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~Versus- GcToh: Buas Mo, L3PH

THE COLLICTUR OF
INTUARAL REVEMUE,

Hespondent.
5 BT ol

X o o= -
PECIGIGOCN

_ Tals 1s an appesl froa the decision of the Col-
leetor of laternsl Revenue (uow Commiszgiener aussess-
ing agelnst gnd demanding froe petitiocer payment of
P10, 2% e a9 1960 ¢ fulomr L . inelusive
of ilnterest.

Petitioner a dome tie - poration engaged '
real sstate basiness filed its 1960 income bax return
and declarcd therein a gross income of »261. 130.88
and s net taxsble inecome of #91. 55%.58 (Exh. 1, pp.
3=l BIN pe@.).

After a routine lavestization of the sald income
tax retarr. Sxaminer Vicente ¥, Tan, Jr recomuended
on Janwsry 31, 1962 (Rxh. 3, p. 19 BIR ree.) that
the sxpenses elaimed in petitioner s return be dis-




DRECISIOH -
CTA CASE HO. 1397

Un “v beols of the recusasndation of
exaniner responcenl sssessed v b and oo o
from petiticner payment of the 1960 deflclens:
come tax of #9 062.00, plus #1,087.% =2 1/2% momthly
intersst from April 15. 1961 to April 16, 963 v »
total of #10,A49. 4% (Bxhs. 3. 4%, 5, 7 & 8, BIR mea) .

Froa the sald assesement, petit . = anpealed
v Ghls Court and disputed the legnlity and correect-
ness Lhereef

lng only issue submitted to the Court for resolu-
“don 1s whelhs or met buurcis, iaterest. satertaln-
weat Christmes and miscellaneous expanses are deduet-
ible from pevitioner's jross income in 1960 under
Seciion 30 of the Hatlonal Interaasl Hevenue Code.
JoNEVIR SR

Soous payment of #10,960.00.- In 1960, peti-
tioner had a gross inecone of #261,130 88 and a net

Ancome of ¥ 5%%.88, showing an increase of
#62, 000,00 in gress luncome over that of the previcus
yoar (p. 9%, t.s.n. . Sesslon of Gaptamber 1, 1966),
The sald petitioner pald bonuses of #13,000.00 te
the following

Ipa *‘F‘. s s aop00 W

00
C. LAR ..cc.  Wy000,00
feente G, Solds . ..ecco 2,000, 00

R, B, GYzcueuR 00 1. 00
V. €. *08L0CBAB LY




DECISION -
CTA CASE BO. 1097

whieh w7 defuetad from to 1960 vaan lasess,

of e PA3 000,00 sisiswd up Dewme dednsiiss,
#10,860,00 . disallowed by respondent, = o

iy # SW0.00, which - equivalent s e

S pmmmas =aathly salarlies of the reciplents,
wae et a5 - Geduetion. The wuw of P10,460.00
s Qlaslisesd due G pespondent’ i £iial s kel Wl
etiaiae RaRteas WD DR Rt e e
e ﬂh‘gﬂ% repdering il Ui e . whieh
Stvemusd] G MO N e, G GRS e
o leamy et leshele P, s sl G wife, Mg
flascios G Limy GuE 908 0 the = ital shesl W
petitioner and  bemuses 0 o them ~oin o
el ividasi Gl wilmifilame emnns WY WEE i
proportien  their regpecti  stock holdings; tha'
Foofiiimatien Ge lAm o0 not otively engaged "o the
managemen of the  of . oo ctiony and
that = bomuses =i . nted i the purpose of
reducing the tax . &y - . peti

