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PEClIsION

This is an appeel from the deelsion of re-
spondent asssessing against end demending from peti-
tioner the sum of #25 492.60 as deficiency income tax
for 1999 X

Petitioner 1s a domestic corporation engaged
in 5sal pudete Twalssee. Por the yea'i 1959, 1t filed
its lncome tsx return showing s net taxsble income in
the amount of #80,810.99 Exhs, A & 1, pp. 3%, BKIR
rec.) . Upon the recommendation of an ilatermal reve-
me axaciser whe condue ed the verifieation of the
return. responient, on Geptember 7, 1962 assessed
- agalast petitionsr deficlency incoms tax for the year
's 1959 and interest in the amount of #25.492.60, detatlls

of whieh are es follows:
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Net income p hruti- w ==
Tax due thn:m D 078,
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6—??!: H—B rec nn,»

Petitioner contested the saild a. '~ ment on the
ground that the elaimed deduetions = fully substane
Valed Exh, C. p. 76, CTA ree. Bxh, ¥, p, ¥, BIR
rec. ) However respondent denisd the reguest ' = pe=
consideration and desanded from petitioner the smount
of #28,.272.16, inclusive of surcharge, ‘nterest and
compromise penalty (Bxh. D, p. 79. CTA rec.; =2xh. 10,
. 35, BIR rec,| Hence, this apyeal.

The only gunecstion invelved in this case is
whether or not responient is justified in disallowing
the following deductions:

Eatertainment i o
2} Digtestarton m..
e) Less on pllferage -«

Hespondent disalloved the deduction of the smount
of #13,703.79 spant by patitiener for Christmas pre-
seits which were givem to petitiocner : employses, thelir
families, frisnds and goveransent employses. The ex~
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allowed its deduction for being a personal axpenss of
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pe . s rtoekhelds. . Petl . contend tha |

wiether considered  the nature  ereating - i

'; 470 smeng +'viduals having Dusiness Ges’ s wiik .
| petiiici v &5 as addl |« coumpensstion  imdl -

i, doal construction workers and thelr femi ' we, = o

| deductible /

“ Folliiewn s contentlon is i . teken, " The

mis @ legation that the expense 'w: «  "u¢

purpose of eresting good will unaceompanied by evidence /|

that ' was necessary business expease does not

Justify  ts deduction. Uxpenditurss which are made

selaly for the purpose of ersating good will are not

deductible. See Mertens lLaw of Federal Income Tax-

ation Vel. %, p. 367.) Similarly, donstions made to

employeas and others which do not have in them the

elensat of compensation for services are not deducti

bles from gros: imecome (7=: See. 72, Hevenue Regula-

tien Heo. 2). For this resmsen and on 'he admissien

of petitioner = o w tness that the gifts were in-

diserininately given to empleyees snd non-employees

of petitioner (t.s.n. pp- 35-k2 . the deduction hes

- properly disallowed |
Aespondent disslloved the sum of Pl 513.07 :

+ the #47,601.90 <laimed by petli louner ai expenses

for ms ntenance snd respalrs of o ces i ldings
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owned by peti loner the resumé ' whiech s wv

F ‘—J...t.-;-._: |

Leepartics lavelved Llalmed Allewed Risallguad
1) Parafia (personal) # 6 130.45 » #6. 13045
ﬂmn i 3.9%4,97 1.31%.99 2.629.98
3) nu.l.‘" ' | - {10”'
,; ﬂl. s ree) mfa 70 1,156.7% z.uiﬂ
g tbo re.) _24,6831.08 ...ﬂhll 20,066.78

The disallowances were made by respondent with
respect to the Farsilaque propertics on the ground that
the expenditures of potitioner on said properties are
pesingel copomess. In the abseoce of evidence that the
sald propertles vere used in connsctlon with the busi-
ness of petitiomer in 1958 (t.s n. pp. 136, 137, 135,
156-158), the elaimed deduction should be disallowed.

As appearing in the abeve resunf, respondsnt dis<
alloved portions of the expenses in conneetion with
the Vicenta, Pevay Blvi, and Ispelets Oillda bulldings,
The disallowances are premised on the ground that the
improvements made on the oulldings are capital and
shou! be amortiged

