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This is an appeal from the decision of res-~

pondent Commissioner of Internal Revenue dated

April 5, 1955 demanding paym=nt of the sum of

$97,280,00, P69,502,00 and P12,788,00 as defi-

ciency income taxes for the years 1951, 1952

and

1953, respectively (pp. 241-244, BIR rec,), COM-

puted as followe:

1951

Net income per original investication
Deduct: !
Depreciation on new assets

acouired from 1946 to 1948 256,867.82

Error in addition

18,92

Bad debts pre-war

Planters account »157,938,93

Crop loan 8,790,78
. P166,729.71

Less:

Total P56,946,74

Mr, Jose Yulo acct.126,629,76 40,099,95

P429,965,30

16,816,79

Net Income per reinvestigation ‘
Tax Cue thereon + o « s o « o o s o

353

413,118,651
F 97,290,00
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1952
Net income per original investigation P412,060,29
Deduct:
Depreciation on assets
acquired in 1947 to 1948 P 50,269,87
Error in addition 7,049,00 57,318,87
Net income per reinvestigation P354,741,.42
Tax due thereon « o« « « o o o o o o o o o o P 91,327,00
Less: Tax already assessed 215 '825.:00
Deficiency tax due e 8 * o s 8 s e o @ P 69,502,00
1953

Net income per originel investigation

P281,544,20

Deduct:
Inventory adjustment P171,748,82
Depreciation on assets
acquired from 1946 to 1948 47,691.,50 *

Error in addition 1,164,20 220,604,52
Net inccme per feinvestication - P _63,939,68
Tax due thereon « ¢ o« o o o o« o o o o o o o P _12,783.00

As borne out by the records, petitioner is a
corporation organized and existing under the laws
of the Republic of the Philippines, At that £ime of
organization, it has as its principal officé at Del
Carmen, Floridablanca, Pampanga and was engaged in
the milling and processing of sugar intc finished
products, ’ ‘

In the early part of 1955, an examiner of the
Bureau of Internal Revenue investigated petitioner
and examined its bcokes of sccounts, Accordingly,
based on the inves£igation, respondent wrote peti-
tioner a letter dated.April 5, 1955, enclosing there-—
in three assessment nctices namely: No, 40-ECAR~

5~54=~51 for P111,491,00; and No, 40-ACR=7-54-52

.39 1
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for »85,552,00; and No, 40-RCAR-5-54~53 for P71,672,00

(See Annexes "“aA", “c", & "D", Petitién for Review,

Pp. 12-24, CTA rec,), demanding from the latter

the payment of the aforesaid amounts representing

the alleged deficiency income taxes dﬁe from peti=-

tioner for the years 1951, 1952 and 1953,.respectively.

computed as fcllows: ‘
1951

Net 10SS PEr FetUrN o« o o o o o o + o o o (P557,922,06)
Add: the following disallowances -
l., War Damage Losses . o P660,150,91
2, Pree~war loans to
planters written off 168,309,.48
3. Depreciation F u @ 139,379,57

-

4, Loss on sale of assets__20,047,40 _987,887,36
Net income ps per investigation e o o o P429,965,30

TAX DUE THEREON [ * L] L] L] . L) . L L L L L] Pllll 491'3'0

1952

Net income as per retUrn o o « o o ¢ o« o P1l06,517,00

Add: Inventory adjustment o « ¢ ¢ o o o 171,748,82
Depreciation ¢ o 4 s « o = s = ¢ a° 132,318,38
Loss on assets fully depreciated ., 1,476.09

Net income as per investigation , « ¢ ¢ o $2412,060,29

Tax due thereon % b s s o e wwm o » » ELDTITV00

Less tax already assessed o o o o o o o o 21,825,00

Deficiency income tax duf o o« « o« « ¢« « « P_85,552,00

1953

Net loss as per retUrn o « « o o o o o o (P 38,107.00)
Add: Bad debts written
off (pre-war account) , P188,950,.00
Depreciation ¢ « « o « 130,515.12
Undeclared sale of
depreciated assets . o 3,186,08 332,651,20
Net income as per investigation , « « « o P284,544,20

TAX DUE THEREON V¢ v m s e s m e w e v a EBITLeB812,00

Not convinced of the legality of the assess=

ments, petitioner filed a protest with respondent
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on December 13, 1955 (pp. 293-297, BIR rec.,) on

the ground that respcndent's field examiner has
misinterpreted various guesticns of fact and law
with respect to this case, and reguesting respondent
either to withdraw said assessments, or to instruct .
his field examiners to ccnduct a reinvestigaticn,

