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Patitioner,

- Vorsus = CoTehe CaSE Hpo, 1B1O
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Aaspondent.

P-‘--'-d--rq_ %JJ
PECIS1ION

uutmmummmmatu-

~ spondsnt, datad lnw 8, 1,966, holding it 1iable .
for 1963 defjetency locors tex amounting %o

iﬂ,‘ﬂ&l’. ineluaive of I.nhun. surcharge, and
conprorise pmw. _ . ‘ )
ratitioner Il e corporation engaiod in the '

bustnase of importing and selling dissel engimss.

On April 1, 1964, uﬂtﬁm f1ilead lh 1943 .corporate

income tex return claiming. mﬂnmmmm

from gross incoms such as u:l.cq, repair, wravel, and

' mm mu.

. The books of aecounts and.other mm_n- /

gords of petitiorer for 1963 were sxamined sad ine

vestisatsd by Suparvising Sevenue Cxaminors Luis Hls=
.. a and ijuu: Fadrasto for income and mmm tax-
. purposes. !hmttn, ‘thsy reeonmended te respondent

the issuance of a delicieney income tax assesanent .

againat patitionsr dus to the disallowance of salariss

kgt i T
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and other deductions, to Wity

" Anthony Lee = Fros. & @on. Mgr. v rb.mr..ao
Henry Lea « Ireoasurer = , 1925000

Charles Loe = Se0retary eesweeess 1 y250,00
De Madlangsakay <~ Accountent ~—-= g.mm

dloria Marsan - Jene Clark sewwes 3,000,00
Antonio Acaso - Nassanger e—eeeees 3.000,00
Jil Delglea -~ Filing Clerk wewwse 3,000,00

Felicitas Advera ~ Clork ewsweees 3,000,000
furchase of an alr cond itioner

charged to miscellansous

QRPONESS  mem=-
rravel and preprosentation

(iravel Tnsurance of Wr. ,

m Fa Loty Personal) eweee W00, 00

= roapresenting o ureharge

Q-r}.' resi Jence certificats !
TOTAL DISALLOWANCE ——-ﬁﬂ .
ihe records show th-nt in 1963 pstitioner wade a
sross inu.nt #788,457.45 and a gross incoms of
Inﬂ."lm‘ra- It patd salaries ssounting to #67,677.90, .
tespondant's examiners, bowavar, mm‘u&.mm}
‘ mmmwmm.nu n:unyd-au-
‘tiop from gross incoue. -
 On August 31, 1965, respondent asseasad agalnst,
and anlnhhl. from potitioner the payment of deliclenecy
incoss tax aseunting to F19,27%32, inclasive of
‘interest. The sald -u-u-pt Was mmm ‘\r.pﬁ‘-
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tlonor 10 1ts lettr dated Septenber 4 1 1965 1%
‘wes denied in mmut': letter of E-ptmhr 8,
1966. iespordenty therafore, um-a paynent of tl!u'
deficiency incows Lux in the apount of ru.n?.u. '
= inelusive of # uﬂhuu, 14 monthly tnumt Lrom
, mmhr 1s 1965 to s-y\m:- 30, 1966, and compro=- |
-mise pthj.tr of lﬂ.m for late payment, computed as
fml‘ |
1963 aery
per lotter ul-! nm

. August 31
adds #'wﬂnm on basle

g ate 'a.‘lﬂ-l'l.
w or pay- : '
zant — T ]
. POTAL aFQUNI CUE ON SEFTSMUER
3019 FENIVATY

Peatitioner mum 'I'-n this Court rm the de=
-um:nrmmt. Ths issuce mnm u-ru,
nnlutm m tha followin.s ‘ e

u: ¥hothor or not the & of 58,000, 00

ab.rp-tuhluhl are dedueti-
ts gross 1“|

(2) Yhether or not ths sum of ¥955.00 Muﬂﬂ
by petitioner from its mlmm - for
ro air of an air condi anit 1= an
allowable Jsductiong’

- €3) ﬁltﬂ!ﬂﬂlﬁul_ﬂmm umm—-
» S mmmm.ummwr.n Anthony

e Logy Prasident of potitionar :
hnmminﬂ-mu ;n_;m

sot the surcharge of PL1.70 n:l.d
‘:.:rtrr late w is deductibla
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Petitionar contanis thut the salarirs in gusestion
worse psif for servicss actually rendered and they were
ressonsble 4a amount whils respondent elaiss that satd
lthﬂu wars not pajd for sarvices aptually ma-nd
Macame (L) thers were no contracts ol employsent Date
wasti the employses and pﬂlthﬁlﬂ (2) no incoms tax
. Was witbhald Croe thalr salarizs; (3) no Soeinl Jecuri-
ummMuth- were made from the sslariss of
‘the officers cnd employsss of petitieser; and (b) the
puyment of salariess o petitioner's offlcers an! em-

- ployees wes resorted Lo as a schewe o leszen peti-
tioner's incoms tax obligation.

