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DECISION

This & an appea) aladposed by Delitioner o & decisiof

¢f mespopdent fnding the fufmer lable for deliciendy inceie

tages in the -?%Jl.ﬁal.ﬁ»mﬁiﬂ of ,;L_l 26,385 50 for the vesy 1982 and
12 855,025 50 Tov the year 1963, : .~
There i no disputs a8 e facis e case having been
submilied for decision by respondent om Ihe basls of the
pleadings and the recobds of the Pureau of [nlernal Revenis
Pelitioner 1o A resident foretin beuk, du'y organizod and
s¥isling under the lawe of the Siate of Califfornda, US4, and & | |

atthorized (o engags (o Dusioess 28 & Draced in the Fhiippiaes



- Pagp? -

Petitioner 1ecsivat on Wovember 17, 1GBT \Assessme
Fulices for Deliciency Tncome Tax for NG8Z_tev the amoun

#4670 38540 tnclunive of interest, and Delicency ocummeqtary
Samp TEE oy 1987 ln e assount of P4 sie'f ! imcinsive of .

compronise penally  On mw:am&i 4, 1 a-&: -. @mﬁt@mr m@a a
Wzgj&ﬂ projesl wilh (he  tespend rr*‘i_‘mﬁ regimsiad for
racuesideration aoad rellivestipaiion,

mer ioceived ancihet

Thetn oy ¥ebiudary 7, 1308, pelily
assestpnent-cetand leluer. dalsd [amumiy 2% (g8, from
respondent Wis Hme for deficlency incoms X amounting
P2 8302500 nwlusive of totetert, and «ﬁaxiihl@-s:?: doousmeniasy
sharop s in the amound of 76 455831 74, inahuding X’ﬁ}ﬁmﬁu
pieizally, botl for the yeur 1987 A lorinal pronest wag flied by
peliiones on Febiuary 14, ’/Qe'm ﬁﬁ; &ms’:ﬂ {5, 14945, Ej&ﬁ;ﬂhﬁ}ﬁg&?‘
Hied 3 sypolemental proteal - datad st 12, 1968, conssiidating
the reusons why the 1987 and 19R7 Uelichmey Income wnd
Dodmentary Sagep Tax Assesstients ehnuld be catcelied

T tws letiery, hoth dated Sugust 27, 199 veceived i
pelilioner through its suditers on Decs
iftosnaed ;;u"ﬂmﬁ@z’ iaat the telicloncy Donuioentary Stamp Tex
Mpsemmments fgsaed for the wewrs 1987 and (981 were

congidered dosed and ferwizaled TV resson © T the | Tomepr eonise
ﬁg&wwmt&z@%gﬁ it mﬂwm@ the Burcau o inlerngl Revenue
and the Dankwrs Asoclation of ‘the “nfiipploes BAPY on Al
188 whiere the m Habfisoy hac been settied and faid by vittuse
of said Apreement Howsver, wilh respect fo fhe Delidepsy

ey 230 1990, respomdent

income Taw Assesomenis for e years 1983 and 1343,



respetdent dended petitioner's raques. for cancelistion thereol
instend ohe reileraled payr L wf @ fpcotue fames due staling
. Furiher that ids te her figal Jdecisfon on the malier

AT prpeis with this Lonst wag Hied of Banuacy 17, 1932

Petitioner conlends that ile allegwg Ladlily @ pay
geilviency moomie tuxes for e vears LOBZ and 1385 i the
amrouts of PGS 35560 and PR AL UZL 6D, respectively, Bad
been eaftinguished upon payment of ine swapronse ameount of
PALETTE.0%. The payment of P02, 77 22 represented its final
and Tull seitiequent of actuel and sibelalicy aseesspnents felative
by Sie bwue of dimllowsd inbetesl espense zloable W fen-
tasable revenues and Inchuilng assessable amounie ¢ open and

sl poads up e oand ncluding the calendar yeas (49AS
plrsuEnt to e BIR-BAR Comuprumize Agreswient whdch was
aciepied by then Comaissionet Buben B Anchetz on Oclober S

1986  The' BIR soned e wrrTRpOning  Auitority o l=te

Revenue Tak Recely|, covening e periods f274and 1478 up o
§e1%, in the sum o PRULTTE 6L Pelilioner pald the Bureau
PIL2TI09Y om September T 1954, as ewidenced Ly BIR
Payment Grder Ne. BAGI998T and ¢B Cenflowation Hecelpt Mo
FaSldnild Pelifioner flirdast uedkss Sectlmg 30 faver 24 of the
Tax Code wiiets tbe w aliows a8 2 deduction frot gross (noonse
erdinay and necsssaly business espense Dadd and lecurred
gz ime e pesabls yowi 2 order (o sy on s brade o Bigktegs,
This, the expenses caimed as 3 deduction should pe allowed as
T et as ey cuslify under Ssciicn S0 of s’ld Code