In a letter dated June 1, 1955 (p, 189, BIR rec.),
respondent requested petilicner te execute a waiver
on the running of the statute of the limitations

up to December 31, 1957, which petitioner did; as
evidenced by the waiver petitioner had executed

and sign=d thru its responsible officer, (p. 194,
BIR rec,) |

On October 18, 1955, after a careful study of
the case, respondent wrote a letter to petiaticner
reducing the assessments of tne alleged deficiency
income taxes for the years 1951, 1952 and 1953 to
P97,280.0Q, P69,502,00 and 212,788.00, respectively,
which revised assessments were received by petitioconer
on October 18, 1955, (ppe. 287-286, BIR rec,)

On December 9, 1955, petitioner again pro-
tested the assessments on the ground that the
amounts of deficiency. asscessments were not arrived
at by respondent or the bases of & just appreciastion

of the facts and law invclved, #nd, therefore,
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requested fcr another reinvestication, {(vp, 249
to 253, RIR rec.)

Consequently, respondent conducted another
reinvestigation and rendered his decision on Sep-—
tember 26, 1958 (pé 361, BIR rec,), which was
received by petiticner on Octcber 29, 1958,

Respendent, in a memorancum dated June 23,
1958 addressed to the Regional Director, S$an For-
nando, Pampanga {ppe 343=347, BIR rec,) has listed
down the disallowed items claimed by petitioner

in the taxable years in guestion,

1951
Pre~war planters acccunts ' '
written off P208,409,43
Depreciation on cest of
rehabilitztion 82,432,83
Loss on s-le of asset 20,047,890
War damage losses 660,150,911
1 9852
Depreciation on c¢ost of
rehabilitation P 74,599,511
Loss of assets fully .
depreciated 1,476,09
1 95 3
Depreciation on cost of
rehabvilitaticn P 81,659,82
Undeclared sale of
depreciated asczets 3,186,08
Bad delbts written off 168,950,00

a

Respondent, in a letter dated September 26, 1958

(pe 361, BIR rec.), informed petitioner thst with

2
<o
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regards to its deficiency income tax liapilities
for the years 1951, 1952 and 1953 in the total
and :

amount of p179,570,00/that aftter a thcorough re-
investigation and study of the case, he came to
the coriclusion that no valid reasons exist to
warrant modification of the previous arsessment
against the petitioner and that vetiticner failed
to substantiate or justify t‘he atorementioned
deducticongs i its income tax returns tor the years
1951, 1952 and 1953, °

At this juncture, it should be stated that
assessments are presumed to be correct uniess the
contrary 1is shown, and the burden of proof rest
upon the taxpayer to covercome this presumption,
The determinaticn, however, of a deficiency by

the covernment is cnly prima fscile correct, (Gu-

tierrez ve, Collector of Internal Revenue, L-19537,
May 20, 1967, 14 3CRA 33; Tan Guan vs, Court of Tax
Appeals, L-2z23676, April 27, 1267, 19 LCRA ©03;
Repurlic vs, Philippine Rankit Bus Line, Inc.
L-26862, Mezch 20, 1970, 32 5CRA 211,)

In view of the afore<caid legal prasumnticn
and the defense of res..ondent that the ahcve items
of Jedqction: are disallowahle hecouce in the two
reinvestigations conducted by his ¢ifice, no justi-

ficaticn axigted to warrant wodification of the

)
O
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questioned deficiency assessment, the court will
now proceed tc assess the evidence of the parties
presented, not only in the hearino before the
appellate division of the Rureau of Internal
Revenue but also before this Court, We will then
determine whether petitioner has properly subs-
tantiated his claimed deducticns for his 1951, 1952
ahd 1953 income tax returns. At the outset, hear-
ings before this Court partakes of a trial de -
novo and shall therefor recieve evidence, summon
witnesses, and give both parties, the government
and the taxpayer, opportunity to preseut and araue
their sides in order that the true an? =2orrect
amount of the tax liability may be finally deter-
mined and decided, (Collector of Internal Révenue
vs, RBatangas Transportation Companv & Laguna
Tayabas Rus Companv, L-9692, January 6, 1958, 102
Phil, 822,) ,

We shall now discuss the disallcwed items in
the order listed by respondent in his memorandum
and ascertain whether or not petitioner is entitled
to these deductions,