' | Befors salary dsductiens from gross indoms may be

' allowsd, 1t 1s incusbent upom pstitisner to show (1)

that persorsl services weve actually rendered by its
erploysssy (2) the eorpensation peld by il were rosson-
abls, ordinary and rsesssaryy (3) tho galaery oxponse

was paid within the taxabls yearj and (%) the salary |
sxpenes was ineurred in esrrying on a trade or businwess. :“
Saetion H. (a)(1) of thae Aevenus Code, providess



aic o the continuad ase or
possess iony for the purpocaes
ol the of business, of

Ly P-tﬂ!qﬁ.r'l dafonse that the salaries in -q;Hl';
“tion were paid for services actually rendered by its
officess und ezployses iu borme by tho svidancs,

toth testimental and focucentasye ¥iih the sxeaption
of ¥r. Anthony V. Lee, President and Genaral Mamsgsr,
Wi worksd from 8400 to 12500 A.r., the pest of the

* oifjcers and employses worked frem Ys00 to 12400 .
'hr“' and from 2100 to S¢00 .0 ., or sight hours
daflys (Ppe 11w32; GuSetey Pps S8+69, oSette) They
are germansnt osployess who'rendered services to bhe
‘petitioner for the whole yeur (ppe 66 end 78, t.s.n. )y
tiay were not pald monthly mﬁnuﬁ, But- they
| were puid shnuslly fn lusp sum before the elosing of
 the year (ppe 34=35 and 78, tus.n.) tirough payrell
aM/or voushor payment. (Wxhs, B, Bl to B=15, pp.

| W6efl, 74 rec.) Thace officers ant exployees vere

' alse renfering services to potitionsr’s sister cor-
poratiens for whieh Shey reseivad aiditivnel sems
pansetion ss evidencsd and reflectsd in their 1963
ineone tex returnsy to wits Delfin Madlangsaksy,

»
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Faliefdad t-nmma, mrm sm. tlhﬂ- Harsany
and Leonardo Juzmsn, (Fpe hc-he, ‘I'!-’i?. 48k,
JasGey 55y 57y 58-79) tesenie} Sxhs. C to C-2, D to
D=2y © to B2y F to P=3, @ to 03, ppe- 62, £3-6h,
65, 67=68, & €9, CTA ree. mm)

The 1943 indgvidusl incoms tax returms of the
othar anployess wore not presented in avidence be-
Sause they are no lonjer working with petitioner.

Tha tectinony of petitiones's aceountart, Vr, Delfin
radlangsaliay, supportad by salary voathers and/or pay=~
rolls, salary chedka, and income tax returns are suf~
flelent Jurtifjcation to sustuln the defence of pati-
tioner bocase of the praponderance of evidence in
it: favor. 1In a ease where an accountant testilisd
a8 to the deduetibility of the sxpemses but his tas=
timony wes not eontradicted by the Government, it wes
held thet the expenses in questien muy be allowsd as
& deduction fron grons incous, (Besilan “states ve.
Commey Sele Noe L=22492, Septawber 5, 1967.) ) ’

