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Petitioner filed this nction in court sesking the
refund of #181,232.00 and #151,067.00, or s totad of
#332,299.00, s= allaged overpaid corporate income toxes
for 1962 and 1963, respoetively.

- From the stipul:tlon of facts un? the evidanes
pdduced in the hearing of the casa, 1%t was asdertalnsd
that petitioner is 2 duly organized banking corporation
locsted at W60 Absarie st., Binoado, Manila.

Petiticasr filed on time the csrperate incoma tax
returns for 1962 and 1963. reporting therein the gross
income. net lancosme, acl income taxes due from the bank,
itemized as follows,
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¢n the bss i of patitioner's books of moi'm:
and records, it pald the corporate Lncome tazes for

1962 and 1961 in the smounts of ¥1,039,243.00 and
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pald income tax fer 1962 beecause petitioner s written
elaim for refund wss filad with respondent two years
after payment of fhe sald tax. In short, from the date
el the last lnstallamsat payment on July 8. 1963, peti-
ticner hod until July £, 1965 within whiek to file

with respondent the elaim for refund of the alleged
overpald income tax for 1962, in line with Section 309
of the Hetional Internsl Hevenue Code the pertinent pec-
ticn of which provides as followss

(!‘!tltienu'ﬂl written elals for refund was, there-
fore, filed with respondent beyond the two=year patiod
preseribed by Ssetion 309 of the 2ax Code, gugrs. Ac-
sordingly. we hold that the respondent Commissionsr of
Internal Sevenues has no legal suthority to refun? the
clleged ovarpald income tax of petitlonar for 1962, &

sgcend lssugs
whigh the sotioa for refund was instituted in this

Court oa Julp ib, 1969, ve have no suthority to take
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~ Johnston iLumber Co., Ine. v. Court of
Tm-‘ l‘ap“h' ﬁaﬂ- o L*? -?j 3:11‘11 23' 195?i
Juagua Rlectriec light FPlant Co., Inv, v.
Gollestor »f interngl “evepus, ot gl., Gl
Ho. L=-14%21. april 29, 1961.)

Pesplite the eaif ruling, our Supreme Court, in
the case of Coumissioner of Internsl Havemne ve.. Pris-
eills Eptate; Inc.y ot al.; O.R, Ho, L-18282, May 29,
196%, hald that the twoe-year poriocd of limitstion under
Ssetion 306 of tie Tax OUode belng preseriptive, the
game should be plesded in a motion to dismiss or as &
defense in the answer; otharvwlse, It 1z decmed walved.
Be that as 1t may, respondent cannot file a motion to
disalsa or interpose the defense of preseription in his

ansver becawse petltioner Lolisd bo stale sneelifieally
da ite getition for peview theoxsot date (duv, month and

el shaen 1t sold the locome tox fop J90G2. In other
words, the procedarul snd techaleal defense svailed of

by petitioner o5 en argunent caunot de lavoked vhore
the samn pstitionar, thra 1ts own fault and negllgencas,
deprivet responient of tho chance (o assall and dispute
petitioner's procedural anc techmical d-rmu.! lore=-
over, petition-r nisled resjondent whgn oa page 2 of An-
nex 4 of Ghs petitlion, 1t was unve to sppesr that patic
slead of July 8§, 1961.
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Accord lugly, we hold that, imasnush ss petitioner's
setion for refusl of & portion of 1ts 1962 income Bax
has already prescribed uander Sections 306 and 309 of
the Tax code, this Court Las ne jurisdletion to take
cognizance of Lha said claim.
hixd lLasugs

For 1963, petitloner peid bonuses of #1800, 31%. 58
to nine (9) members of its board of directors despite
the faot that thay recelved per dleus amounting to
22,650,030, During the samo year five (5) axecutive
officers of the bank roceivsd bonuses of PLU0, 31,58
ineluding the bomusas ol the chalrsmn and vice chalirman
of the board amounting %o »54,094.28. in addition to
the sald adiitlonal ocompensetion of the five (5) offi-
cers, Lihey receivad bDomuses of 200. of their monthly
salaries amounting to ¥41,0600.00 s* guploysgy o the
bank,

Hessrs: 4., A, Chua and O, Zabst who are president
and execuiive ﬂmuaut ef petltloner and chalrman
ol vice~chalwman of 1is bosrd ¢f dlrestory; respectives
1y, were the bensficlarler of four benuses ia 1963, name-
1ys (1) as meabers of %he boani, 536,068.92 and -
#32,055.9%; (2) as offlcers thereof, #36,062.92 and
§18,031.46; (1) as exeoutive officers of the bank,

B0, 755 wnd #36,509,67) and (W) as employess therecfl,
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Pl 000 (0 and #lE,000.00, respectively In 1962, Nessrs.
Chua snd Hebst recelved = wonthly salary of #3.0u0. (0
and #% 500.00, whereas 1n 1963 their monthly salaries
ware incressed bo #7 OLG. U0 sod #6, 00C.00; or an lacreass
of 133-1/3% and 33-1/3h, respectively. in terss of eash,
¥r, Chaa received an sdditionnl compensstion of #hd V00 .CU
por sncas while My, Babst received P13.000.00 incresse
for the sare perleod.

