| LTI D

e

BEFORE THE STATE BOARD OF EQUALI ZATI ON
OF THE STATE OF CALI FORNI A

In the Matter of the Appeals of

ARC. INVESTMENT CO.

N N N

Appear ances:
For ‘ppellant: Nathan H Snyder, Attorney at Law

For Respondent: Byr|l D, Lack, Chief Counsel

OP1 NL ON

These appeal s are made pursuant to.section 25667 of
the Revenue and Taxation Code fromthe action of the Franchise
Tax Board on the protests of Arc Investnent Co. against proposed
assessments of additional franchise tax in 'the anounts of
$630. 25, §1,142.83, $1,601.35, $1,696.56 and $1 412 .38 for the
i ncone years ended July 31. -1954, 1955, 1956, 1957 and 1958,

respectively,

. ' The sol e question pefore us is whether appellant is
a financial corporation and {pys subject to the rate of tax
provided in sections 23183 ec S€d. of the Revenue and Taxation

Code.

_ Appel lant is enga?ed in purchasin% from garages
installment notes given to the garages by their custonmers for

aut omobi | e repai ring. ellapt's office js located in a
section of Los Angeles aﬁgre ?He econom ¢ |eve| I'S ?ow and the

makers of the notes live in that area. -
by appellant at discounts of from 24 perggﬁtn969§5a58r@§Hﬂ'red

w thout recourse to the garages. @I[HS“QUtBPSNHqgnFn6HIJ%éh

note authorize the creditor to tak
in case of default, the debtor's interest in the automohile is

usual Iy so encunbered that the authorization is of no val ue.
For all practical purposes, the Notes are unsecured.
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The volune of business done by appellant is indicated
by the followng table of receivables outstanding at-the end of

each income year:

Year_ Recei vabl es Qut st andi ng
1954 $373,523.53
1955 398,631.31
1956 585,624.67
1957 700,625.17
1958 473,511.94

Wthin the nmeaning of section 23183 of the Revenue
ard Taxation. Cod :, @ finaucial corporation is a corporation
which (1) deals in noney as distinguished from other commodities
and (2) is in substantial conpetition with national banks.
(Crown Finance Corp. v. McColgan, 23 Cal. 2d 280. [144 P,.2d331];
Mrris Plan Co. v. Johnson, 37 Cal. App. 2d 621 [100 P.2d 493].)

_ There is no doubt that appellant deals in noney; the
crucial consideration here is whether appellant is in substantia

conpetition with national banks.

Appel l ant states that the type of paper it handles

...is extremely hazardous in that it is

primarily unsecured. It is a very specialized

field and is not to be confused with ordinary

conditional sales contract and other paper
handl ed by banks and finance conpanies. The
type of paper being handled by taxpayer is

handl ed by no bank in the country, neither

national nor state.

Respondent does not deny the above statenent by
appel l ant, but contends (1) that appellan: is in effect making
unsecured loans to the custoners of the garages; (2) that
national banks make unsecured |oans-for various purposes,

i ncluding autonobile repairing; and (3) that where "nationa
banks and private finance conpanies make loans in the sane
field, there is conpetition between the two even though the
bank would not nake a particular loan to a particular class of
borrowers because of their credit standing."

4s authority for the last of the propoSiiions ment i oned
above, respondent cites Crown Finance Corp. v. McColgan, 23 Cal .
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2d 280 [144 P.2d 331). That case, however, Went onli/) so far
as to hold that there is conpetition with national. banks where
a finance conpany deals with a class of persons sone of whom

have sufficiently high credit standings to interest national

banks, Wedonotregardthedecisionas authority for a rule
that there is substantial conpetition even if none or very few
of the persons in the class would be acceptable to national banks
as credit risks.

In view of the extremely high discount rates on the
notes involved, it is apparent thatthe makers of the notes,
the garage custoners, are not good credit risks and there is
no contention that national banks would Ioan noney to them
Under these cir- mstances We Cannot a%r ee-that appellant is in'
substantial c¢r.petitionwith national banks, even if we assune
ghgtt appeliant is, in effect, making unsecured |oans to the
ebtors,

o o o amd  omm

Pursuant to the Vi ews expressed in the opinion of the
I]E)oard on file in this proceeding, and good cause appearing there-
or,

ITIS HEREBY ORNERFP apJUDGED ann DECREED, pursuant
to section 25667 of the Revenue and Taxation Code, that the action
of the Franchise Tax Board on the protests of Arc I nvestment Co.
agai nst groposed assessments of additional franchise tax in the
amounts of $630.2% $1,142.83, $1,601.35, $1,696.56 and $1,412.38

‘for the income years ended July 31, 1954, 1955 1956, 1957 and
. 1958, respectively, be and the same is her eby reversed.

Done at  Sacramento , Galifornia, this 18th  (day

of . February 1964 by the State Board of Equalization.
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