‘ron the evidence of record, it appears that
expenditarss were incurred on materials used for re-
pairs in the nature of replacement of partitions, doors,
windows and other parts of the bulldings ownsd by pe-
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titionar; [ plastering and painting the sald builde-
ings for repal =~ ' the air conditicners . = of
the baildings; and  maintenance of elewater -
in ancther (pp. 1l-3%, t.. . Hearing 6 30-66) PFrom
the foregoing 't would seen that the expendl - =
cover bPoth repairs deSuctible as business expenses
and cap tal expenditures. While petitiener presented
= brea’ down of these expenses (RBxhs &6, G- G2,
Ge3, Gelb, G=5 & 0=6. pp. 92-96, CTA ree.) which ex= /«]
penses wers not denled by respondent (p- 15, *.s.n.), t
it, however failed to make a proper segregstion of
the deductible froa the nen-deductible repairs
Where an expendi - covers both repulrs deduetible ss
business expenses and ospltal items 1t is incumbent
on the taxpayer to make a proper segregationy othar- f
Wise the entire expenditure will be disallowed \(Mertens, )
lav of Federsl Income Taxation, Vol %, g 373) Aae-
copdingly. the disallowance of the claimed deduction
for tﬂ maintenance 1s proper.

u_}tuﬁa-‘ gave lunchecns and dlnners atteuded
by its bouml of directors the mesbers of thelr
families (t.s.n. p W7 learing 6-30-66) engineers
and arehiteets coanseted with petitioner s construe-
tion program, and menbers of its office and field
personnel (t.0.n.. p. 98, Hearing 7-1-66). These
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luncheons snd inners were given purportedly
improve the Lmage of petitioner and te sfford
opportunities to 1ts employeces ' know the
rectors And for those affa s, petitioner ela
a deduction for entertainment expenses in the total
ampunt - P 000,80, of which #3500 40 was disallowed e
by Tespondent on the greund that the expense was
personsl. In view of the purpeses for which the
the guotionad expenses were made, we belleve tha
they ha' some definite reasomable purpce: connected
with the bus nes: of petitiomer FEence, the d -
allowsnes ‘0 the sam of P7OC. 40  not Justiried,
As regards the dspreciation dsductions on the
bulldings. respondent disalloved the sum of
220,133 69 on the banls of the recommends ' of
his witnesseexaniner larealine T  COcampo., PFeti-
tioner soeks to mstify the deprecistion rates used
by 4t a5 mare continuations of those adopted by the
former/ouners of ths balléings.
“hile the weakness in respondent s methed of
deteraining the deprecisticn 1s shown by his exam-
iner s ln:-rﬂﬂal ocalar inspection of the Gilda
building (t.5.n,, p 17%, Hearing 7-28-66) and the .
latter's failure to 'isit the Liberty and Pepita |
apartments, leel [lang-llang, 3Jan .intonio and
Perdigon mutu;u.;. nsvertneless petitioner sheuld
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have proved = the et R EiERSe
fects supporting oo o
L ne Keslene, law Federa Income Taxa ion, Vel
La¥ . Ver axample, - should 5aw sphellislad 'm
enee. 0 0w otherwise  the o and
nature  sswsiinction, wterlals, «  ign, pas’ o
tenance; ilzprovements present ndi - and .
tien and ebassatas ¢ the =iidings In ol G sl
us = determine the rea:=..bleness of the tien
rates adopted by peti wn faving fa led = do 7.
wo are constrained to sustain the questioned dis-
allowances on the deprec ation cls ms ef petitioner.
Finally, respondeat disallowed "= gum ' #600. 00
out = the amova = ¥..057.00 . ‘med - petiili s
as loss through p/  vago. The disa ' im the Jus
of ¥600 00 ' prediceted upon the represea t .
the examiner tha s 14 loss caiss be explained by
petitioner P ltioner. - . polnts = i a
leged deelsion v Tout ef ¥t Ingtante o Hae
wlis s Crimine Case o, %9736, v i.leé ecepy of
waich was - presented . - us despl . s
tion by pe  tiomer's counsel of the ~ight i preseat
the same as evidence. For fallure - petitioner te
sa - . esxp in the less - the remadr/ s - lane:, '
the dicallowanoe thereof 1a  wo' ilod.
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WHEREFORE, the & v ement appealed . -
sodified, Petl ' 15 hersby ordered to pay to
responden the amount F25,324 09 deficlaney
incoms tax fo the wear 1959 and interest from
April, 1960 - Geptembar . 1962, itemised .-

Legs: Amount slready pald .. ... eeo-:s

R R Ad o R R el ,m
If the deficlency tax iz not pald in full within
thirty 30) days Tfrom the date this decision be-
comez final and execute.  petitioner shall pay a
sarcharge of f'ive per cent (55) of the unpald amount
plus interest at the rate of omne per cent (1f a
month, computed - the da  this declsion Decomes
final uatil paid,K provided thet the maximum ampunt
that may be = lected as interest 'hall not exveed
the amount corresponding = - period of three 3)
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. Assoclate Judge




