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Hicks, from a decision of the respondent Collector of Intermal
‘evemus asesssing smd collecting o defieiency imsene tex in
the amount of 11,577.56, inclusive of penaltice, em the income
mmnuwmm-tc'n-m;—rmz.
™he deflciency incoms tex ssscsoment im guestion was the ye-
sult of s disallowsnes mede by the respondent Colleetor of In~
tu-lun-tnuuu-nnhn-ug-upu-uu--s
penses in the mm of 73,116,687 elainod as s deduction W the
petitioner im the computation ef his met incoms for thw ealen-
dar year 1952 as pppearing in his ineome tax returm ('xhibit
hptm-r'lﬂitﬁ,m.)

The pertiment facts of the ease as gathered from the
plesdings of the yarties and evidenee introdused during the
trial are as follows: that the petitiomer, Jalm T, Higks, is
Gemeral ¥amager of the Fhilippine brench ef Liggett & )yers
Tobssso Co., & eorporation organized in the United States
doing Lusiness ia the 'hilippines; that aside from his posi-
tion of Gemeral Manager, the petitioner slse asts as Far fast
sales Namager of the sme company) thet in his income fax re-
turn for the year 1952, the petitigmer returned as his gross
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income the following: dividends received im the amount of

rl, 080,00, regular salary received from Liggett & )Myere Tobaceo
Cow in the sum of P42,466,68, and bonus reseived from the seme
corporstion ia the amount of P16,000,00; that fer the same
period, the petitioner claimed as deduction, among others, the
msrj,m.ﬂ.meMnin-
pregsontation expenses; that the employer of petitiomer allows
hin entertainsest expenses fer representation in the mum of
12,000,00 por enwum, snd thet this asount is spent fer emter-
tainment in specific cases, as vhen the compeny peys for a
custoser's hotel bills while in Mamila; that during the year
1952, actusl sxpenses paid sad charged %o this secoumt of the
conpany for entortaimment was in the sum of P1,912.19, which
was ineurred wpom petitioner's suthority er W his sssistant;
that the petitioner also entertains sustomers or prospective
sustomers of the company, Yy taking them out te lumech or emter-
taining them &t his hows and/or in various clubs te whish peti-
tiomer is affilisted; that in 1952, his entertalmment expenses
of this ssture ssounted %o approximstely P$,003,00, but he
claimed as deduction im his income tax returm ouly the sum of
r3,116,87, consisting of eludb dues and ehits ia pyment of we-
freshments and others st the anila Folo Club, Menila Celf
Club, Aray & Savy Club, Bagule Cowmtry Club sad Elks Clubj
that in the latter esse, no reisbursesent Wy the carporution
ummmmem"um-n
of an indefinite mature; that there s no contmuet of amy kind
betusen petitioner and Ms emplayer, the Liggett & ‘gers To-
beeeo Co., as reyards entertainment or representation expense;
that sweh matter was never taken wp by petitioner with the
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board of directors of the corporaution; that he bes all aleng
sonsidered these disburssmeats as his owm, iacurred volumtarily,
in his desire %0 onhance the chances of atitalning e lurger in-
coms fer the sorporetion by incresse of sales and theredy in-
crease the possibilities of his reeeiving & bomus therefromj
that the bonus paid te and reseived by the petitiomer ia 1952
ws fer business done ia 1951; that there ms ae definite ape
rengenent by the corporation as to the giving of bomuses im
relation to the sales madie but on the other hand any bomus givesm
by the corporation is determined upon the met profits eermed Wy
the company as a vholej and that, of the bomuses set aside overy
year by the corporation, $0L thereof is pald te the direetors amd
officors and the other 500 ie distributed My and at the dissre-
tiem of the president to eertaln emplayess eomsidering warious
factors, sesh as salas and perforsance duriag the yeer,

The responlent dissllowed this deduetion fer sutertaimmsut
expenses allegedly incurred By retitioner sa the greund thut the
petitioner was a mere salaried employee ef the sompany (Bxhibit
“B") and thorefore deternined & deficiency insome Sax fer 1952,
The deficieney tax having beem paid snd a elaim for refund there-
of duly filed with the respondent, the retitloner has esked this
Court, in his petition for review, %o order the refund of the
inggme tax paid wpem ar allegedly erroneocus deficlency aseess-
— 4

The entertainmest expemses involved herein is govermed Wy
section 30 (a) (1) of our ¥etional Intermal levemue Code, whieh
allows as deduction in computing met ineomes "all the ordinery
and necepsary expenses pald or imcurred durimg the tamable year
in earrying em any trade or busimess”. Fy wy of obssrvetiem,

ya
© 113



UBCISION =
€C.T.A., CASE 5O, 38

-‘-

we nete that the foyegoing provision is identical %o section 23
(a) (1) of the United States Internal Revemue Cods of 1939, so
that the recognised appliestion er interpretation of this pro-
vision in the latter jurisdiction may be used as a guide im eur
Court ia proper cases.