Petiticner did not go to trial but admitted
the findings of facts of the respondent, The isues

are as fol.iows:

{(a) Whether or not the uncollected portion

2
oFew)
e
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of pre-war loens is deductible as bad
debts for income tax purposecd

(b) Whether or not depreciation of pre-war
assets is deductible in any tovable
yeer at the option of the taxpayery

(¢) whether ¢r nct the pre-war losses may
be claimed during the taxable years after
the war; and,

(d) Whether or nct a loss on the sale of
fully depreciated capital assets is
deductible,

rre-=war Planters Loan written ¢ff as bad

debts in 1951 - £208,409,43

The records show that petitioner granted pre-—
war loans tc the sugar planters numkering, all in
all, two hundred thirty four (234) loans, Peti-
ticner alleged thet after the war, 1t exerted |
efforts tc ccllect said loans, Written demands
were made to the planters-debtors. As pointed
cut by petiticner, it found cut later that scme
of the planters-borrcwers were either dead cr their
wheréahouts can not be located, while the others,
who survived the war, could not pay because they
were victims of the ravages of WNorld war II.
Petitioner's unpaid pre-war loans to the planters
were written off in 1951 based on its belief that
after the war, the planters-debtcry were no
longer in a<position to pay their full indebitednes:s

on account cf the widespread, almost comulete
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. devastation caused by the war tc the nation's
productive power, Petiticner cleimed that because
of this state of affalr then existing, it wad con-
fronted with tne choice c¢f cither retarding the
renhablilitaticn of its businecss by insisting con
complete payment of said lozns by the planters—
debtors, or *to write off the ore-war unpaid loans
2s bad debtrs, Petitioner was, therefore, forced
by circumstances to implement the scecond choice,
i,e. to consider the pre-war loans to planterg

as debts which has become pbad in 1951, So that

in the year 1951, petiticner anc¢ some surviving
planters entered into a milling contract wherein
the indebtedness of the planters were reduced to
the extent ¢f the difference ketween the full pre-
war indebtedness and the arnount granted as their
war damage claim, and that this difference between
the full pre-war accounts and theilr reduced indebted-
ness is the unccllected acccunts 5nd claimed as
bad debts.

The provision of the milling contract (p. 6,
Petition four Review, p. 6, CTA rec.) entered into
oy and between patlticners and plenters-borrowers
contained the following stipulation as herein

guoted below:
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"4, SETTLEMENTS OF PRE~WAR ACCOUWLS

"It is expressly stipulated that at
the outbreak of the war in December, 1941,
the PLANTER was indebted to the CENTinL
(petitioner) in the sum of E
and it is hereby agreed that said indebted-
ness of the PLANTER shall be reduced to
the total percentage thereof that the war
damage commission may be used in the pay-
ment of thc¢ approved war damage claim,
Example: If the total percentage used by
the war damage commission in paying war
damage claims is 40% of the apyroved claim,
and the recogrized pre-war inogebtoedness of
the planters is #1,000,00, thelr s=aid
Indebtedness shall be reduced to 40% or
P400,00.

"It is however, expressly stipulated
that 4% of the entire sugar producticn of
the plantation to be takern out of the
danters? participation shall be retained by
the central to be applied to the liqui-
dation of the reduced indetedness of the
planters, as herein above provided, until
such reduced indeptedness shall have been
fully paid."”

Petitioner, in support of its contaention thét the
indebtedness written off are allowakle, cited
Mertens ag avthcrity, stating that -« "The differ-
ence between the face amount of the ncte and the
amount received in compromise is an a2llowable bad
debt deduction, nrovider the debtor has no assets
out cf which the entire samount may be collecied,
The deduction is ailowable even thouch the tax- -
rayer exccutes releases from the obligaticn, pro-
vided that such releases are executed after bona

fide determinaticn of worthlessness by the

402
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taxpaycre" (Jacob Mertens, Jr. Law of Federal

Income Taxaticn, Vol, 5, 2 Fd, p. 447.)

