REFPFUBPL IC orF THE PHILIFPFINES

COURT OF TAX APPEALS

QUEZOMNM CITY

DELFIN MA. V. CRUZ, JR.,
Fetitioner,

Versus - C.T.A. CASE NO. 328046

COMMISSIONER OF INTERNAL
REVENUE,

b

w

D E C X S I O M

This CARase invalves the deductibility e f
interest payments for income tax purposes.

Fetitioner declared for his 1974  dincome tasx
return  the amount of F1468,884.3%3% as deductible
interest expense which the respondent Commissioner
disal lowed. Accordingly, & deficienﬁy income  tax
assesament for the amount of P11IZE,178.258 was issued
under Demand Letter and Assessment Notice Mo.
RH-F-081058921~74 dated December 14, 1979 (Exhs. "4
and Madea') .,

Subsequently, petitioner’ s deficiency
assessment was revised with & reduced income tax
liahility of P96,123.64, inclusive of interest
(Exhs. "8", "&" and "7"), consequenced by the
tisallowance of an interest payment of FL45,004,19

tao a certain Fabhlao 8. Cruzx.
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N request for further reconsideration under a
January 22, 1990 1etter (Fuxh. M"C")Y of the revised
assecamoent proved  to o oavail o asm bthe  vespondent
sustained  the correctness  thereof under  letters
dated December 16, 1981 and January 20, 1982 (p. &4
and p. F2. BRI rec., respectively) but receipt
thereanf was denled by the pebitioner.

() O tobwer AR 1782, revmpondent filed a
Judicial aetion feor collection in bthe  Regional
Trial Couwrt of Guerson City, docketed as Civil Case
M. 26172, entilled "PFepublic of the Mhilippines
v, De2¥ fin M. v Crur, dree (Exh, "y .
Fetitioner wvas duly eerved with suammons wuith a copy
of the eaid complaint on JGtune 0, 1984,

Fertibtioney coneidered the filing o f the
juadicial ac b ion M tlernyien ) o f bvie requestad
reconsideration of Jenuary P02, 170, filed the
instbtant petition for reviecw on July 4, 1984,

The preen ool v mee the questiones o f
Juriediction and deductihility of interest payments
for dncome tay purposes.

Mespondent interponses aes special arnd
affirmative defense the lack of jurisdiction as the
present petition filed on July 4, 1984 is beyond
the  reglementary 3S0-day period to appeal from

respondent s decision., This Court, nevertheless

fou
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findea, "theye de o ovicdence Lo prowee Fhint o Bhe
al beepesdl te b bey et Movgpe s D0 00000 0wy woacbeb dleryy

Uhes ey oy e peconesider atdiony of petd Uioner aof

Javiag oy 0. has actually boen sent Lo and

e teed ey the pe i Uioner ., Uit appears from the
peb i bien for review and the anpeqxses (pp, U ko o,

CUY ver L) me vl b commenl oof pree b B bevyesr (i, R0

EA Uy rec Y de Uhat o af ey FETAner s e, fon

reconsiderabion of  the ae st of 0 Decombey L

LT, el i Uioner peeediseo o June By, LYRD eoommony e
andh copies of peepondeont e compplaint in Civil Case

Plev, (=292 0 filed hefore the Degional e ial foar b

of theeeony i by, Thoanedy CFV, eeeliing bo

pree iU ieney the deficionoy Income beor of
s clesmenelesed vt elesy eve ol G e e ey b (Ier, Ty B

[SFSN RS R

Ty dabted Docembey U, 1979, Mear b by, e ol
complatnt (o action) for ool lectbion Cided he fore
Uhiee Tresyioprac . P il Covor b oo Chaeeony O3 By Laoy bavmenun e
(R A cheoy il o f peb b bioner e boerepures s b fear

recons ideral teny o of  daniayy DR L7980 (Boee e b

v bam Tien Tena Sons and Co., ITnoe, L « Hearoh
Hl, ARAA, 1A BN TR Santos v, Comm. of Tt
Few., CIn Case PNao 2070, Auag. 14, 19801 Yaheas v,

