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This ameal is made ~ursuaht to section 25667 of the

P_eve:nue and Taxakion Code from& the action of the Framhise  Tax
Board on the protest of Pringle Tractor Co, against a proposed
assesment o f additional ,framhise tax in the auto-~..t  of $761.88
POT the income year 1962. Af’ter this appeal was filed,
re sn o&ect comeded that the assessme:?t should be reduced by

sel l ing
reserve

because of an error in computation,

Appellant is a California corporation engaged in
hazdware and farm equiprrlent, It has elected to use the
method o f  accoimting for bad debts and claiming its

ba,d de‘ot deduction.

At t’he d iscret ion of respondent Framhise Tax Board,
a taxpayer xay deduct a reasonable addition to a bad debt
reserve in lieu of deducting specific bad debts, (Rev, & Tax,
Code,  $ 2+-3+-L) The question Eo be decided here is %&ether
Ye s-3pr_dm.t abused its discretion in refusing to alloF7 a deduction
02 i4ie fU_l zou3t of appellazt’s r e s e r v e addition for the year
1362 as a “reasonable  addition *I& 0
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,ko-oeal of Twinkle Tractor Co,

:

fig2ellaz.lt  h2s consist%ntly  followed the practice cf
making addi%~ons  to its bad debt reserve acco~~t?C  based LQOLQ  its
rating oi” sr,eci.fic a c c o u n t s  md notes  conside-red  to be of
doubtful_ coiiectibility, At the beginzing  of the yea? 1762 -t;be
balarqr;e  in its ‘Gad debt r e s e r v e  accoxat t o t a l e d  $93,6% 6,F~~
the yea? 1762 j_t m&e &ddi’cions _io ‘c’p_e Teserve -io-ieling S;+,J-97
m_d chsrges off $ILO, 051, re.s&_ti;qg i_n a books rese:rve jaEmce o f
$1~17,950 as of December  31, 1762 , Of the total face value of
the specific ,n,otes. and a c c o u n t s  ~Inich forrced lihe basis f or
additions to the reserve, $l03 $27 172s mitten Off 2s LTO;?tLi3SS1.

in subsequent years o Dueing the year 1763, a-23 elI!_ant sustained
actual bad debt  losses  of  $77,285 azxfi Teeover; $_,,G& frpr~
&ccounts azd notes previously written off as wort’hless,

Utiiizing 2 fomiu__a  corqut ation,‘1 Tespondent determined
that apFelLL;:.7 1 q-qt’s averzge bad debt loss fo? t’he years 1957 to
1963, inclusive ) arzou3ted to approximately 3 -percent  of its
average ou’cst&ding zotes md accounts  receivable for those

.. years, ~,kopiying t’his average loss ratio to notes acd accounts
0725 Stai?C?_iiYrg  I”OF t’he year 1762, respondent recomputed the allow-
able >ese?ve additions and disallowed $13,850 of appellant?s bad

follow3ng  table show thedebt deduction for that year, The
basis for the calculation:

0
. Out standing

Year Wotes & A c c o u n t s

1759
1760

I? 568,899

19&l_
y-p,

1762
1.963

752&03
872,616

Iset Los_=

$
(1,
13,
8,

97,
$iIXS a reasonable addition is by the term of sec-

tic& 2&3&-S  of tk_e Revenue a id  Taxat ion  Code; al1o~rab3.e  as a
bad debt  dedzction at the discretion of respozde:it,  the
deteminrtioz  cam be set aside only if  appellant sustzir=s its
“heavy I”u’~~&fi” o f  she-;,ing t’fiat respondent! s action 172s an abuse
O f 25s d;scyetiop_, (lute:? S,&od_=ich & Co,,  Ld B,T,A, 9 6 0 ;
Pla.t^L  -... .T-!-aj_l$r  p) ., , 23 ~,c, 1065,)
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&neai of Prin.qle Tractor Co,

A reserve addition obtained through averaging a
taqdyer:s  loss experience over a period of years, hoTsever,  is

-not reasonable per se, For the years 195'9 to 1962, inclusive,
x0-oellantTs  2,ctual net losses from bad debts did not ‘exceedL_$i3,62L; in any one year, The ratio of its net losses to
outstanding notes and accounts for those years varied gatiy,
XZFLChiIlg a nax:imim of 2,05 percent. In 1963, the yea? after the
one in question, appellantts net bad debt losses liere
ticI its loss ratio was 11,4-T percent,

$9&, 199)
Had respondent excluded

the year I!_963  from its computations, the amoun? of the reserve
that would ‘ilave been obtained at the end of 1962 ?~~ld have
been totally insufficient to cover the losses in the fGllOViIl~
-ys:ay. Subsecpe-=lt  loss experience may be weighed in deterninin~
the reasonableness of an addition made by a taxpayer in a prio:
T ear3 (The Snield CO, ,- - 2 T,C, 763), but it should be borne in
mirAd -i‘r,a,-i;  a t the ti%e appellant made its addition, it could 0~l.y
estimate its future losses, Althouph  no one of K?e above facts
is conclusive ) they weig’h against the reasonableness of
respondent’s action,

It iS apparent  that appellant had obtained information
in 1962 -i’nat col lect ion of certain of the large notes and
accounts outstading ITas doubtful and that it based its’ reserve
recu-Jreqen<s  o. 2 this information, it 3)~~s proper for a-~-~eJ_,?_~o.<*
to co~-isic!.er these lmovfl  circumstances in determining t5_-e amoullt
of the addition since the estimate as to the amou-nt  of reszrve
req-uired  for any given year is to be measured in light of c&e
conditions w?ii. ch exist at the time the estimate is made,
(C, P, Ford. & Co, )
3c+--~-~;2d-6-“~o  i )

2 8  B,T,A, 156; Calavo, kc., v,, Coz~~issioner,__-
-"---'ne -=-T-record co@firm;-(~)-~~~~  sppelxant a=;$uaLiy

s12.st~&xzcfL e:~_irerriely a'mox:la.__7 bad debt losses during the vear
1953, aC (2) that its bad debt reserve addition for l-g&
rqTesentirLg  a forecast  Q? the amount required to provide an
adequate reserve for those losses t.ras, under t’% ClTCUIlStZ~C~S,
rtas0:xbl.e o

IJq cj-1 t'ne p articSar Yacts of th_i s appeal J T;Je find t’nat
i t  was a-a a?-use of discretion for respondent to reduce the
reserve addition made by appellant, (Platt Trailer Co +, 23 ii‘. C,_--_--I_
1065, &?~a, >:sJTz~~"-. T,C, I~~Io,, Ikt. No, 22907, Oct. 3, 1950;
A-oollo Steel. C7’T.C. Memo, 4 Dktt, ITo. 3Lt36, April 13, 191-+50>

?ursuazt  to the v i e w  ezqressed  in the 0pi:Z.c~~ or t'he
board on file in t’his proceeding, and good cause .qpearing
therefor,



ti;o SEC~~OII  25667 0f th2 Revemx and Taxation Code, that the.
ac+;ion  of the F'ranc'hise Tax Board on "c'ne protes'; of Pringle
T-rector Co. against a proposed assassment of additional f;_mclo-ise
taz< in the XcoUnt of $761.88 for the irr:orce year 1962 be azd
ti?~ sme is hereby reversed,

, Member

, Secretary
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