Expenses vhich are dessribed as being “ordinary and neees-
sary” gemerully eomtemplete expenses whieh are direetly commected
with and proximstely resulting from earrying om the buginess
snd mast b shown Se be appropriste and helpful in the develop-
mest of the texpayer's business fer the acquisition or pursait
of insome ov profit (Depuly v, Du Pemt, 308 U.3. 488, & L 74
4163 velsh v, Felvering, 290 U.3, 111, 78 L B 213). in een-
nection with this esse, it may be stated in passing, that 1%
bas become a business, and te a esrtain extent a profisaionsl
practies to emtertain setuml or prospective customers or elients,
iince expenses of this mature gemerally comsist of a mixture of
personal and busimess purpeoses, vhether or et sush expenditures
will be allowed, will depend wpom the fastor of the necessity
of sush expenses %0 earn the ingome, or that direet buainess
benefits would b derived frem swsh expenditures, or whether
the expenses have some definite ressomable rurpose commeeted
vith ths business ia hand and reasonsbly ealsulated %o sctom-
plish the end sought (sse 4 ‘ertens, law of Federal Income Tame~
tion, 467-468). In this imstance, the durdes ef proof is e the
taxpayer to show that such expenditures wore primarily business
 rutber than persemal expense.

In the ease ab bar, it must be noted that the petitioner
is en employee drewing a fixed selary sad that the club dues and
other emtertainment expesses were ineurred volumtarily by the
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petitioner with the expectation that 2% would enhance the salss
of the eorporution, For sush outlays, it was his amtisipation
that the imsreass of sales would in twra improve his record and
porformance as Srench and dales Meneger and ia that wmay ulti-
mstely bemefit him, as be would be dwe te receive scms bomus
thereby.

m.nﬂhﬂMM‘h‘M“W:
for whish the petitiomer was amtieipating, was resikoned met im
relation %o the gquantity or sales performance of the sorporation
within his area. On the contrery, the bonus was yei te o finmed
in relation §e the et profit of the seperatios as a vhels sad
farther depemdad uoon g distribution te be made Wy the corpare~
tion's president, who hed sole dissretion therete. lMoreover,
the petitioner has eoven failed te identify er mame the persons
or sustomers whe were omtertained by him so as te show a busi-
mess purposs er benefit te bs derived proxisately fros sueh em-
penditures, In sesh respest, the club dwss and other emter-
taimmnt oxpenses, in issue heve, did mot and has met bess showm
40 have & eloes or diveot relation te the sequisition of peti-
tiomerts dividends end salary mor of any past er satisipated
bonus--if at all, the relation is quite remote.
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88 as o have besn ap-
vropriste, belpful, uswl or mscesssry, It is
that in eases where expsnditures of & soeial

{n-h-v.u‘?t-d-um}nmnm

Furthermore,” we specially mete that the entertsimment
expenses here invelved, wers inmgurred Wy the vetitioner on his
volition, A8 a matter of faet, Liggett & Myers Tobsseo Co.,
" had eot aside an amnmal sum of $2,000,00 for this purposs and
--ﬁ_umw-.ﬂm-tﬂl.
were the ordimary and mecessary expenses of petitioner's em-
ployer and not the expenses of earning his splury as Sales
Jmnager or Franch Genersl Yansger (‘ndrew Jergens v, Commis-
slomer, 17 TC 806), iemee, where the emtartainment expenses
are borme by an emplayee, his deduction must be predicated
upon a showing that the expense was a necessary ingident of

his employment or of the carming of his sslary or wages
(Abrahan v, Comfssiomer (1947) @ 7C 222),

Without mecessarily deciding on sush point, wve believe
that the case at bar is different from other instanses in which
entertainment expennos had been allowed, Lecause in thoes cuses
the entertainment constituted pert of the duties assigned Ve
the esployee, fer which mo relmbursement was provided hy the
esployer (Sehmidlapp v. Comdssioser (1938) 96 T 24 680; ibre~
han v, Conmissloner, gumm); e thel the entertainment was a
necessery incident to the business or mequisition of the inescws
veturned (James ¥, Coloman, (1926) 3 PTA €35; Dickenson v,
Comeissioner (1927) 8 BTA 722; Joe May v, Commissioner (1939)
39 BTA 9465 Coham v, Commissioner (1930) 39 F 24 540).
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/lnmummtmcmmum
entertalnnent expenses pald and imsurred by the petitiomer
in 1952, do not comstitute wppropriate, helpful, usual or
necessary expenditures for the sequisition of his inecome
mam,mauﬁm“mﬁ
comnmected with the realisstion thereof as to be trested as
deductible "ordimary and neeessery” expenses in computing
petitioner’s income snd therefare Bold thst tho respondent
properly disallowed said entertainment expenses slaimed as
-mwn—mm-m]

TR ALL THE POREQOING, we find and so hold as proper,
the determinstion of deflciency ineome tex by the respondent
upoun the petitiomer's Income tax return for 1952 in the sum
of ©1,577.56, ineluding penalties, snd therefore the petition
for rovisw should be as it is hereby dfssigsed, vith ecosts
against petitioner, '

50 GRDEHED,

¥anils, Fhilippines, October 19, 1955.

Freaiding Juige
W,

ROMAN ¥, @MALI s

Associate Judge ’