@ v deduetible, ( the bonus must be in fae'
additional compensationy (2) ¢t mus. . o ld oo o
sonal services . tually rendered; and (3 when added
= salaries the bonus must be reasonabl: by consider-
G tee o and quallity of o oo o performed (o
selatien G0 o Sanpuper's Gesieece (Heohess. Rew of




o%a Cass Jo, fapt

Federsl Income Taxatien, by |

tee. 79, Aev. Regs. do, 2). The standamd ‘il
penss S "wglue of 0 (Mertens,
Wi, o Boe, 23.5%, p- W15). Howewer, whawe Nhesw U
Bo stamiard  ble by which the reasonsbill  f

the bonus dedustion can be determimed 't ' depend
upon .o faetorsa (1) the o and gquallity
the serv: . performed in relation to the taxpayer''
basiness; 2) the payment mast be made = good falth;
(3 ths character of the Saxpayer © businessy “» the
voluxs and ameosmt I "1y "ol earalngs; 5
L &y of the business and the and " extent
© services vendered; &) the salary poliey of the
eorporationy (7 the employee ' qualificatlons and
contribution to the business veature; and (3) the
general aconcmic conditions prewvalling in the place
of baslnes Merteas. (Wi, . Sees. 25, 25.49,
25.50, 25.51, pp. W07-hl2; Kuensle & Stredfl = .,
vs. The Coll of Ias, Hev., 6,3 Nes 1-12010 & 12113,
Ost. 20y 1959 Flerencio Hayes ve.

hm ev. ,
CoTehs Case Ho. b, Sept. 30. 1957 & &uulu

Go.; vs. The Coll, of Int. Rev., C.T.A, Case o, 6,

Dee. 26 19585 Gladstone-Areuni, Ine. TC Hemo 1962,
185). If thei is & falr return in the investsent




2NCISION - A
755 GASE NO, 139W

APE Emenh o DONRE Copesen e, R Heef
gress of the ToesaEsdiligy oF U asmpass
B, o of Federal lnecme Taxation '
B . Bee, 257%, Tlhupt. 25, ppe 1 1-232)
Tesn - ne guesiicn thut the bomases o W
e W itleers of peSitioner wiss s Tuot addl Wessi
s SR £OF Ppersonel st ey Peadased
v, B sy alnEies, therefere, we Fesmimbiss
wlten te the ressonmabl ty of the bomus jwated v
peticioner - 1its off'lcers
The ~ 2iplents of the bemas iwwelved o Tulliswe
v aanual salaries: abele P. Lim, President
Manager #15 000 00; Parificsclon C. Lim, Vice-Fre-
Aot gnd Heoitant MeEsger, PO 000,00 Tisushc Gl
@l Aceountant and Soure £y o surer, ¥2,400 00
B. B, Grengla, Cashles, ¥2,160.00 and V. €. Nanipol,
of ficer-in<harge of 'egal wion, ¥l,920. 7 They
oo rendered serviees ao officers of  tlv oo
alises he organsctien n 0%Y wp to 1960,
In 1960, petitiomer had © gress ‘sassw of
#261, 30,88 howing an inerease - ¥62.000,00 wrus
Wt o0 W previous yesr. The lwwueso (o petitlomer’s
e Lemeen atass, el S o eiFliated to the ceme
eede sl and satisfactory = = .. performed . the
GuEgEEe s e o the business o petitioner




DECISIOHN
CTA CABE NO,

Garpora’ o ls Jussifisd

The bonas pald " Igabele ¥. Lim, * Presideat
and Ngnager represents oanly %.3684 of petiticaer o
e inecome fur 1960 to Furifleation C. Lim, lece-
Presidont snd As: stun’ Mamasger. .368%: to Tigeate
Ge 801, Accpuntant and Ueere  ry Tiiasurer 2.184W%
“ Re B, Grengla, Cashier, 1.638%; and to V. €. Munie
pol. eofficer-in-charge, 1.6388, It 1s elear
fore, that the totsl aseuat of #13,000.00 patd =
Sssss b the officers of patitiomer represonts only
"= 198 of 1ts met ilocesme fer 1960. Under the elre
cams tanee, 1t can be (nen that & falr retar: in peti-
Wemme's 0 teent has resulted after payment of the
bonus compensa lon. And this falr “estarm in the -
vestoent argaes well for the reascmebllity of the
bonus pa d i sawo P ldm, the Prog.deat and
Manager; Vicente G Geolls, Aceountan  and Secrstary-
Treasursry A. I, Greng a. Cashler and V. € lanipel,
Offieer-in-charge. Jowever with respect to the benus
o ¥ 000 00 pald to Purifieacion C. Lim, Vice-Presi-
Joat of petitiomer, we balieve that enly #1,800,00
should be sllowed as - deduction from petitioner':
gros: income in 1960 because the services rendered
by her to the corporetion were net ae extensive =
a7 ordinarily expected = am officer similarly