Cn the basis of the abcve provisicn of the
milling contract, petiticner had considered as
deductible the difference between the full pre~
war indebtedness and the war damage payments to
the planters~borrcowers as bad debts in the amount
of P208,409,43,

Cn the other hand, respendent claims that
the amount of P208,409,43, representing pre= *
wag accounts to plenters written off in the taxable
year 1951, should be disallowed as deductible bad
debt. Responcent asserts that petitioner failed
to substantiate its claim by showing that the
planters—~debtors were incapable of paying their
indebtedness. Respondent alleged that the
planters had sufficient income and properties
with which tc pay their obligations as this was
shown by £he fact that planters-débtors have
executed a new milling contract with the petitioner,
and the gcvernment had stressed the fact that
the debts were even partially settled. (p. 3,
Resp's Memo,, De 224, CTA rec,)

We f£ind the conéention of respcnrnderit untenable,

A partially settled debt which has been previcusly
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charged off within a taxable year 2s deauctible bad
debt can be claimed as deduction in the year it
was sustained,

The reporting made byv petitioner of income
recoveries from bad debts in his sukccouent income
tax returns, i, e.,, in 1953, 1954 and 1955 in the

amounts of P35,168,00, P35,168,00 and P33,186,00,
respectively (p. 345, BIR rec,) will only show
that it has no intention v defraud the 8tate of
its lawful revenue, .

The contenticn of respondent will not negate
the glaring facts clearly in petitioner’s memo-—
randum dated June 7, 1978 tc the effect that after
the war, petitioner had exerted all efforts to
collect said loans and that written demands were
made tc the planters-—borrowers fcr the payment
thereof, &according to petitioner, many cf the
planters—borrowers were either dead or could no
longer bé located. Those plantefs that survived
the war were in no position to meet tneir obli-
gations on acccunt generally cf the elmost
comnlete destruction ¢f the naticn®es productive
power of which the planters are nct excepted,
Petiticner, further, maintained thal tne inability
of the planters=borrowers to pay their cbligations

was caused by the war, and that despite written
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demands against the borrcwers, no payments were
made by them, All these circumstances brought
the petiticner to decide and in fact treated the
loans as bad debts which it ncw claims to be
deductible as of the vear 1951, which this Court
finds meritorious. It is a comuon knowlaedge
that the devastating =~ffects cf tne last wcrla
war to our councry's economy is o imneasurable,
This fact, let clove, supuorts the voalidity of
the cleim of petitioner of its writting off the
bad debts for the loans of its pre-=war planters
in seid year,

As admitted by koth parties, the debts were
incurred before the advent of the Second World
Waxr which had been very destructive tc many
planters and thelr creditcrs alike and have ad-
versely affected them both financially. These
conditicns coulo not have made possikble the early
settlemeﬁt of their indebtedness; Indeed, nc -
nne was spared frcm the raveges 2nd losses caused
bty the wer., 1n a lesser dogree of situation,
where a debt wes consicered worthless, it waz taken
judicial notice by the Court that « cusiness
depression will require a less specific performance

to prove that a viven éebt is worthless, (See

Higginbothans Baily Logar, 8 ETA 566, 579,) It

107
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was therefore, correct for petitioner to, instead
of waiting for an opnortunity for these planters

tc pay tneir dehts which was not then possible,
reduce the planter's indebtedness by cnterina

into a new milling contract, and the reduced
indebtedness of the planters written off by peti-
tioner as bad debts, And it could not be goocd
management to keep the unpald account's alive, which
arce subject to cloimg for thedir payment from year
tc year, which indeed calls for more expenditures.
This Court had ruled, in several cases, that it

is foolish to cpend gocd money to reccver the bad
accounts., And, moreover, in order thet a tay-
payer nay be entitled to deducticns, the law dcecs
not recuire him to be an incorrigibl; optimist,
(Goodrich Internaticnal Ruskber Ccs. Vs. Collector

of Internal Revenuc, CTA Case No. 468, Jure 8, 1963;
G.R. No, I=22265, Dec, 22, 1967, 21 _CRA, modified
in G.R. No. L-2265 Dec. 22, 1967, 21 S5CRA 1336;

El Porvenir Rubber Products, Inc, vs., Vera, CTA

Cases Mgs, 1702 and 1705, July 2¢, 1969,)

RBad debts written off in 1953 ~ 188,950,700
Fetitiorer cla%med thisg armcounc as bad dch£5
in its ircome tax return in 1953, This item was
disallowed by resivondernt as shown in his memorandum

dated June 23, 1958 addressed to the Regicnal
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Directcr, San Fernando, Pampangyae. (Pp. 345-347,
BIR rec.) Respondent, in disallowing the claim
for aforesaid bkad debt deduction, asserted that
the disallowed gre-war accounts shoc.ld have been
written off in the year petiticner started its
milling operations,