Reapandant aileged Hhal e dismilowance of et Dortion
rrgrponding W inlerest ewpense aliocable o 2 ﬁ-n&%‘%fﬁn‘%
revenue reullsed by peiltioner %es proper dn e light of BIR
Rlding, gated August & 198D stied by then Cosnsmisadories
Blenvenide & Tun jr. to Orient Pacific Capiml Coviwsailon,
guoted ag follows:

o other wuice only deductione  which

prodined The lzxable ipooine <ag be ﬁlmad R

Ircorg Ta% puiposes, LonssGuendls, dedisidons widch

praduced the non-‘mEabie incomée casnot be cialthed

e aguingt tezable mcome a8 In the instant case of
ol silend,”

The tssiie is wietliel of ol peliioner o dable W pay the
dllega deliclency Doeme Waes tor the weers [082 and 198 by
reason of the dissllowance of tnat porlice of inlerest expeuse
atiocaple 1o non bl revenives even If the same fall part of the
subdect O ihe compiotiise sureenenl eulered inte by beoth
JEREEES

We apswet (o e Degilive

indeed there was & Lowpronelie Agrsemenl exailad on
Jaly 17, 1964 by and belwsen poliliuter, a member of the
PBankers Assodalicn of the Puftppines, and ihé BIR which was
acopled by ihen Compapissioner Rubeq B, Anchels, which reads at

the time as follows: (pp 291-745, BIR records]

| %@aﬁm‘wﬁ' reletred W a8
sasociabion of the



thrgugh  is dwy  2ulhorised
representative, bershy offets 0 oeprpmise e
mmsa Ak Uablisties refsting lo disaliowed intervest
expetss, Under the following tarms dod conditicns:

| Fhie Bank agraes 1o pay “E%i PERCENT U
(10RY of basic deftcisncy noome taw Babiiities mﬁsﬁmg
iroem, w2 W the extent alfributable v, disaflowsnce of
interest pertaining to obligations considersd v ihe
Burean of Inlernal Revenus a8 lncuwrred of oontinued
W panshase of caery securilies, the ingcome of whick i
exeqapt from income tax The beym “licome 2" a8
ised in this agreemont shall incude the applicanis
tof povaté development tax

2 The {ncone aE Habpilities
abuyemsationed conlernidle and Incude:

a) Actigl and mmmmg asmReruinen s,
inacfar as andsr to the eglent tnat
e same lowolve the issue of
disatiowed infesest above aierliongd;

b Mssessuble amounls for open and
unasseased yeare up lo and iochiding
the calendar gear 1343,

Existiog deliclency assessments shall be
Fecomp b, and asesssable amounts chall be
compaied, on the basis of he lollewlny U step
forramla:

m‘ﬁ‘; it

Average of inlerast bearing  Average
chifpalions lexncluding Toreigs  lnvesiment
,E&;’eﬂizg‘m@‘ﬁ@ipmf o X in secunities = Orodud
Average of ofal ﬁam&m EeEs from
aﬂm eCly (eachinding totat incote g

ferslgn surremey obligations:



iaterest Pisatiowed
_ Progieiof Sey L X ewpenes fur = interest
M‘}ﬁg& of inievesl-beariy e iR yeay THBISE

obligations lesciuding lerrinding

toralgn wiereney obilglions) [nterest .
Pl o
aceried on
forelgn curebey

Auaiicns;

£, The s SN ise RAMOUDT determined in
soserdance with amdﬁﬁms 2 and % above shall be
paysble {0 Inetalimenis im accordance wilh the
silached shohedile of paymens Proviced bowsver,
that If any m@ﬁﬁm@ﬁ{t Is not pald oz the due dule
therao! 108 swcharge and lndersal sb ihirty-siz
peroamine {362 per anoum shall be imposed oo such

delinguent ipstaliment from dafe due wofll full

pryment theteof

2. %he Bank shall be  respersibie  for
sbuing it recompuinlions of actuel sngd su Mzmmg
“zsessments, and mr:r_,ugiﬁumwm Tor ameimts asressahis
for @M 821d unassessed yoars, pursasnd to s‘;@ﬁﬁm@m
Me. . as well as il:ze particyiar scheditie of paymatiis
ApE icable therele, based on the' schedale %ﬁ:’&iﬁiﬁ&m
o the attached sehediie of myf’-ﬁmw and shali bs
likewise be responsible fer sulsianlizting the "“:.:w,t‘ar
used in such cumeubelicns,

% Other issues ralsed ip the inoome Ak

dansesemenis or which may De ’"ﬁﬁmﬂ i:a incotne 8%
aghessments fur opén a.m’ usassessed yeass nol
involving disallowed intersst w indebiedness
lncuryed or contipned to purliase of mz‘"? T:‘m F5h it
&g‘.w:ﬁe? are not incinded ir, nor affecied by, this
con ol visel Browided, however el i assassinenis

e ,{{ & M’)s-: laspayer showed 4 el loss s
S v E | -(ﬁ@‘{ﬁ: -“f‘ 4'*’ '!: L - -¢ b-—uﬁ E‘iﬂldmﬁh
Bcnme ansn ! \;5;_- et Wil (02 saue i’f disallzwend

nfgvost contempiahed i ihis COrIREAEAG -.-asjﬁ-‘-%g'.sse.m"--f-



suth nel o per velurn shmll be wroraled bhelween
the disaliowsd interest sobject o0 s comprommise
agreement and the lems stistbolabie to olher lesues.
The cowpramise shall be final Mgaﬁ dless of the final
auleorme of the gesessment with fespell W the tilher
1assien

