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OPIL NL ON

Thi s apEeaI IS made pursuant to Section 25 of the Bank and
Corporation Franchise Tax Act (Chapter 13, Statutes of 1929, as
amended) from the action of the Franchise Tax Comm ssioner in
overruling the protest of the Newport Harbor Publishing Conpany
to his Proposed assessment of an additional tax in the anount of
$58.15 tor the fiscal year ended February 28, 1936, based upon
tge incone of the company for the fiscal year ended February

28, 1935.

In its return of income for the fiscal year ended February
28, 1935, the Appellant deducted fromits gross incone the
amount of $132.25 either as a contribution or a busi nessexpense
the anount representing a contribution to a |ocal church, and
the amount of §1,726,91 as bad debts. The Conm ssioner dis-
al | owed these deductions, the former upon the grounds that the
deduction of charitable contributions was not authorized by
the Act and the contribution did not represent an ordinary
and necessary business and the l[atter upon the ground that
sufficient information was not furnished to establish that the
debts became worthless and were charged off during the year,
This appeal presents for our consideration the validity of
this action of the Conm ssioner.

The Appellant contends that the anmount of its contribution
to a local church which was conducting a building canpaign was
deductible as a business expense inasmuch as it was believed
that the contribution would tend to increase its business wth
the church and the menbers thereof. Wile the Bank and Cor po-
ration Franchise Tax Act does not authorize the deduction of
charitable donations or contributions by corporations, being in
this respect simlar to the Federal Revenue Act prior to its
amendnment in 1935, such donations or contributions nmay be
deducted as ordinary and necessary business expenses when theK
represent a consideration for a benefit flowing directly to the
corporation as an incident of its business. ai rmont Creanery
Corporation
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v. Hel vering, 89 F. (2d) 810, The test to be applied in the
determnation of the deductibility of a donation or contribution
IS whether it may reasonably be expected to result in a direct
benefit to the business commensurate with the expenditure, in
which case it may be deducted, or whether it may result nerely
in some indirect” or renote benefit such as that resulting from
the maintenance of good will. Od Mssion Portland Cement Co.

V. Helvering 293 U. S. 289; Merchants National Bank of Mbile v.
Comm ssioner' of Internal Revenue,90 F.[?d) 223; Nbrgan Con-
struction Co. v. United States, 18 F. Supp. 892.

The benefit, if any, reasonably to be expected from the
contribution here in question is, in our opinion, one resulting
from the maintenance of good will and too rempte and indirect to
furnish a basis for the deduction of the contribution as an
ordi nary and necessary business expense. This conclusion is

anply supported by Helvering v, Evening Star Newspaper Co, 78
Fﬁp(¥d) 601,,cert.y en. U S. R?R,2ad the BLual;NhQ%%rMﬂ@;
papers, Inc. v, Comm ssioner of Internal Revenue, 33B.T.A.
362, which upheld the action of the Conm ssioner of Internal
Revenue in disallowng the deduction as business expenses of
contributions made by newspaper publishers to local charitable

aPencies even though the expenditures aided inthe naintenance
of the publisher's good wll and may have had advertising val ue.

One of the larger accounts included by Appellant in the
deduction for bad debts disallowed by the Conm ssioner is that
of the Norrins Realty Conpany in the amount of $799.85. While
there is some conflicCt inthée facts as set forth by the Appellan
inits petition and as presented bX it at the hear|nﬁ, It appear
that the indebtedness arose about 1928 and 1929 as that of the
Orange County Bond and Realty Company, that a partial settlenent
was nade a few years thereafter through the acceptance by Appel -
| ant of certain shares of stock in that company or the Norrins
Realty Conpany, that the firmof Norrins and Dewey, a partner-
ship,” while not assum ng the indebtedness, agreed to and did
in fact make sone paynents on the indebtedness, the last paynent
being made in 1932, and that during the fiscal year ended
February 28, 1935, the Appellant was conpelled to pay an assess-
ment with respect to the shares of stock which it had previously
accepted in partial settlement of the account and, accordingly,
ascertained the account to be worthless and charged it off
during the year. W are unable to conclude from the evidence
presented to us that the Comm ssioner acted inproperly in deter-
mning that the account could not reasonably be ascertained to
have beconme worthless during the fiscal year ended February 28,
1935, and in disallow ng the deduction of the account as a bad
debt for that year.

Ve are, however, of the opinion that the account of the
Crandall Boat Conpany in the anount of 642,52 was reasonabl
ascertained to have beconme worthless and was charged off during
the year in question and that the Comm ssioner acted |npro?erly
in disallowng its deduction as a bad debt for the year. hi's
account arose about 1929, sales being nade to the firmas late
as 1932. The Los Angel es whol esal ers Board of Trade obtained
control of the assets of the firmshortly thereafter
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and&t enpted to realize sone proceeds therefromfor the benefit
of the creditors, the Appellant being advised by the Board of
Trade in 1933that the natter was not settled and that the pro-
cess of collection was being continued. No paynents being made
or further information respecting payments being furnished to
Appel  ant during the fiscal year ended February 28, 1935t he
?ﬁc$unt was ascertained to be worthless and charged off during
at year.

The remaining portion of the bad debt deduction disallowed
by the Comm ssioner represents el even accounts in _anounts varyin
from 650 to 70,08, the sum of which is §284.54. These account
aﬁpear to have been ascertained to be mnrtﬁless and to have been
cha

d

rged off during the year in question in accordance wth
ordinary and reasonabl e business practice in such matters and,
accordingly, to be deductible as bad debts for that year. The
Comm ssioner, therefore, in our opinion, acted inproperly in
di sal | ow ng the deduction of these accounts as bad debts in the
Appellant's return of income for the fiscal year ended February

28, 1935.

ORD ER

“Pursuant to the views expressed in the opinion of the Board
on file in this proceeding, and good cause appearing therefor

| T |'S HEREBY ORDERED, ADJUDGED AND DECREED that the action
of Chas. J. McColgan Franchi se Tax Commi ssioner, in overruling
the protest of the Newport Harbor Publishing Conpany to his
Proposed assessment of an additional tax in the amount of $58. 15
for the fiscal year ended February 28, 1936, based upon the
i ncone of the company for the flscallyear ended February 28,
1935, be and the sane is hereby nodified. Said action 1s hereby
reversed insofar as the Comm ssioner denied to said conpany a
deduction for bad debts in the anmount of ¢927.06, the deduction

to include the follow ng itens:

Crandall Boat Co. bl 2,52
H denn _ 30.25
Hancock Service 10. 31
H xon Roofing 9.00
Pi oneer Service 21.40
Cornish J. Roehm 14,80
Shafer's Twin Palm Inn 39.85
A E Boda?h 6.50
Nel son Starford 6.75
Assets Liquidation Corp. 70.08
K. I. Fulton 46.00
Forest A. Gayden 29.60

In all other respects said action is sustained, The correct
amount of the tax to be assessed to the Newport Harbor Publishing
Conpany is hereby determned as the ampunt produced by neans of
a computation which will include the allowance of a deduction
from gross incone of the said amount of $927.06 in the calcul a-
tion thereof. The Conmissioner is hereby directed to proceed in
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conformty w th his order and to send to the Newport Harbor
erl IS t|hg Conpany a notice of assessnment revised in accordance
erew

Done at Sacramento, California, this 7th day of April,
1938, by the State Board of Equallzatlon

R E. Collins, Chairman
Fred E. Stewart, Menber
John C, Corbett, Menber
WIlliam G, Bonelli, Menber

ATTEST: Dixwell L. Pierce, Secretary
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