”GQM¢ESQ by the Industrial Lccident
Commission, on a separate pilece of p;onefcv wnich appellant

'owned in hunu7ﬁgu0d Park, California. O the total cost of
project, $11,312, 20, auoellaau treated §$6,289.73 as a capital
expendivure ara Tthe remainder, &;,092 53, as cdeductible expens
Trne items expensed represented the cost of alterations im exit
plumbing, wiring, etc., necessitated by addition of the
stairwvey. Also delucted Tor The income year en 2ded
Februzry 28, 1959, was an item of {312,21 designated
cost of "“““"‘fs necessary for tenant" in another se ate
building waich eppellant owned on Hill Street in Los Angeles.

cl
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Respondent defermined that $41,412.84% of the
expenditures ceducted by gppellant IO¢ the income year ended
February 28, 1958, and 578,624,681 of the expenditures deducted
for the inconme yea: ended Feufuury 28, 1/59, constituted
cepital expenditures and were, unefe;ore, not deducvible,

A7 AeleAtv otested the proposed additional
assessuents waich res uwlted from TeSJOﬂQQL s disellowence
of the expense deductlons claimed, and respondent's denial
of Those protests gave rise o this appeal.
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Section 24343 of the Ravenue and Taxation Code
allows the deducgion of "all the ordinary and necessary expen:
paid or incurred during The income vear in carrying on ary Tre
or business.'" Federal counterparts of this section have been
interpreted to allow the deduction of The cost of repalrs
‘necessary to maintain business property in an ordi nary operat:
condition. (Joseon Merrick Jones, 2k T.C, 563, affiq, oo 7,
616; Illinois Merchants Trust 00“1 Bveclir,, & B Tano 703 )

Section 24522 of the Revenue and Taxacion Code proh*b*os the -
deduction of cnbrd ures wanich are cepital in nature rather
than expense items.,
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Expenditures vhich might otherwise be decuctible
as ordinery and necessary repalir expenses are notl Qba¢cc;oie
vhere such expeaditures are made in connection with e gensral
an of renovgtion, remodelling, or permenent improvement of
e property (Josenh Merrick Jones, supraj; u?;i*ﬁ’iie Cacgkes !
C 5

I, ¥, Cowell, 16 B. T LA, 997), or To =
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opervy TO a new or Qlfle““nb use (Bee Holdinz Co., T.C. Mem
kt. Nos. 62191, 71001, Nov. 24, 1950; Pooular Dr Goods Co.,
6 B-T.4. 78). In the Cowell case this cistinction was expres:

as Tollows:

oo To fix. a door or patch plaster mignt
very well be Treated as an expense when

it is an incidental minor item arising in

he use of the Drooerty in carrying on
business, and yet, as here, be prOOGJWy
Cdp“t&ll?ea wnen involved in ‘a greaver plan
of renabilitavion, enlargerent and lmprove-
ment of the entire property. (18 B.T.4. 997,
1002, )

Ippellant contends that there never was any integra
plen to melke the former deparvment sitore bullding into aa
office puilding, since the conver31o* took place over a long
period of time, as tenants were located, In suaporb of 1Ts
argurrent that tThe exnbna*uu es were properly deducted es ordil
and necessaﬂy bus*ncsu expenses appellant also relies cn the
fect that many elterations to the building were done at the
reguesy of tenants, in order To adspt the facilities to itneir
specific needs, and new adsgpiations woeuld therelore have o
be made as those Tenants! leases exgired and new Tensnts nove
in., In addivion, eppellant protests respondentts disallovenc
of those cleimed exponse deductions wnich relate .to ocher

DEOper

pieces ol D¥ Tty owned by eappellant.

Lfter careful review of the record in The ins
case we conclucde that the dlssllowed expendivures on the for
deua:uue“o store build 0g vere incidental to en overall plen
convert the vbuilding 3 co en ofrice building. Such a change
in use undoubtedly recuired substantial structural zlterzition
1t is true that the work extended over a number of months

¥
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Anpesl of Tastern-Columbia, Inc,

because of the time 1t took to l*md.tnnants and to got the
f acilities to their specific businesse Neverthel ess. the
expenditures which appellant has characterlzed as repa

xpensesx@“ezﬂjﬂmﬁce pursuant to a general plan to ch ange
the use of the building;,

The cepitalization of expenditures which otherwvise
might be Copﬁlf expenses has been suSuaLred where they were
Jincurred in commectlon withan.overail an of improvement,
even Thnough the. c“;nges were made ToO’ uOWp v with the specifl
requests or needs of a particular tensnt. (Bee Hoiding Co.,
supra, T.C., Memo., Dkt. Nos. 62191, 71001, Nov. 2k, 1958;
Blanche Burbenk, 3 3.T... 1118.) Respondent thereiore prove
disallowed the deduction of those expense iltems incurred in
process of coaverting the ba1¢alng in dowuuown Los Angeles 1
an office bullding. - :

fopellantts expenditures on 'ts n*opcrties in
Huntington Dol end on Hill Street during the income year e
February 28 , 1959, were not incurred in cuﬁncction with the
sbove remodeling plan. Kotuithstandirg this fact, we beliet
that deduction of those amOdan was properly disellowed by
‘respondent.

-

The reouired stairway constructed by enpellant on
its Huntington Park proper ty constituted a permanent lmprove
_tc tThe property, the cost of waich must be capitalized and
depreciated, The smounts charged to expense and deducted b}
eppellant, owalllnc $5,022, 53, were expenditures necessitat
by installation of The new abalrway and therefore reprase ente
part of its cost. Those expehditures were not deductible as
ordinary and necessary repaLr eXpenses. -

The last item disallowed bJ respondent was incurre
in connecticn with work on appellantis Hill Street building
and was designated by eppellant as ”*epairs necessary ror
tenant." Appellant has failed to glve us any information ac
to Tthe navure of those alleged repc*Ls Under those circurm-
stences we cannot reverse respondent’s disallowence of tnat
amount as a proper expense deduction. '

ORDER

Pursuvant to the views expressed in the
cf the board on file in this proceeding, aund good c
sopearing tnerefor,



Aopnezl of Easterh~001umbia. Tnc.

IT IS HEDREBY ORDERED, ADJUDGED AND DZCREED, pursuan
on 25667 'of the vaenao and Tayatlon Code that the

)\
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I
action o the Franchise Tax Board on the p”ObQSbS of Bastern-

o
Columbia, Inc., against proposed assessiments oF adcitiona.
oy -
franchise tax in the amounts of $1,598.38 ana $3,010.31 for
the income years ended February 28, 1058 and ;959, respectl

be and the same is hereby sustained

Done at Sacramento ) Celifornia, this 7th day

of February,}l967, by the State Beard o” BEoualization.
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