Respondent also argued that petiticner started
milling operat ions in the yeor 1947 ond it had
taken s5ix ycars to determine whether the debts
are collectible or not, Respondent also stated
that, in a subsecuent reinvestigation made, pe-
titioner had renorted as miscellanecus income
partial recoveries of these pre-~war acccunts in
the years 1953-55, (pe 345, BIR rec,) Respondcnt,
therefore, insisted that the said accounts shoculd
have been written off at the beginning of their
operations, il.e., imnedictely after the wear,

Bad debts, in order to be deductikle, should be
actually'ascertained te e worthless in a particuler
yv=ar and charged off in that taxable year in its
boc¥s of accounts, and, that before the debt may
be charged off, and consequently deduct said debt,

it must e ascertained and demonstrated in a

reasonable degree of certainty of the uncollectibility

of the debt,.
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Contrarily, petitioner, in a letter dated

Deeember 20, 1955, had clearly shown the validity

of its claim for the allcocwance of bad_debts for

the taxsble year 1953,

breakdown of this bad det.ts items (pp.

BIR rec.,) as follcowss

(a)
(L)

(c)

(@)

(e)

Accounts less than B50,00 not
circularived

Account circularized with
letters returnaed marked
(decensed) or whereabouts
unknown

Accounts circularized with
letters received by
addressee but no reply
received by petitioner

Accounts circularized with
Jetters received and
ackuncwledged by addressee
but claiming no indebLtedness

Accounts circularized whose
letters on which return
receipt was not received
and have no kncwledge if
addressee recelived the
letter

T ot al

" Plus written off 42% of indebtedne

of

‘planters who signed milling

contract during 1952-1953

According to petiticner, the itens

Petiticner listed dcwn the

299-302,

P 1,325,142
70,765.04
2,374,67

102,954,40

2,637.40
P160,277,18

£s

8,672,82
r188,950,04

(a) & (b)

represent varicuas individual accounts which were

quite small, the expences incurred for

the

collection of these items wculd be urossly un-

proporticnate to the amounts to be ccllected,

408
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- Items (c), (d) and (e) reoresent accounts of
debtors whose whereabout are unknown and failed

to receive letters of demand, Some of the

debtors refused to pay, claiming no indeotedness
and some alleging the reasons that they (debtors—
planters) do not have any account of fertilizers
as no fertilizers were given to them by petitioner
and/or that said fertilizer were either taken back
by petitioner before the war and which were later
confiscated by the Japanese,

Petitioner has ascertained that the inabilitv
of the planters-borrowers to pav their cbligaticus
consisting of pre-war lcans was due to the damages
sustained by them during tne last war and that
despite petitioner's written demands, no payment
has been made by them, Petitioner, therefofe,
concludes that the deductions for bad debt is
justitfied,

This Court finds the ccntention of res.ondent
untenable, In the first place, resucnaeiit's exa-
miner admitted ir the reinvestication rerort that
efforts were indeed exerted by petiticner to
ascertain the worthlessness of the debt as shown
convincingly‘in a letter dated December 20, 1955
addressed to respondent Collector (now Commissicner)
of Internal Revenue. (pp. 347, 343, BIR rec,)
Responuent can not now e allowed tc claim that

petiticner

107
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had failed in its efforts to present evidence
showing that the planters-borrowers were indeed
incapable of meeting their obligaticns. . Here,
1]
it has been shcwn that the planters loan accounts
were actually and duly ascertained in the vear
they were claimed as deductible, i.e., in 1951
and 1953 as bad and that these deductions were
made in utmost good faith. Tn the light of the
High Court decisicn, it had ruled thus =
" XXX Our statute permits the

deduction of debts actually ascertained

to be worthless within the taxable

year; okbviously, to prevent arbitrary

action by the taxpayer, to unduly avoid

tax liability.

The requirement of ascertainment

of worthlessness requires proof of two

facts: (1) tnat the taxpayer did in

fact ascertain the debt to be wcrthless,

in the vyear for which the deducticn is

sought; and (2) that in doina sc, he

acted in good faith, (Collector of

Internal Revenue vs., Gocdrich International

Rubber Co., 21 3SCRA, 1336, 1341.)
As to the claim of respondent that the partial
settlement or collection of cents by the debtorse—
planters are eviaence agalnst or deterrcnts to
the deducticn of bad debts in the income tax
returns of petiticner finds no support in law,
This Court held that the subseqguent collecticn

of a bad debt previcusly charged off in a prior

year dces not render the ceduction unallcocwakle,

41 ¢
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Respondent's rmain argument in
dizallowing the deduction of che
alleged pvad depts is that petiticner
was akle to collect scme of the debts
or parts thercof in subscyuent vears,
which proved that the debts were not
uncollectible in the vears they were
s. Jdeclared and charged off by
peticicrer,