'The repert of respondent’s exasiners that poti=
tioner meithor (1) withheld the incoms texas due from
its offfcers and smployses' salaries nor (2) doducted
froe their sslaries eonteibutions to the Yooisl Seca-
Pity System are persuasive instances in the resela-
tion of the guestion ot lssus but they 4o not negate
the £i08dng of this Coart that the offfecers ant em~
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. o
ployssk 115858 above have setually rerdered personal
lmlﬂl to petitionar ih 1963 ana rgﬁhaﬂ.ncml-
tion trercfors 2
lhlpﬂndmt cocatends thtt urhi.n um:iu of’
wttt!.mr pece tved bigger muuthn that those
mﬂu mmm: pos ftions. As axanpley re-~ A
spondant eited th- cuse of Antonio icsscy a m:ﬁnr,
wheze salary of IB.MW excsodad the salaries of
Ifags s Ihur!-u and Churles Leay Ireasurer and -
tacratary, rsapeetively, whe racelved only FlLe230. 00
,Mnrm In hhnm-d’nw. Leonardo Jua~=
nany mm. Counsel, mmmﬂt Clains thﬂ be re=
enived a salary of rs,mu per mu which i=
-qusmm enly to the sslury of v, Jesus Amda,
a IuporMns elerx . Because of the linuit;r in
in ibe upounts of eompensation “iﬂ by the offi=-
cors an? acpleyses of potitioner, the paymsnt thera=
of Whiieh 1s usde only onee pt the end of the year,
. and the abssnee of employer-cmpléyse r=lationship
_ batwesn patitvioner usd 115 @ployses, the Lovastigate
mmm: coreluded that the sali salary
. md‘imwurlﬁﬂﬂmlm1ﬂu
lassen potitienor's iucovs tax Lisbilitys :
The ﬂ.nﬂnﬁ and views of the wum uﬁnm
e¥aninars are hollow and misleiding. Seetion 30(a)(1)
af thllﬂll- M.mhutmﬂnum
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"
. the condition adopted by the sald nniu mn-
és & eondition precsdent to the deductidility ef pe=
titionar's nhﬁ expsnse Lfrom its gross iscoke,
s enough that the' legsl reguiresents for dedactibility
‘are satisfiad, namalys tl)'ﬂ‘l?'!m.HH nust be beth
ord inary and nimm; {!J'tﬁs sxpense st be pald
or incurrs? within the taxadla ynr; ud (3} the ax-
uullwthmmﬁ lnonmtumutan
hima. 5 2 | )
AL the s5i4 regairenents of deductibility pe
present in this case, exéapt the alleged alaryds ais~
| paPity in the imount of cospansation receivad by
p-umm's officers :ua suploysss. But the S
insrs' hni for the ﬂhﬂlmu ef the lﬂ.ﬂr ax=
penss lumwmtm l_lit:qlld and Hd.

.. 0n the basis oftho evidencs, thare 1s no-quase
mmlmn'twmw mm“mw
pt:tmulmnmm--mﬂhn-
nesa, m:mﬂrﬂwum-rmw
traet of esployment 12 eatitled to a reasonable amount
of compen-ation Provided thil serviess vore rendersd
by ais’ to the petitioner, It 4§ fmmeterial rlr'p-m
poses: -rmuurmsm income whathsr the
:nmm Mm; monthly, or yearly, as long ‘

| as payment was nade within the taxabls year = the sala-
vy exvense is still ondimary, In interpreting the

-

e SR e
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maaning of the word "ordinary", thc Ue 5S¢ Suprome
Sourt saify |

"X x X Towy, whet iz ordinary,

though thers “t l].u.n be a strain
of constanoy within it, is nonathe-
less & Variable affectod by tine and
place apd. eireunstance, Qrijs in
lhll mm jpas -

“llhﬂl 1o thn d‘hﬂ-: R ¥
(waleh v. lhluﬁu, 290 UsBe Lily 113.)

ruaumummmumnnnh
brought abowt by factors whieh m revenda examiners
unm Aslde Trom the puthn-r, its of-
fice promises st 242-246 Casal Stey San ¥iguel, Manila,
wors alse oeeupiod by Lts sister companies in 1963,
namely: il Jeng & Sons, ifcey L4 Song Glap & Co.,
" Incey Thomss Jo Lee, Inc., and the Universel Motors.
Gorporation, Thesa femily corporations engsgesd the
gervices mot only of thelr respockive esployses but
also those of the sister eorporations, fThs said es-
m. torelorsy received compensution depending
 upon the neturs, voluse, extent end scope of thedr
- saPvices Lo a corporation or corporations as shown by
thedr 1041vidual incomd tax returns for 1963, (fxhs.
c,n,:,r,ma.i(mm.m_m, it esnunot
be said thet the salariss of petitionar's employses
ml’ﬂmutmwuuwm.m
aseunts thersof vere passod upon and detoraimad by the
" ospd ef ‘Directors, aftor all, the settled rule is



mm ;“ 1820 :
| 10

‘mtumtman mrm to fix the compen=
sation of ite Iw tm Ve Qbmntnr of
Internal hmu, %2 Phile MJ. and courts are not
" nclined to intorfers with a propor exarcise of that
right. tumua:m.. ine. v, Commey 101 rm]
3914 Vagegro Corps 38 D.lud. 1225.) iecord ingly, va
nold that the salary sxpanse of $58,000.0C 15 Aeducti-
Bl fror petitdonsr's gross income of P254,%0942. )