B3

- 4 i i - e ¥ ;
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DECISIOR gl

allmetsy., These iy sl mesafesilatvd ovitesss W
Hre, PriTieasien C. = wry i poss .
W petitionar for one mouth that respendant
exaniner was lovestiga ' pgal oo g il o e
counts and locowe tas o e Bl PPe
Gaosnlen of September '\, 1966 . oy ales i
va® she wes mot « ~Torming -+ o5 L
W where the ques o - ressonablensss
salar  is put in issue. the o ion o previmg o
wiel om Yo taxpayer (Allle Tuberville, | BT4,
wif'd g P 307y Bdge Carmriek, ° BTA 12,
Satlongl Contracting Co. ~ 37TA 689, aff a 105
F{2d) 488) On this count, tillomss falled U poown
A% eapEy
SECOND IS URs

Intereat expense of F20,000,00. The oo
shows that Kra. Vieenta Vda. v ' transferred —wal
propertiss oo 0 #312,000.00 and - of
221,000,000 % Ser somy, Isabels P. o wien U the
fresident of patitioner o i (pp- 18 & %0,
S.3.0., Sewnlse of September 1, 868). ‘auwie P
Iim, in tarn; “consforred o petliiames Wi @aid e
Gl oml em LMY G Mo (i o Fle9R,
lellafiep Bession &f Aug. 99, 3086, afles 2 partial
Leddalss waie im 1998, Peillissss tpealed Whe sals

T R P
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PROIS v
CPA CASE 50, 2997

Swwnsioe o properties and . S 8
#500. 000,00, s bound 2ion Galied Sahes
petitli . = | direetors 7iuw v tha the
A s Sransferred - petlidemer vl pe~
Fafe dm e i of mecounts as o s to the surporme
Wi, o sweh i as the Doard of Dliwitors v’
Soide v final dispos tlon of sueh obligation. Sube
. ea v o an slleged indebtednesa to
W= mether, Vicente Vda. K de Lim, Isabelo 7 Lim eav o
the tranafer to - of hds eredit balance of PJOO. 000,00
wii the ecorporation (pp. 40, 53, t.s.n.. Session eof
September 1. 1966) in partial o tisfaction of hia
monetary obligation (pp. 36-37 t.s. ' . Jesglon of
Aug. 1, 1966 = On December . 1961, petitioner,
through its - resident and Seeretary-Trea = exeeun |
© eertifiea (Exh. E) affireing 1ts debt
P50U,000.00 = Vigenta Vda. ~ Lim and obligating -
self to pay ¥ annual interest thereen. Conseguently.
tn 960, petitioner paid #20,000.00 as interest on the
amount of $500,000 00, the deduction of whish +u. dlse
sllowed by respondeat
Daring the hesa ing, it was perscnslly admitted
W Foelie P 00 et the ‘vonsfer  his ered § with
W petitioner - his motber was - personal tramssction
Gomess them (p. 68, b.8.0. . Sessien @ Sep . 1, 1966).