That a debt previously found to
be worthless and charged off in a
prior veaor, was subcecvuently collected
deoos not render the deduction nn=
unaliowable or ildeq:1l.(Philippine
Trust Cownpany vs, Collector f Internral
Revenue, CP™A Case He, 367, Januvary
30, 19€¢1,) The taxpayer need not wait
uncertein future events, nor wait .
until some turn of the wheel of fortune
may bring the debtors affluence, (Jacob
Mertens Jr,, Law of Federal Ipccome
Taxation, Vol. 5, Chzp. 30, p. 123,)

It is the res ondent's opinicn that the
pre=war acccunts of the debtors-planters dhculd
be written off in the year the comnany started

their milling operations in 147 or imrediately

after the war. This claim cannot be surtained,

o

The  charging ofrf of & rvartially wcrthless debt
need no£ ve prnysically mate in éhe vecar it
becomes vwocthless, The word “eharged-off within
trhe texable year" in tte loaw refecs to and means
the state of facts during the tavable year
pointing to the ;ncgllchikilitv cf the dents
rather than just the recuirecment of zny physical
act taken by the taxpaver to collect within that

a1

vear with roopect to the o Lo, (O e,
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Jre., Law of Federal Inccocme Taxation, Vol. 5, Chapter

30, p. 36.)

Depreciation allowance for the vyears 1951,

1952 and 1253 in the resoective amcunts of

»

pPg82,432.63, ©74,929,%1 and P81,659.42,

Petitioner claiws that the expenses incurred
to rehalilitete its pre-wer assets are capitsl
ekpenditures. Accordinaly, to petitirner, stan-
dard : rinciplces of acccunting sancticr the depre-
ciatior allcowances on the said capital expendiiures,
(Pp. 295-296, BIR rec,) Fetitioner further
claims thot these reh.bilitztion expenses can
ke allocated as depreciation allowences to par=

ticul.r ¢roup of aszets, without wroof that the

oS

O]

aid evyences were in [lact uscd {for that recpec-

tive yroup of assets to which the deprecistion
allowances were allocated, (pn. 295-296, 3IR rec.)
Petiticrner srguzs that to rrouire petiticner to
prcve tﬂat the allocated eypensés, which were in
fact applied or a group f assets, would be
requirineg it to perforr the most difficilit, ifi not
the most ingoscicle tihirc, In support of peti-

.

tirner's contentinn, it citced the fcllowing

authoritys:
"1t is not necessary cf acurse to

allocate the expenditures in minutiae . -
to each individual piece of property where

412
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1979,

Meno.,.,

properties, it is snificient 1if the

experditurcs are divided hy reacgnebile
Apportlionment process on
basis among the seversl properties
benefited, " (FJacob Mertens, Law of

Féderal Inccme Taxaticn, Vol, 4, ©. 60.)

a percentage

Respondent, in a merncrandum deated June 11,

had listed down, in detsil (r. 4, Resp.

DPDae 225-226, rec,) tic fclleowing

rehapilitsiion expences incurred by petiticner
on dits ascets, to wit:
1, General expences = varicus P653
2, Cozt of sale cf sugar 60%
of the total cust of sale

596,195,806
1,320.,27
3,986,368

449,71
6,206 .46

as estimoted by the manager
3o General eny2anies —« various
4, General expensss - Caimage
5, General exrenses - club me:s
5. Genersal errengses - hosoital
7. Generzal expenses - in maintenance

The

in rrccess

™ o t

akove zanount

of rzhabtilitation

54,573,727
£.,316,669,47

expenses

(Ppe 4=5, Resp. Memo, Dhp. 225=22€6, CTa rec.) were
distributed tc the following assqts, as per Jeurnal
Entry No. 2070, on Septerber 20, 1%4#,

