Aoveal of Pringle Tractor Co,

A reserve addition obtained through averaging a
taxpayer's loss experience over a period of years, however, is
-not reasonable per se, Forthe years 195'0 to 1962, inclusive,
appellant’s actual net losses from bad debts did not exceed
$13,62% in any one year, The ratio of its net losses to
outstanding notes and accounts for those years varied greatly
reaching a maxirum of 2,05 percent. In 1963, the yeaxr after the
one in question, sppellantis net bad debt losses were $99,199)
&nd its loss ratio was 11.%7 percent, Had respondent excluded
the year 1953 from its computations, the amount of the reserve
that would have been obtained at the end of 1962 would have
been totally insufficient to cover the losses in the following
vear. pPubseguent loss experience may be weighed in determining
the reasonableness of an addition made by a taxpayer in a prioc:
vear (TheShield Co,. 2 T.C. 763), but it should be borne in
mind that at the time appellant made its addition, it could only
estimate its future losses, Although no one of the above facts
is conclusive, they weigh against the reasonableness of
respondents action,

It isapparent that appellant had obtained information
in 1952 thet collection of certain of the large notes and
accounts outstanding was doubtful and that it based its’reserve
requirements Oathis information, it wes proper for eppellant
to consider these known circumstances in determining the amountu
of the zddition since the estimate as to the amount of reserve
recuired for any given year is to be measured in light of = <tre
conditions whi ch exist at the time the estimate is made,

(¢. P, Ford. &Co,, 28 B.T.A. 1563Calavo. Inc, v. Commissioner,
3C F,2d 65(0.) The record contirms (1) That agppeliant actuarl
sustainad extremely abnormal bad debt losses during the year
1943, end (2) that its bad debt reserve addition for 1962,
representing a forecast of the amount required to provide an
adequate reserve for those losses was, under thecircumstances,
reasonaple .

_ Uncn thep articular Facts Of thi s appeal ,we find that
It was an =huse Of discretion for respondent to reduce the
reserve addition made by appellant, (P1att TrailerCo .,23 T, C.
1065; Anpa  dNeumsn. T,C. Memo., Dkt. No. 22907, Oct. 3, 1950;
foollo 8teel Co., T.C. Memo, , Dkt, No, 3436, 4pril 13,  19%5.)

Pursuant to the view expressed in the opinion of the
board on file in this proceeding, and good cause &ppearing
therefor,



. Appeal of Prinegle Tractor Co,

IT IS HDPZBY ORDERED, ADJUDGED AND DECREED, pursuant
o section 2 067 of the Revenue and Taxation Code that the.
action Of the Franchise Tax Board on the nrou s Of Pxiﬂgle
T-rector Co. against a IOrOrJosed ascessment of sdditionsl franchise

Ll

tex I N the azmount of &761.88 for the imome year 1962 oeapd
the same IS hereby reversed,

Done at Sacramento , California, this 7th day
of . March , 1967, by the State Board of Equelization.
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