ORCISTION -
CTA CABE WO, 1397

9 s

Tha questica, tlherefors, 15 whethsr or not the
F20,000,00 paid by petitioner to Vicenta Vda de Linm
15 a dedaetible laterest expwuse of Lhe corporatien.
In relrospect, it may bDe stated Ghal che eredll
gagunting o #500,000.00 of Issbele F. Lim agalaost
petitionar was Che sane credit that was transferred
to lofla Vieents Vda, de lim, The disalleved Lntersst
of #20,000,00 was pald on thils transferred eredit.
However, there is no showing thati, when the eredit in
favor of lssbeleo F. lim was ereosted as a result of
the transfer to petitioner of real prepertisc and eash,
gayesat of iptevest was expressly stipniated ia writing.
As no interest shell be due unless 1t hes been sxpresse
1y stipulated in writing (Art, 1956, Civil Code of the
Milippinas), interest cunnot be axacted by Isabele Pe
Iim. “orsover, the sste credit espigaed to Dodls Vie s

-
-

ganta Vda, deo Linm b hwer son eamnot earn interast be-
canse th: ssaignee ocunuot hevs a superior right then ih' I'?
assignor, llence, the deduction from gross inccme of

921,000,790 ns interen! expetse was properly denled by

respondent.
DUAKD Jasis:

Aatertalongnt exnenge of (300,00~ UF the total
sum of P1,419.00 ciaized as sutertalonent expense, the
amouat of *390.00 was dissllowed for the reascn that




mild aeeest e & pevsemal Egsmed & L0 =B
for i parly 15 lEsd of Tieents Vie. & R
of Issbele 7. Iim, who i Peilies a8 HEFloes 8@ @
“tockholder of pe itlemer = o (pp. 90=91,
e Sess’ - of Eept. 988 . Newawar, 10 is
elmiast that 287 cEpeese we leeervet to furaish
Tesd amd Fafsecent during the =mahiaas of s mee-
ewe of e Beand of Discefiesy andl fue We Ovilssds
of Isabelo P. Lim who hed oo businmess <= ) o0 5
e la seandlleie o ageat: whe offered = 8l G-
taln property . petliicwss ipe 0 Coiwn, Aug.
29, 1966 p. 51, S.0.n. Sept. . 19EE). This o

e mpde i» Liss of per dias: whish the dlreaissn
of petioner 4 ¢ o recelin (1. Seo.me, ANg. 29,
1966 . Finding thet the 4. iwwsd Loes o #380.00
¢ some definite reasemable - - womin s
petitioner s business, = 1 ot L8 allisaae
is = proper.
EQUALE LLoURs
was disallowed by the reowass examli =i the
soipleats were not in any way connes’ | with or hed
business dealings with petl '« . Petitioner i
tends that the expense represeats payment for articles
oach as sewing machines shirts, psats, handkerchiefs.



DECISION -
CTA CALE 50, 1397

s 1) =

paJamas, Manila Rum, resnsnts. Tosiulrts, ohalns for
keys, riea, boy's sairts, ete. (pp- 1l-1lb, t-.-.n_-.nﬂ_-,
Aug, 29, 1964 dxhs, O, D & D-1), which were dis-
tributed as chrlstmas presents to 1% offlice en-
ployees, Tleld suployees and fleld laborers {(pp. %7,
J2=F%, Los.n., sept. 1, 1966), who vere euployed in
the eonstruciion Luslacss of petltipner.

Chrlstuay presents Ior esployess are allowed as
a deducilon from gross lacome (Williaw i, Limerick,
S50, 1% JH Hemo 10; abe Jokeomitu, %3,212 FU uemo 3Cj
Migml Roofing & Sheet Matal, Ino., W7 091 Ph Memo T0;
vans-lutor-uebl, luc. b2y%2} P4 dems I0; zes alan
vopulur Loy Goods v. Coma,, 1949 PH IC Jsuo lar,
Wig2l2). Amcants paic for gifts (bostery) Jlatributed
to ewployees era aliowsble (iiberty Hosiery Milis v,
Comm, of iat, fev., 31 LT. G, 70). The grant of sald
SO LS Lius gilts to petilloner's Wlﬂ“_!_ will surely
snigace and Laeresse toelr dedication asu loyally te
potiiiguss's business. ioresvary in view of the
;hnh gmount o. chrlstoss gifts ilavelved in tids
oase, we (iod no justifiable resson o dissllow 1%,
In C.T.4. Cage 4o, 13158 invoiviag the same parties, de-
eided on sepbsaber 2L, 1367, this Court disallowed
the Christems expenses of ¥l ,703.77 because tuey
wgors made solel for Lbe purpose of ersating good will




