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BEFORE THE STATE BOARD OF EQUALI ZATI ON
OF THE STATE OF CALIFORNI A

In the Matter of the Appeal of

| NTERNATI ONAL WOOD  PRODUCTS
CORPCRATI ON

For Appel | ant: M. F. E. Dunigan
Presi dent

For Respondent: Crawford H Thomas
Chi ef Counsel

Richard A. Watson
Counsel

This appeal is. made pursuant to section 25667
of the Revenue and Taxation Code from the action of the
Franchi se Tax Board on the protest of Internationa
Wod Products Corporation against proposed assessnents
of additional franchise tax and penalties In the amounts
and for the years as follows:

| ncone_Year Ended Tax Penal ties

Oct ober 31, 1964 $2,401.95 $600.49

Oct ober 31 1966 1,833.75 458 4k
513.33

Cct ober 31, 1967 106.01
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The Issues presented for determnation in this
case are: (1) whether resPondent I's precluded from
collecting l'ate filing penalties by a purported final
agreenment “which allegedly settled appellant's tax
|iabilities for the years in question; and, if not,

(2) whether respondent's inposition of |ate filing
penal ties was proper.

_ _Appel lant, a New York corporation, has_been
doing business in California continuously since Decenber,
1958. During 1959, appellant comrenced proceedi ngs under
Chapter Xl of the Bankruptcy Act. These proceedings
culmnated in 1963 with a court-approved creditor arrange-
ment. In late 1966, appellant filed Californja franchise
tax returns for its income years 1960 through 1965 and
remtted the taxes, Interest, and penalties due for those
Yearsn Subsequent correspondence trom appel |l ant indicated

hat it was engaggdlln a unitary business with its sister
organi zation in California. Consequently, respondent
difected its New York office to performan audit on
appel lant's California operation for appellant's income
ears ended Cctober 31, 1964 through October 31, 1967,
ased upon that audit, additional anounts of tax and
late filing penalties were assessed against appellant.

APpeIIant concedes its liability with respect
to the additional taxes. |t contends, hqwever, that it
entered into a final agreement enconpassing all of its
tax liability for the years in question with respondent's
New York representatives. This agreement, it #s ar gued,
recluded respondent's subsequent "assessment of |ate
iling Penaltles. Respondent denies that a final agree-
ment Settling all of appellant's tax liability was feached.

.. Under both federal and state tax law  a pre-
requisite to binding agreements is strict conpliance
v%fl1 the statutes author;itng zﬁ%fh agr%ﬁﬂfnts. (Auerbach
shoe Co., 21 T.C. 191, aff'd F.2d 693;. Appeal of
Charles R. Penington, Cal. St Bd. of Equal.) gan,. 20
I'gBF.')"'S_ec"EI—on'sthaland 25781a of the California
Revenue and Taxation code pertain to settlement agree-
nents and provide:
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25781.
%erson authorized in witing b the Franc
ax Board, is authorlzed to enfer into an
agr eenment ? ﬁ
respect of any tax eV|ed under this part

for any taxable period.
25781a.

the State Board of Control, wthin su

as may be stated in the agreement, or

agreed to,
conclusive, and except' upon a show ng of
fraud or mal feasance, or msrepresentation
of a material fact:

modi

in witin

The Franchi se Tax Board or anK
i se

any taxpayer in

If such agreement is appro
C

such agreenent “shal | be fina

(1) The case shall not be reopened as

fied,

to mafters agreed uPon or the agreenment

|cer enpl oyee, or

agent of the State and

(2) In

any Suit, aCtIOH or proceedlng,

such agreement, or any deternination, assess-
col lection, paynent, abatenent, refund,
or credit made in accordance therewith, shall
not be annull ed, nodified, set aside, or

di sregar ded.