©

R 0 NN BTSN B\

Land irnrovenents
Building ecuipments

Macniteries enquinment

Railrc=d ecuipment
Agricultural Machin
Furn_ture &
~utotruck travelears

eries

Pivtures

-

[ ]
T
On this «secor

Rerein petitioner

ot al

e, recocroert aal

started milling

£4,202.43
265,786 .86
712,878,70
241,829,60
20,020,682

3,932,861
58,723,23

©1,316,669,47

Lhat

afiter the
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-World War 1I, or in 1947, Respondent observed
that petitioner had capitalized the general expenses
by treating the same as rehabilitation_expenses
and apportioning these expenses to various assets
accounts, and depreciated these rehabilitation
expenses in accordance with a rate of deoreciation
for each item, Respondent attacked this wnrocedure,
which was adooted by petitioner, and maintained,
after reinvestigation, that these general or reha-
bilitation expenses are nct capital expenditures
subject to depreciation allowances as these ex-
penses did not increase the value of petitioner's
assets, Respondent concludes therefore that the-
depreciation allowances are improper and cannot

be depreciated,

We find the stand taken by petitioner dn—
tenable, JTn the first place, there is no law or
“jurisprudence which supports the legality of the
manner in which petiticoner treated, for depreciation
allowances purposes, the aforesaid general or
rehabilitetion expenses, Although it may be said
that the rehabilitation expenses partakes of the
nature of capital expenditures, it cannot be
depreciable unless adﬁed tc the cost and increasing

thereby the value of the assets of petitioner,

111

f
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Expenditures may conwtitute cspital
investments, but that does not necesgsarily
. mean that all capital investment must be
included in the capgital sumn recoverable
by depreciaticn, To be so included, they
must either enter into the ccst of wasting
or depreciating property cr nmuct ke reaw
sonably attributakle to such property
(Jacob Mertens, Jr., Law_of Fedcral Income
Taxaticn, Vol, 4, Chaps. 23, pe. 102.)

The rehabilitation expenses of petitioner not

[N

being capital expenditures which incraased the
value <f the company®®s properties or constitute
imrroverent of the ascets to which they are .
allocated, they can not ke allowed es depreciation

allowances,

We will ncw ccnsider the war damace losses

in the sum of ¥6€0,150,S1 claimed as ceduction

in 1951,

In its 1951 incoumre tax return, petiticner

claimed as deduction the ~mount cf PH60,150,91
as war danage losses, Recpondent asserted that

the lcsseés are deductibl z onlv during the taxable
vears in which these lcuses werce custained, Res-
poncdent cited, in suppecrt of his pociticn, the
ruling of the Secretery of Juctice in Cpinicn

Yo, 16z, series of 1952 dated August 23, 1952 and
General Circulszr l'o. V=139, Respon:~nt further

urge us that the cleaim of petiticner for deduction

for its war losces in 1951 cannot »na allowed since

=Y
s
(e ]
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- these losses were sustained during the Japanese
occupation (citing the case cf Hilado vs. Coll.

of Int, Rev., G.R. No, L-9408, Oct, 31, 1956, 100
Phil, 288) and not in 1951,

| This Court finds the respondent's claim of
disallowance of the war damage losses in accordance
with law, This issue has been squarely settled
thus =

"x X Xe The question in rugard to the
deductibility of war losses has$ already
been settled by the Supreme Court in two.
cases,

"It has been held that a loss sustained
in 1945 as a result of military operations )
by the United States fcr the liberation of
the Philippines was not compensated fcr by
Insurance or otherwise, within the meanina
of Section 30(d) of the Revenue Code, andg,
therefore such loss is deductible only in
the year sustained, x x x, (Yulo vs,
Araneta, CTA Case No, 84, July 8, 1958;
citing Cu Unjieng v, B.T.A., GR No, L~6296,
Sentember 29, 1956; Hilado v. Coll., of Int,
Reve, 100 Phil,., 288, op. cit.) See also
Consolidated Mines, Inc, vs, Commissioner, .
CTA Case Nos, 565 and 578, May 6, 1961.)

Respondent's decision disallowing‘the war damage
losses claimed by petiticner is, therefore,
sustained.

Losses _on the sale of its assets in the

amount of P20,047.80 in 1951,

Respondent disalﬁowed this item of P20,047,80
allegedly incurred by petitioner on the sale of
its assets in 1951 on the ground that said assets

at the time of the sale had already been fully

410
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depreciated.

