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### Title
Commissioner of Internal Revenue vs. Algue Inc. and the Court of Tax Appeals

### Facts
Algue Inc., a Philippine domestic corporation in the engineering and construction industry,
received a delinquency income tax assessment of P83,183.85 for 1958 and 1959 from the
Commissioner  of  Internal  Revenue (CIR)  on  January  14,  1965.  Four  days  later,  Algue
protested the assessment. Following a failed attempt to present a warrant of distraint and
levy  in  March  due  to  the  pending  protest—unfound  in  the  CIR’s  records—Algue  was
informed on April 7, 1965, that no action would be taken on its protest, leading to the
acceptance of the warrant. On April 23, 1965, Algue appealed to the Court of Tax Appeals
(CTA). The core dispute centered on the CIR’s disallowance of Algue’s P75,000 claim for
legitimate business expenses.

### Issues
1. Whether Algue’s appeal was timely filed and in compliance with legal requirements.
2. Whether the P75,000 deduction claimed by Algue as legitimate business expenses was
validly disallowed by the CIR.

### Court’s Decision
1. **Timeliness of Appeal**: The Supreme Court found the appeal to the CTA timely, based
on the special circumstance surrounding the initial protest from Algue, which effectively
paused the countdown of the regulated period for filing an appeal.

2. **Validity of the P75,000 Deduction**: The Supreme Court affirmed the CTA’s decision,
agreeing  that  the  payments  constituted  legitimate  business  expenses.  The  Court
underscored the requirement that deductions should be ordinary and necessary expenses
paid or incurred in carrying on a business, which Algue satisfactorily demonstrated through
the role of the payments in the formation of the Vegetable Oil Investment Corporation and
their proportionality to the services rendered.

### Doctrine
The decision reiterates that legitimate business deductions must be ordinary and necessary
expenses  paid  or  incurred in  carrying on any trade or  business.  Moreover,  the  Court
highlighted the procedure for appealing CIR decisions and that special circumstances can
extend the typical timeframe for such appeals.

### Class Notes
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1. **Essentials for Business Deductions**: For a business expense to qualify as a deduction,
it must be ordinary, necessary, reasonable, and directly related to the business activity.

2. **Proof of Payment**: The taxpayer carries the burden of proof to validate the claimed
deduction  by  detailing  the  nature  and necessity  of  the  expense  in  the  context  of  the
business.

3. **Timeliness of Appeals**: Under Rep. Act No. 1125, appeals must be filed within thirty
days  after  receiving  the  decision/ruling  challenged.  Exceptional  scenarios,  such  as
administrative  errors  or  oversights,  can  affect  this  period.

4. **Legal Statutes**:
– Tax Code Section 30(a)(1): Discusses the allowance for deductions from gross income for
business-related expenses.
–  Revenue  Regulations  No.  2,  Section  70(1):  Provides  guidance  on  what  constitutes
reasonable compensation for personal services as a deductible expense.

### Historical Background
This case underscores the tension between tax collection as the government’s lifeblood and
the lawful rights of taxpayers to question or protest assessments deemed unfair or arbitrary.
The  Supreme  Court  balanced  these  interests  by  insisting  on  compliance  with  legal
procedures and the rational basis for assessing taxes and allowing deductions.