7 I cage & net (085 pot Teflre i Tepesied
in a0 opern of Unessentsd year, The coIprownise
antount shall be defermined as foliows

%

a) If the disaflowed inlerest sonlenipiaied o
fls compeomise agresiient exieeds the Wes per
retiven, Uhe compramise smount shall provisionaliy be
based npon such excess wubiect W vsadpustment i
secordance with Jopdiden Mo, § of is Eﬂ“!ﬁ““ﬁ.ﬁ@du
spor: the terminalion of the seyular exmmination
{he BIR, and

bl 1t lbe disallowed inferest sontemplatad in
thig comproindse agreement {5 ool suiticient o cover
the loss per rotwrm, the delermipation of the
eompiyrdse atnount shall be held o abevasce until
after the termduativn of the rssulyr swatmination oy
‘the BIE.

4. The estly debermination of ‘he
copromise  amount besed on  cecompetations
mmw Tyfz e Bank involemg Eﬁm&ﬁﬁ?ﬂm Wos, |, 2
and 3 of this sgreement sball oot prechiude the BiR
frot mpﬁmg an  additiomal amouzt upon the
varificalion of book enivies and other docoments in
auigam o such recomptation which werificatien
shall however, not exceed 4 period of one (1) yess
trogm the date of the signiog of this agreerent in the
«ag2 of ackial and subsisting assessretts or uolil such
Hime a8 e reguiar sxmyalostions, whlch may i&é
condunied bt 4 jater dale, is sIficisily %emmam or s
barred by ithe sintube of Wnflalsns with respect
OPE O MRREHELE00 YERIS

FORIE 44 Y BRSRESEE WOTe [

fgalbywes taberest hat oo been maises B2

= e
Qutrani2lold of cddPInise T T need De made



and no revision of Ihe sssessment m Include this a@ﬂ@-
ahall e made

15, Upen the emcution of the agreetien,
tanes ;;@nfﬁw before lhe Colrt «f Taz Appesis
imrelving wolely the lssue aubject of @is agreemend
shnadl &M withdrawp b¥ the pariies, provided thal the
petilicner shall emsoube and submil & walves
suspending the prescripiive period for cullection of
the perigent tae Hablity of the Bank. pending
sampiiance with the etime of this ag%a"m*f* and the
Schediiie of Pryments annesed herals.

b1 & BIR rollng shadl be issued io the effect
bt R mmm_g with calendar pear 14954 the sacepiion
under Seclion ° SAk) of the ¥abiona! mﬁ%»maﬁ Revenie
Code regarding deducibiiity of intarest on obiigations
Laqurred or continued by puichass or cany securitien
the* incoree Trom which & execyt Dom incoime
wmibion, sball nol be sppiicabie b cothrmiercial Sanks.
Wwhio ste sighatories W thls agresmant

AHCCEPTED:

R8RS
RUBEN © ANCHET A
worngeissioner of lnterns! Revenle

AN as255 IT5%-A
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Thds brings us Yo e defiaflon of the term "anaproniss”
Article 2025 of the Civil Tode of the Phillpplaes provides:
“& compromive is a @@_ﬂﬁsgﬁﬁ; whereby the

pariies, hy maEking reciprocal concésaions, Syoid a
litigation or put an end 0o ohe Aueady coimpenced.”

Brom said definitlon, & fs obwious thab lhe "Lumpromise
Agreemert” dated iy 17, 1984 emiersd inld by the ;ﬁ&ﬁgeﬁ tu
this action wherein the sigrature of petitioner's representstive
and ihal of the Unmmussionst of Iplernal Revenue appesar,
pariock ef the mahire of 2 coinpropize  The payment of the
amount of 107 ¥76.01 estingndshes petitioner’s Nabilly W pay
wahictency income teses for the years 1974, 1978 up to 1943

Section 395 (mow 204] of the Tax Code allows the

Comumnissioner of Internal Revanue io compromise the payment of
sty internal revenns lax when a4 rhascaalle doudbt as Lo e
valldiy of the clalin againsl ibo lagpayer exsiz of when the
fimandal poeition of the Bapayer demonslrales 4 ciear inablliny o
mg% the aseessed lax Thus, having ewertised the powsr W
uimpremise, the Comoudssioner by acospfing sald tompromise
agresgrent and lesping the Authwriy Yo lsgue Eovenue Tam
Becelps, sod havipe seceived the comprunise smoust of
PagE 09 degrly lndicated Fespondents willingness W oul an
end o petiticust's obligetions arleing (rom oy deliclency lncume
tax assessmonis on account of the disalowmace of interest
perialaing to obligations locwrred b purchuss or carry securities
the ontne of which is exempt from the locome tag up Lo the yeay



; ‘*f * Hence, [ all lemrfs ar*‘ ‘,.MW‘M -?HH' pariies magoe
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