DECISIOR -

CTA CASE Ne, i7"
and m Il _'?-'::’.'.'_‘T,*". ok B e s, See G o
and non-employees - po L

ELEEL L3000

Klscallapeous sxpenses of £923,70.  The amount
of ¥523 0 = st £ subgeriptions  the Chroniele,
Kow York o, lewsweek, and Mani . Times and for
uniforms of the /' .ter opermtor chauffeuar and eclerk-
messenger p. - U.8.0., Sescion of Aug. 29,
po 52, tos.n,, Sept, |, 966). HAespondent cla' - that
the ubseript.on sxpense for newspapers and periodiecal
is a personal and not 1 business expense Suffiece 1°
to sa. tha® “he == of subseripiion " newspapiss is
not deduetible unless it can be -hown that the tald
newspapers were used solaly - even prineipa = for
business purpeses (Mertems, go. sit. Chap. 25, pp.
65-66, giting “obart J. Wellendal, 31 7¢C 1248). In
the case at bar. in the abgence of such showing, we
are constralnad to hold that the expense for subseri
tion of newspapers i:z not deductible from gress lacome,

The amounts pald for uaiforms of the employess;
whlgh were considered by petitioner as bonuses, are
sllowable deduction frem gross income because they
represen additional ecompensation for services actual-
1y rendered by the resipients thereof Walter P, Temple
ve. Comm, of Iat, Rev.. 10 BTA 1238°, However, sinee




DECISION

CTA CASS RO

e e e opent £ M Al (AR L g
newspapers and pericdiea s ware not alloca -/, o=l

“aw Lr no way of detarm . the a '

of “i expense tea of %523 .90, v rule that =w 4l
s defnetion of #523 90 40 Jus o by e
cumstanee of the oo
of the forsgoing the . deduc-
A e o 8l 0 gross incoms ampunted
¥22,723.90 computed a follows:

F¥igeellansous

Total amlmmﬂum —
Consequently the amount of deficiency lneome tax
1960, ineclusive of 1/2% moathly ilateres thereon from
april 15, 1961 to Api . 0, 1964, for which petitiener
is liable, ancunted to 7 240.48 compuled as fellows:

Kot inmcome per return - e B 915, 88
H.u u-nmih dulntlﬂ:
Sonas P 2,200.00

Intarest m <o :e.am 00

liscellaneous exp
Adjusted met incoms .n:-fé&nr
Inccme tax due taeredn ——oococoo B

WHEREFURE, the deflclenecy income tax assessment
of #10,1%9 W4 appeslsd from is heredy modifisd, Peti-
tiomer  hereby crdered = respondent deflclency
iemeew Gum @ 0P,000,W Lstesive of /% senthly
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CTA CASE HGe

= ﬁ:ﬁa =

iaberaet Shevesn Fvem fpatil 15, PR 0w Apetl 44,
¥, If WBs defleleney issess (s is set pald &% $EES
vithin Wdrty (30) dayn Tvae the date Whis destieies Weo
B (ke el emeew sy, peblilessas bl peE @ R
ghamee of Clow pes eent (36) =¥ the ampedd cseeRt plss
lnderen® a% Be sele o ome pa@ asse Y o menth,
cengm s, Froe 3 a8 this Assilsiss) hoivsse fined
il patd Fonided Yed e sesisws wsssws ik aeg
Ty seliented e lEAePees el Bl ceeed G asse
mriretis % o perled ¢ thee (3) m=aw., WAAEGER
pronouncesent = cosis,

80 ORDERLD

@mezon City Decesber 11, /.

7 ) A

. ;;(_’
BSTANISLAC R, n@

ngsoclate Judge

L Yt
igscclate Judge