. Anent this issue, petitioner maeintains thet
normal depreciation cannot be taken acainst the
pwner of the propertv who had absclutely no ccntrol
over it, Petiticner further cleims that no depre-

cintion srould be taken durirg a forced stoppage

=

-

in operations occasioned ty the war, (rpe 178-
175, BIR rcc,)

The contention of petitioner s not tenchle,
In the first plcce, petiticrer failed to subs-
tantiate this claim of loss in the sale of its
assetse As correctly meintained by resiondent,
since the as.ets in guestion were deprecisted whcn
the same was 2lready in use and@ whiclh depreciaotion
occurred corntinucusly even when idle or tempora-
rily not used, and after heving »ecn fully depre-
ciated in value, a sale, tnereafter rmade of the
acsets will not bring abcout & Jocs resulting from
the sal@.subject cf cladi fer aliowa©ce. The
clain for lcusses in the =ale of the assets in the

surw of 1720,017,80 c=2 steined,

3
o]
2
ot
U
b}
0
[
/

Losses on the sale of assets fully depreciated

in the sum of ¥1,476,0% fcv 1952,

Again, petiticrer claims that normal depre-

ciation cannot be taken ~geinst its assets, the

saine having been in the rossessicn ofF the Juphnsse

A1
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Fcrces for whnicn it hed no contrel, e have
9}1cady decided this in the imuediately nre-
ceding icsue cof the deduvctibility of the loss
orn the s2le of petiticner's acset in {he SUum
cf ¥20,0147,80, loreover, vhere the calvage valuve
plus its derreciastior. of hie a-set up to the time
cf tte sa2le exczeds the nronerties' =elling rrice,
there will e no logo, (Facob Mertens, Jr., Law

———

nf Federal Tnccme Taxaticon, Vol., 5, Chap, 28, p,

51,) We therefore find rescndent!s act of dis-—

allewing the losgs in the cale of degpreciated

s

"assets in the awmcunt of +'1,476.,09 in 1252 to be
correct,

Undeclared sele of Cepreciated ascsets in the

sum of ¥3,1€6.08 for the year 1953,

Rewponcoent aoain con ends, just as on'the
two (2) precedinyg issves, trat i Bhe cale of
deprecicted vzuels, loss 1s net rocecnized since
the investrent had been fully reccovercc by way
of deprecicticon, Respondent maintsing, further,
that cain mayv instead be realized as a result of
the cale of the Jeocrecisted ascets,

For the come ground ci the diszallowance cf

.

the losses nn tre inmedi-tely sruceding logues,

i,e, concerning the disallowance by us ~f the

losse

6]

- : s - o .
arising from the sole ¢f cne azsets Fully
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we

deprecisted,/equaily uphold resvpondent's determina-
tionthat the undeclared sale of deprcciated assets
in the amcunt of 3,166,088 is not dedqctible and,
hence, includible as incore subject +oktax picha
1953, Accordinyly, petitioner's incore tax lia-
bility for the two years 1981 and 1953 is recom-

puted as follcows:

1221

Net loss per return (#577,922,06)
Add:

War damage los:irs 660,150,921

Depreciation 139,379,57

Loss on sale of assets 20,047,40.

Total PRLY,S5TT .88
Deduct:

Depreciation on
new assets
acquired from
1646 to 1948 E5€,867.82 .
Error in additice 78,92 5%5,946,.,74 762,631,114
Net income as per
Investiogetion P204,709,08
Tax due thereon: '
i of P204,709,08 =
P51,177.27 x 16% =pP8,188,3€
3/4 of 100,000,00 =
75,000,000 x 20% =15,0C0,00 .
?204,709,08 -~ P126,177,27
= §78,531.81

.

x 28% =21,98688,90 ‘P15,l77.00
=233
Net loss ver return (r38,107.00)
Add:
Depreciation PA3D y 5lGal2
Undeclared sale of
derreciated ascets 3 186,08 13370120
Total =95,501.20
Deduct: ’
' inventery adjustment 2171,748,82
Depreciation on assets
acqguired frcm 1946
to 1948 47,691.50
Error in additicn 1,164,20 220,604,50
Net loss (#125,010,32)

419
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Petitionexr 1is liable for 1952 income tax in
the amount of P69,502,00 as determined previously
by respondent Commissioner of Internal Revenue,

WHEREFORZ, the decisicn nf respvondent appealed
from is hereby modified, Petitioner is, therefore,_
ordered tco ray the amounts cf 245,177,000 and
P69,502,00 or a total cf 1114,679,.00 as deficiency
income taxes for the years 1951 and 1952 respectively,
plus the gsurcharge and intercst which have accrued
thereon pursuant to Section 51(e) of the Tax 'Code
as amended,

With costs,

S50 ORDERED.

Quezon City, October 8, 1GE€2,

VY |
CONETALTE/ ., RO&_ UL

/%ssociate Judge

WE CCHCUR:

AMANTE FZLILLIR
Judge
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