
© 2025 SCOTUSreports.com. All rights reserved. | 1

Leesburg Federal Sav. & Loan Asso. v. Commissioner, 55 T. C. 378 (1970)

Taxpayers must maintain detailed and specific reserve accounts for bad debts as a
permanent part  of  their  regular books of  account to claim deductions,  and tax
returns alone do not suffice to meet this requirement.

Summary

Leesburg Federal Savings and Loan Association sought to deduct additions to its
bad debt reserves for 1965 and 1966 but relied solely on tax returns to substantiate
these reserves. The Tax Court held that the association failed to meet the stringent
accounting  requirements  under  section  593  of  the  Internal  Revenue  Code  and
related  regulations,  which  mandate  that  reserve  accounts  be  maintained  as  a
permanent part of the taxpayer’s regular books of account. The court ruled that tax
returns, even with supplemental information, did not satisfy these requirements.
This  decision  underscores  the  necessity  for  strict  compliance  with  accounting
standards when claiming deductions for additions to bad debt reserves.

Facts

Leesburg  Federal  Savings  and  Loan  Association,  a  domestic  building  and  loan
association, claimed deductions on its federal income tax returns for additions made
to a bad debt reserve account for qualifying real property loans in 1965 and 1966.
The association computed these deductions as 60% of its taxable income. However,
except  for  the information contained in its  tax returns,  the association did not
maintain  any  ledgers  or  accounts  specifically  for  bad  debt  reserves.  The
Commissioner disallowed these deductions, asserting that the amounts were not
reflected on the association’s  regular books of  account as required by sections
166(c) and 593 of the Internal Revenue Code and the regulations thereunder.

Procedural History

The Commissioner determined deficiencies in the association’s income tax for 1965
and 1966, and the association petitioned the United States Tax Court for review. The
Tax Court  found that  the  association  failed  to  establish  that  it  maintained the
required reserve accounts as part of its regular books of account and upheld the
Commissioner’s disallowance of the deductions.

Issue(s)

1. Whether the association satisfied the accounting requirements of section 593 of
the Internal Revenue Code and the regulations thereunder by maintaining copies of
its tax returns as part of its regular books of account.

Holding

1. No, because the association failed to establish that copies of its tax returns were
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maintained as a permanent part of its regular books of account, and even if they had
been, tax returns alone do not meet the bookkeeping requirements of section 593
and the regulations.

Court’s Reasoning

The  court  reasoned  that  section  593  and  the  regulations  require  taxpayers  to
establish and maintain specific reserve accounts for bad debts as a permanent part
of their regular books of account. The association argued that its tax returns, with
supplemental information, met these requirements, but the court disagreed. The
court emphasized that the burden of proof was on the association to show that its
bad debt reserve accounts were a permanent part of its books, which it failed to do.
Furthermore, the court cited prior cases like Colorado County Federal Savings &
Loan Association, which held that tax returns and supplemental materials did not
satisfy the accounting requirements for bad debt reserves. The court also noted that
the  legislative  history  of  section  593  indicated  that  strict  compliance  with  the
accounting rules  was necessary  to  ensure that  deductions  were taken only  for
genuine additions to bad debt reserves, which are considered tax privileges.

Practical Implications

This  decision  has  significant  implications  for  financial  institutions  and  other
taxpayers  seeking  to  claim  deductions  for  additions  to  bad  debt  reserves.  It
emphasizes that mere entries on tax returns, even with supplemental information,
are insufficient to meet the rigorous accounting standards required by section 593.
Taxpayers must maintain detailed and specific reserve accounts as part of their
regular books of account to claim such deductions. This ruling may lead to increased
scrutiny of bookkeeping practices by the IRS and could affect how similar cases are
analyzed in the future. It also highlights the importance of strict compliance with
statutory  and  regulatory  requirements  when claiming  tax  privileges,  potentially
influencing business practices in maintaining financial records and reserves.


