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Obviously a ‘meaningful annual accrual
’ _

re.quire.s.  an accurate estimation of how much
the depreciat ion wi l l  total . .  .The failure to
take in-to account a known  estimate of salvage .i

_ va,lue*  prevents this, since i t  w i l l  resu l t  in
an understatement of income du ‘ing the years
the asset is employed and an o erstatement5 i n

the  .year  o f  i ts  d ispos i t ion.  The practice  h a s . !? therefore grown up of subtracting salvage value
fr’om  the purchase,  price to determine the depre-
c i a t i o n  b a s e .

‘_

.
.I

. _.

I t  i s  provide,d  o n  p a g e  1 6 0 1 :
1:

.

Accounting .for  ,financial  management and ‘.
_ accounting for fede,ral  income. tax purposes ,both

!

focus on the need.for  anaccurate determinat ion
of the net.income  from operations of a g

iven
business for a fisca-l  period.

.

’ As is logigally  .indicated  in Massey Motors, Inc.
L

,
v. United States, supra., 364 U.S.- 92 [4 L. Ed. 2d 1592))

.t he re  is.  cons iderab le  distortion  of income of previous -
. years -where a .significa.nt  amount of salvage value is 0.

i g n o r e d . . This is true even where no adjustment of useful .’ _.
l i fe  is  requ i red. The reasoning in M-assev  Motors, Inc. v. ._ P- .-

United States, q.ipr'a, is indicative of the fact that
retroactive adjustment should not be prohibited. I t  i s
further’ noted ,that  the limitation on making changes .in
s a l v a g e  value; exQressed in respondent Is  regulations,
refers to subsequent revisions,in  salvage value where
salvage value was determined at the time of acquisition.:
(cal. Admin.  Code,  tit.  18, reg. 24349(a), subd. (3).)

!
- J

With resp’ect  to .the  question concerning .

prorat ion, .it  is provided in respondent’s regulations
that the period for depreciation of an.asset shal l  begin
when th’e  asset is placed in service, shall end when the
asset  is  re t i red, and that a proportionate part of one
yea r ’s  dep rec ia t i on  i s  a l l owab le  fo r  t ha t  pa r t  o f  t he  ?

first and last year ,during  which the asset wa-se in service.
(Cal.  Admin .  Code ,  t i t .  18, reg .  24349( j ) ,  subd..(2).)
It is further provided that-under the straight-line
method the depreciation is ‘d,eductible  in equal amounts
over .the  period of the estimated useful  life. ( C a l .
Admin .  Code ,  t i t .  18, reg; 24349(l),,  subd.  (a) . )  To
allow the full year’.s’  deprec ia t ion .requested  by appellant-
for the first p’artial year would prevent the propor t ionate
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Appeal of Regal Gold Loan and Rental Comany :

spreaing which is contemplated in the regulations for
the straight-line method. Respondent 1 3 regulations are
presumed valid, ad appellant has not presented authority
disputing them. With respect to the other useful life
changes, it is true that redeterminations  in useful life
are to be made only when the change is significant, and
there is a clear and convincing basis for the redetermina-
t i on . (Cal. Admin.
(21.) However,

Code,  t i t .  18, reg. 24349(a), s u b d .
appellant has not presented any facts

which would establish that respondent didnot comply
with its own regulations. It is noted that while the
changes in useful life were for periods from one to two

‘years, the total useful life of each piece of equipment
was relatively short. On the state of the record we are
unable to conclude that appellant has rebutted the
presumption of the validity which attached tolthe assess-
ments.

! ‘.

With respect to the transaction involving
pumps, respondent relies upon the federal audit which
treated the sale of pumps in 1960 by Layco Farms, a
related corporation,, as a sale by appellant where the
sales price was entered on appellant’s books as an account
receivable. Subsequently, appellant introduced facts
into the record which support a finding that appellant
was on a cash receipts basis with respect to any such
sale and had not actually received any income therefrom.
No facts to the contrary have been presented by respond-
ent , and the record does not reveal any agreement or
relationship between appellant and Layco Farms which
would indicate that appellant had constructive receipt
of the sale proceeds. We conclude that no taxable income
was derived by appellant from the sale of the pumps.

__

O R D E R----_
Pursuant to the views expressed in the opinion

of the. boar3 on file in this proceeding, and good cause
appearing therefor,
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IT IS HEREBY ORDERED, ADJUDGED AND DECREED,
pursuant to section 25667 of the Revenue and Taxation
Code, that the action of the Franchise Tax Board on the
protest of Regal Gold Loan and Rental Company against
proposed assessments of additional franchise tax in the
amounts of 3451.05, $320.40, $289.68, and $1,110.07 for
the income years 1957, 1958, 1959, and 1960, respectively,
be and the.same is hereby modified in accordance with
respondent's concession relative to income years 1959
and 1960 and in view of our conclusion herein that

appella::t did not receive taxable income from a sale
of punps in income year 1960. In all 0the.r respects
the action of the Franchise Tax Board is sustained.

of
Done at

June Y 197
Sacramento, California, this' 2nd day

ization.

Chairman

Member

Member

/, Member

, Member

ATTEST:
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