203 jondent®s examimars dlsalloved the deduction
| ;ﬂ £955.0° us a Business snponse becawsia the suma. was
@5ed in the purchase of &n air-conditlonsr as svi-

danced oy Voactar Noe 50y datod Asril 1l 1963, Fatle

tioner, however, clairad that tho ate-couditioner was

‘ropaired and the dumsged parts wers replaesd to srrest

184 deteriorstion an? appreciedly srelong its 1ifa,
(mtmllurthnmm!hm&tmdln

" the Gedustios of the cest of Ineifentsl reysirs whieh

nuhrumhn:nﬂdh mMHﬂtmm
mmun:mlms,hm.mmp it in an
affictant -operating condition. The receipt, m.
' svideneing tho imeidantal repalr was 76t subnitted '
‘ ummr-rm -mmmwtmm,
imm. the ﬂluﬂm of $2U5.00 as a business ox-
panss’ 15 harsby Msallousd, )
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[ Mespendent's sxsniners disallowed the deduetion

' nrrhm.oounwm -mu-mt.hnmiuum

on the travel incurance tallan by the petitiomar's
Presifent in his Dusivess PP Lo Uormeny because the
sama Wus considerad & personal exponsa, .

¥e sustain Pespondent or this point bacause pae
titioner failsd to show that: um sald prenius .n;"ﬂ-:
tutas 2441 ttoral companzssion to the fmsured. Mere-

. OV2Pry any snounts m tn':'u-ui‘ﬂ'n any 1ife in-
surance mm umiu ths 1ife of an efficer or em-

m or u.r pnm financially interasted In the

bﬂimnd‘ tha twrmmmuh di.nﬂ- ;
1y ‘er 1 treetiy » benalficiary under such pol ey ave _‘
- et daduetibila, (sec, 121, Incose Tax ﬁhuu;'ﬁtlam..l

(Tmmu“u&ﬂtmmm‘mq
mtmuuxnmammm.mmm-
mmnmim-. tha word “Saxes ", mg .

“maans hm propar and ne deduction should oo nlnu
- for asounts ﬂ]lrml!iiﬂ interast, mﬁ-
| .panaltiss ineident to delinguency. (‘ees 80, Incous ,'

Tux d0gultions.) Consequontly, thae sym of ¥11.70,
nﬂmuﬂu the sarcharge for lste mmt of Ghe
corporate res {dencs tax, i not dedubtivle rrom aress

m) “1

|
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[ Fayment of sompremise penelty in extrajudietsl
settlosant of a penel 11ability for vielation of any
provision of tha Hational Intarnal Revenus Codé ean
not ba enforced by the Cozmissioner of Internal Nevends
sgainst a tazpayer in a c¢ivil action like ‘m case et
bare i» could ouly suggest to ths Saxpeyer the pay~
ment of the compromise penalty or Lnstituts a erdminal
action independect of the oivil sait; othorwise, the
oourt cannot sufores the Sollsction of the compromise
panalty without the censang ol the w:'- a fdoc=.
trina nmmu"mnn-hw in our mﬁmrj
iftar daciding tha controversfal 1ssuss, thare
is dao and oollsetible from potitionsr the sum of
#4433, 52, computes as followsi %

. Net incomg PP roGurn eeseeees auu.nsz.ﬁ»
L. 1 mumu éadacticn:

"“. --------«-—- 5“ j

.hlmmmmtuﬂ ﬁ

e ta incerme tox due

Les t alrasty ad '_m
s apoun 555488 A

Balance of tax due :

g lef"' m& | &ﬁ

TOTAL AwOUNI PUR

WILALFORE, the decisicn of respomdent Comsis~
sioner of Inteipel 3avenus appesled from 1s modified.
Fatitionsr 1s hereby ordersd to puy cespondant or Ris
Auly authorizmed repressabative its 1963 qaf tefency
© inegme tax of #4402, imelusive of deficiemey ine
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m;.n-m:mu--rﬁiwmtcmtu
th.ut--tmm.utMJamm,-abmu
the limitatiens mum in Section Si{e) of the
Tax Code, & amended. H!.Mmm!t-h
oosts, |

80 OADSRED,

quagon Gity, Vareh 2%, 1972,

WLAU Re ALVARRE

Assoclate Judge

Pregiding  Julge

RANON L. AVANCEHA
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