Frlevion, 1T1UH 820FRA 278)Y and the same was, from receiph

orf enmmoens and caopies thereof  on Jone o B,

Eimedy appoaled to this Cowart by pebibioner o oy
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4, 17T (See p. L, CTH reau). Indeod, the alleqged
letbter of NHuguest 5, 1781 could not bhe treated as an
appealable decision becoause, as pebtitioner hluntly
denties having recevied the =zame, there is no proof
of  sevvice bthereof whether by mail or  personal
ded ivery " (Mesolution, CTA Case Mo, 3004, Auguast
11, 1787)

The remaining question i whether  intere

payment as  allowable dedoaetion for  income tax
proepese s mue b necessarily be stipalated i owriting.
Metitioner precentks none of  any such wreitben
stipulation much Teass bthe Jooan conbract dbteelf, buat
sphmitle (1) a copy of the crrbtification of Fablo S,
Crwe dated Septombey 12, 1978, certifying that he
tecepived from pebtitiones as payment of intevrest  in
1774 in the amounnt  of PAS% 004,19 (Fuh. "' BRIR
recorde . page 10N Ys and (2 A copy of  the income
tart return of asaid Mr, Pabhleo 8. Cruz for taxable
year 1774 which declaved veceipt of interest income
in 1974 in the amey b of F14%,004,.19 oy
petitioner (Exho "G3"), thus, inferring that, 1) an
indebtedness  existeds 2 arn obligation to  pay
interest on said indebtednessy and 3) dinterest was
paidsy  and pressing the validity of the question,

whe e theyre 1 e vy i b beny contracth

1



DECISTON —
CTn CNASE MO. 28046

of YToan, may ot ool iabte al evidenees to proave  an

ecxvietenee of  Toan bo acmisaihle, Take Pahibiba YUY

tg e

aned
Neaponcent wraps op his anvarying asaser bion as
bl

"Percforee, the cerbtifieation deevend
by Pabhla S, Cruz and the Jlatbteor s ITnoome
Teavw Flevtvorny for 19740 (Faohs, " ol "EY,

prevepe e e ]y, Meatibioner) erthmi b ted iy

eocidence  dn bhis case by pebtitioner oo
not s fice and cannnt he o oa o smubatibobe
fivr o v dibtren contract  the  berms which
mutent e lipulate bthe interest payahle by
petitioner bo Fablo S, Croas o owho dn forn
ten uneler abligaltion to declarn the  aame
in hie dincome btace relovn and pay Fhe
ceve y e ng A eomes s thars thry eony,
Flow evovver . pret i bioner shoald have withheld
Fhe ooy esponding inoome tarx duae on said
FPUAT AL, 09 oof  PPINA, Q2064 paid by his
errerehd Lo e, Tt de alen weybhy o note
hat  Frabler S0 Croe ds pebilbioner " s oo
ooy preowrere e @ Toan of  MAEOO, 000,00 fyom
Clonvagpesyyey i ¢ Desves e b el Frimanee
Covporation (p, S, BIN recaords) "

"Iy owview of  the  foyegoing, it ds
ey Tevar bhalt pebd Lioner = olaim oy
cleschire Loy of bhe dinterest payment in the
amoruyl of P1LAR, 004 .19 has o tegal basis,
Necordingly,  the deficiency income  ba
ameacaament  for 192749 deach against bEhe
petitinner was  valid  and i accoordance
with Lo,