Appel I ant has neither alleged nor presented

facts suff|C|ent to establish the existence of any

conf orntn%Jto the requirenents of sections
n

ment ,

agr eenent

2 781 and 25781a

der these circunstances and in view

of the fact that respondent denies having made a final
agreenent with appellant, we must conclude that no such
agreement was reached.

The onl

uestlon remaining is whether respondent

Properly | nposed Yate filing penalties for appellant's

axabl e”years ended October “31, 1964, and Cctober 31, 1965.
Sectjon 25931 of the Revenue and Taxation Code provides in
pertinent part:

If any taxpayer fails to make and file

a return required by this part on or before
the due date of the'return or_the due date
as extended by the Franchise Tax Board, then
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unless it i s shown that the failure is
due to reasonable cause and not due to
willful neglect, 5 percent of the tax
shal | be added to the tax for each
month or fraction thereof elapsing

bet ween the due date of the return
and the date on which filed, but the
total addition shaII not exceed 25
percent of the tax..

The burden of proving that there was I eason-
abl e cause for filing delin uent returns is on the tax-
Eb er. (C.-Eink Fi scher, 50 C. 164; appeal of La Salle

_f'm_w. At Foyal ., Nov. TO00) Tine

meanl ng Weaning of "reasonable cause" was di scussed by this board
in Appeal of Loew's San Francisco Hotel Corp., decided

September » wWhereln we stated:

Reasonabl e cause which will excuse a
taxpayer's failure to file a tinely
return means nothing nore than the
exerci se of ordinary business care and
prudence, or such cause- as would pronpt
an ordlnar|I¥ intelligent and prudent

0

busi nessman have s0 acted under
simlar circunstances.
Appel | ant contends that the complexitg of the
bankruptcy proceedings and lack of funds available to
S tax

prof essi onal” assi stance in preparln i t
urns constttute reasonabl e cause for the ay in
f|||ng Wth respect to the conplexity argunEnt t he
facts show that the bankruptcy proceedi ngs were conpleted
n 1963, one year prior to the initial year in question.
we fail to understand how their conplexity could explain
a delay in filing returns for subsequent years. (See
,tAIfred W _Halling, T.C. Meno., Oct. 8, 1968, wherein the
t

ound as insufficient to prove reasonabl e cause
e

ax court
he fact that during several of the years in question
appel l ant was involved in bankruptcy proceedings.)
to the lack of funds argument, it is undisputed that
appeIIant s after-audit net income for the two i ncome
Ye rs in question was $45,490 and 835, 159, respectively.

n, ny event this argunent does not, nor could it, esta-
bli sh”’reasonabl e cause since the filing of tax returns is
a personal nondelagable duty of each taxpayer. (See Max

Dritz, et al Memo., ‘Aug. 27, 1969, aff'd per curiam,
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427 F.2d 1176.) On balance, it is clear that appellant
has not denonstrated that it exercised ordinary busi-
ness care and prudence with respect to the filing of the
returns in question. Consequently, it has not carried
its burden of proving reasonable cause.

In accordance with the views expressed herein,
we nust sustain respondent% determnations, both wth
respect to the purported final agreement and the imposi-
tion of late filing penalties.

ORDER

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

IT IS HEREBY ORDERED, ADJUDGED AND DECREED,
pursuant to section 25667 of t he Revenue and Taxation
Code, that the action of the Franchise Tax Board on |
the protest of International Wod Products Corporation
agai nst Ipr_opos_ed assessments of additional franchise tax

and penalties in the anounts and for the years as follows:
. | ncone_Year Ended Tax Penal ties
$600.49
Oct ober 31, 1968 $1,833.75. 458,44
Qct oper 31, 1966 513933
Oct ober 31, 1967 106. 01

be and the same is hereby sustained.

Done at Sacramento, California,, 19th
day of February , 1974, by the State %u&lization,

d

) —~~7, Chal rman

/L(/ ,W, Menber
u/%i 7/ , Menmber

% A7
Yt i '

va

® ATTEST: / , Secretary
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