The bonuees paid by petitiomer fer 1963 smouanted to
$503,556.86, itemized as followss

1, Hine (9) members of the board of

2 Tive (31 emseutive officess of T IR

the Pank Llaelallag the chalr-

man and vice-cheirman of the B
A e il b s Tt | T T e m' 31“,-, bu

3. 1o of the bank including
TORAL e et T kiR
{lﬂithm af asployer has the right to fix the
compensation of Llic nﬁ':l.mn and employes and pay the
bonuses in guesilon. [fer lacome tax purpeses, however,
the sald employer cennot legally Geduct bopuses from
sross incpme unless they are ghown o De ressonsble ax-
pensas. To hold ethervise would open the gete to ram~
pant tax evesion (iuwenzle & Streilf, Ine, vs. Commis-
esioner of Interral Hevenue K O.R. Fo, L-1884¢, May 29,
1969). in shert, the right of petitionsr to fix the
salaries and bosuses of Ltz offlcers ls not sbsolute
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where the same ml avalled of to gvela paysent of core
porate inecome tax dne to the Tovernnent. (G, k. dos-
kins & Co., Tno, ve, T-umissioner -.-{_Znh:uu. \evenua,
So f: Wo. I=2W0%9, Nev. 29, 1%(3.)

The pertinnnt srovisions o tha lational Internal
Revenue Sede ~aplieahle to tMa cusze ab bar resd as fol-

lows

390, 0. 2 - : -
la computing noone
28 Muetiuna =

3 SXpensaes .u imirﬂ uﬁ&" :
cessary [
toxchle year 1n n_rrrl.nu. trade or busi-
ness, ineluding s ressonable for

salarles or other for persoasi
sarvices sec rﬁuu'

while sway froz bome in th.pul Wit of a trade
or busitess; and reatals or othar peyue tr re-
rod t:nunau.mmuw--
u:ltu-thnmu-r
mmwmm pruperty w shich
the hss not hﬂurhutm
title or «higk he hes no aquity.

In eonstralng and spplying tos foregolng statutory
provisions, our suprese Court has consistently lald down
the rule teat dopuses sc buslness expenses sre deduncti-
ble from gross income providcd thats |

uwtﬂmmm

2 1“:3:‘““"&'“”
3 rw vhen added to selaries, are
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the deductible expense. Insofar as Wr., A. R, Chua 1s
concerned, presidant snd eontrolling stocikholceer of the
bank, the additionsl compensation given to him appesrs

to be a distridbution of eash dlvidend and, Mm

the Court 1s constrained to fix for him a ressonable
compensstion for income tex purposes. Considering tha'
in 1963, he wae given a salary inersese of PWi 00C.00
eompared with the dlspreopbrtional lacrease of the other
exsoutlve officers of the benmk, 16 ls felt ths: the
amount of #1%,000.00 which iz equivalent to ZUui of his
incressed monthly salary, or s total of $62,000.,0C ua
additionel compemsstlon, way Le coasidered liberal and
#8111 ressonable. With respect bto the four other exec-
utive officers, namely: ﬁun... Uo Lakst, J. F. unsoa,
Vicents Chus and Velsatin Thus, this Court Ballsves that
the amountsof P18 ,000.00, ¥ lic.bi, 37,200.00 and #7,200.00,
respeativaly. whiloh is aquivaleat to 3005 of their moath-
1y salaries is doamad falr and reasonsble. Coasagaeatiy,
the total ssount of #55,400.00 mey be allowed a8 a de-
duction from pstitioner's gross ineomg. after fixing She
reasonable smount of bomusea of the five caseutive of-
ficers of the benk, we decided to disallow the additional
two-month salary bonusss of B4l 000,00 which 1s excessive
and unreasonable uader the feets and eircumstances of the
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@
haneing and promoting the success of tha btusiness veuture.
The suceessful operatlon of petitionar's baslnaas
fzreflected in the steady inerease of itz annual ani aet

incoms, the substantial profite realised by the bank
from year to year, and the sdeguate returns to its in-
vectoent even after payment of the bonuses. Conseguant-
1y, we hold that ths bonuses of #101,327 70 pald to peti-
ticner's staff hnd employees sre falr and reasonsdls and
the same may be deducted from petitiomer's 1963 iross
income

In resumé. the following axpenses are dedustible
from petitioner’s 1963 gross inccme, namelys

1, Additionsl directors' par dieme

2. h-.l‘um: nﬁ:mnu A

s T g § e

1004 te 2008 -
Totsl ~we-—

/ﬁumlntifl pretenslion an” defenss that the bonu-
ses and addi tional compensation la gusstion are not de-
duetible from petitioner’'s 196] gross inogme because they
were in reslity disteibution of earnings under the pro-
£1t sharing plan, saffice it to state thet the seld de-
fense bacomer untenable after the Coart has sscartained
and fixed the reasgonableness of the additional eompensa-
tion of patitioner's dirsctors, officers, and smployees.
Horeover, the form or metuod of fixing compensation is
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missioner of Internsl Hevemua i: nereby ordered to e-
fund to or eredit petitioner the celd amount of avers
paynent. Ho cests.

S0 CRDERED.

Guezon City, Cefober 29, 1970,
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Assoelate Judge.
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Presicing Judge
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sspelate Judge






