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### Title
**Limpan Investment Corporation vs. Commissioner of Internal Revenue**

### Facts
Limpan Investment Corporation, a domestic corporation engaged in leasing real properties
and primarily owned by the spouses Isabelo P. Lim and Purificacion Cañiza de Lim, filed
income  tax  returns  for  the  years  1956  and  1957,  declaring  net  incomes  and  paying
corresponding taxes. The Bureau of Internal Revenue, upon investigation in 1958 and 1959,
discovered undeclared rental incomes and claimed excessive depreciation for those years,
resulting in  assessments  of  deficiency income taxes  and surcharges.  The corporation’s
request for reconsideration was denied by the Commissioner of Internal Revenue, leading to
a  petition  for  review before  the  Court  of  Tax  Appeals.  The  corporation  contested  the
correctness and validity of the assessments, arguing over the rental incomes declared and
the  rates  of  depreciation  applied.  The  Tax  Appeals  Court  upheld  the  Commissioner’s
assessment, prompting an appeal to the Supreme Court by the corporation.

### Issues
1. Whether the Tax Court erred in holding that petitioner had unreported rental income for
the years 1956 and 1957.
2. Whether the Tax Court erred in finding the depreciation claimed by the petitioner for the
years 1956 and 1957 as excessive.

### Court’s Decision
The Supreme Court found the appeal unmeritorious, affirming the Tax Court’s decision. The
corporation’s  partial  admission  of  undeclared  income weakened  its  position,  failing  to
provide convincing evidence for the remainder of its contested income. The Court rejected
the  corporation’s  justifications  for  the  unreported  income,  noting  the  absence  of
corroborating evidence or  testimony from pertinent  individuals.  Additionally,  the Court
dismissed the corporation’s challenge to the depreciation rates applied, emphasizing that
depreciation is determined by actual facts and the Tax Court’s findings were not arbitrary
nor indicative of an abuse of discretion. The Supreme Court held that evidence supported
the Tax Court’s application of depreciation rates in line with established guidelines, and
thus, the challenged aspects were devoid of merit.

### Doctrine
1.  **Depreciation Determination**  –  Depreciation must  be  gauged by  actual  facts,  not
theoretical  standards,  and Tax Court  findings on depreciation should not  be disturbed
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unless arbitrary or indicative of abuse of discretion.

### Class Notes
– **Unreported Rental Income**: In tax cases, the admission of partial undeclared income
weakens the defense against assessments for unreported income, requiring robust and clear
evidence for any disputed amount.
– **Depreciation**: Depreciation is fact-based; Tax Courts’ decisions on the matter are to be
respected unless shown to be arbitrary. Rates of depreciation must be grounded on credible
observations and studies, adhering to accepted standards like Bulletin “F” from the U.S.
Federal Internal Revenue Service.

### Historical Background
This case illustrates the heightened scrutiny applied by judicial and tax authorities in the
Philippines  to  attempts  by  corporations  to  under-report  income  or  claim  excessive
deductions. The principles affirmed in this decision reflect the demand for adherence to
statutory and regulatory tax compliance, emphasizing accuracy, completeness of income
reporting, and the proper determination of allowable deductions, such as depreciation of
assets. The decision underscores the necessity for taxpayers, especially corporate entities,
to maintain thorough and accurate records, substantiating all  claims made in their tax
filings to withstand regulatory review and avoid the imposition of deficiency taxes and
penalties.