Wer agree with the ve

pondent Commi e,

Gection 200h) of the Mational Internal Pevenue
Code of 1977 provides, in part, thalt there shinll be
allowved as  deduactions "interest paild or  acorued
within a taxable yesr on dndeobledness  incoreed  in

connection wilth the tromgpayer e profeession, by ade op

l'é\)
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e ipymeaa! The provision constiltutbtes virbual ly the
entire statubtory  framewny b foy the dedaction of
inteyeet payment for dinoome basr porposes, Def e,
interesl i the anount one has conbr actked Lo pay
{ou I he treer of ey oredd MOTYEs Y and @ e e
compenaabion padd oy bhe awse o forbeasrance of
Mevey , (O Colony Tailroad Co,, v, Commissiones,
SR s, NHRE aex»y (bt. DL A%s CLR, XTI, 274
(19752 Depuby v Do ok, O S, 4880 (1910) O,

DLowalsd L., 179901, 118.) Conmetrued, the payment

oy accrual  of dinterestk for bas purposes mu e
inricental (@& any unconditional  and legally
enforoceahbhle obligation of the baypayer olaiming bthe
deduc tion. (Favl Nuabenyedith v, Commissioner, 1153
L W, 854 (1910) , NMundamentalas of  Federal Droome
Tavabtion, Oth  ed, 504 (1o8an.0) The Civil  Code

proyides, "Moo o dnterest o shall o hbeo doae oanle it has

erryreee ]y abtipulabed  dn wreiting” (A b, I95AY s
"1 abhier ooty acte  whisre the  amount involved
extceeda five hundred pesaos o moast o appear in e i bing

erventr oA private one ! (M b, 1ELRED

Gy ik appears that  the sprouting impressic

precipitately broached by the petitioner that the
certification of & coreditor is within the legal

sontenplation can hardly be & rea

wring prospect

that  can @asi by bye in fusedl vearl il cognizance.

13
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Thteyest cannet be naively viowued as of esuch broad
seape  and  spectrom with open oended features as
wevalel ey e Ty pravymen b e pebitioner may
eopediontly praffer bto dedoet, hee proviston as
cle fined and conebrued ecuplicibly states and olearly
eatahliches Phe mebes and bhooandsas of  bthe &l lowable
interesl  which te an uncooditional and lTesgpaa b by
enforcesahle obbigation of  Fhe  taapayer AT S RINE
cpua bl i 1) ther o mrye | hyes arn indebhtedness
incurred tn conpnetion o with the bacopayer s brade or
Pyvyen Ly e g Y the Anterest o ousl have beon paid oy
acey ued vet Bl thee taahleo VEATY ; aryd ) thes
interest most  he  abipalated  in wreriting. Hesryee
inlterest paid hoabt nob etipanlabed G owritbting is not
dedurtinhle,

Tev yegptire lewss gowld sancbion an exspedient
arrangement answstainable el ther by operation of
law v appdicahle amemb b e proodne iples, P heees
procsey ipbione of  eecring the integrity  of thes

af  lawful  dues  mee v meve ngenuoness

coomn e out o f thes S ANE iy

RASE-S

ahbke  but  are  tinged with  strong  issue cf

public policy  bto prevent  fraud upon the revenue
lest  the cornerstone of  effective collection he
placed in the guicksand of el f-intereost, (Semha

Cowporatbtion, Lbd., . Commiesioner of Coatomes, )

13vu
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Caee Mo, 20929, July A1, 1761.) Wey  are  leso
imprecsased by owhat petitioner alleages than what he
failed compliance.

HHERFEFFORE . petition i= herehy diesmissed at
petitioner = costa,

S0 ORDERED.

uezon City, Petro Manila, June 29, 19979,

(Le)
// n(EX

Nesociate Judge

e

WE CONCUR:
- ) /)
K,ewfﬂlvd /(ﬂ/ﬂ1/
(\MNHE/‘ZILJ ER
v eosidigy Tuadge

/ //f‘ re—

COMBINNTE 12, ROAMITH
Amsociate T e

/
/

Iy 70 T C3AT 7 000

1 heveby certify that this decision Was
reached after due consultation among the members of
the Court of Tas Appeals in  accordance with

Section 13, Article VIIT of the Constitution.

@moﬁigf

AMNNTE A~ TULLER
Frecsiding Judge
Cort of Tay NAppeals

1dvu



