G.R. No. L-13325. April 20, 1961 (Case Brief / Digest)

### Title:
**Gancayco vs. Collector of Internal Revenue**

### Facts:

The case revolves around Santiago Gancayco, who contested a deficiency income tax
assessment for the year 1949 amounting to P16,860.31, along with surcharges and interest,
as decided by the Court of Tax Appeals. Gancayco initially filed his 1949 income tax return
on May 10, 1950, and paid the assessed tax of P9,793.62 on May 15, 1950. Subsequently,
the Collector of Internal Revenue determined a further deficiency of P29,554.05 on May 14,
1951. Gancayco sought reconsideration, resulting in a reduced assessment to P16,860.31 on
April 8, 1953.

Despite several communications and requests for further reconsideration by Gancayco,
which were left unaddressed, a warrant of distraint and levy against his properties was
issued on April 15, 1956. To forestall the sale of his properties, Gancayco petitioned the
Court of Tax Appeals, which cancelled the sale and ordered re-advertisement following
proper procedures. He then amended his petition to, inter alia, restrain the tax collection
through summary proceedings, argue the prescription of the government’s right to collect,
and contest the disallowance of specific expenses.

After a series of proceedings, including the cancellation of another scheduled auction sale
upon Gancayco’s motion, the Court of Tax Appeals ultimately ruled against him,
necessitating the present petition for review before the Supreme Court.

### Issues:

1. Whether the collection of the deficiency income tax was barred by the statute of
limitations.

2. Whether the Court of Tax Appeals has jurisdiction to entertain an action for the collection
of tax due.

3. Validity of the claim by Gancayco for deduction of farming and representation expenses.

### Court’s Decision:

The Supreme Court affirmed the decision of the Court of Tax Appeals. It held that:

1. The statute of limitations did not bar the collection of the deficiency tax. The court
delineated that judicial action for collecting taxes could proceed within five years from the
date of filing the return or from the assessment date. The deficiency tax proceedings were
initiated within this time frame.
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2. The Court of Tax Appeals has jurisdiction over cases involving disputed assessments of
internal revenue taxes, including the authority to endorse the collection of taxes as
determined necessary.

3. Gancayco’s claims for deductions on farming and representation expenses were not
substantiated adequately and thus were not allowed. The court referenced the Tax Code to
determine that the expenses in question were capital expenditures, not deductible from
gross income.

### Doctrine:

This case illustrates principles around the statute of limitations on tax collection, the
jurisdiction of the Court of Tax Appeals in tax collection matters, and guidelines for
allowable deductions under the Tax Code. It establishes that judicial action for tax
collections is permissible within five years from the assessment or filing date and confirms
the broad jurisdiction of the Court of Tax Appeals in disputes over tax assessments.

### Class Notes:

- **Statute of Limitations on Tax Collection**: Tax can be collected within three years by
distraint/levy and within five years (or agreed extension) through judicial action after the
return is filed or assessment made.

- *Jurisdiction of Court of Tax Appeals**: Holds the authority to decide on disputed
assessments of internal revenue taxes, including sanctioning the collection of upheld taxes.
- **Deductible Expenses**: Only ordinary and necessary expenses paid or incurred in the
taxable year in carrying on any trade or business are deductible. Capital expenditures are
not deductible but may be amortized.

### Historical Background:

This case occurred during a period when taxation laws and their interpretation were under
active development in the Philippines. The appeal to the Supreme Court showcases the
evolving legal landscape regarding income tax assessments, collection procedures, and
judicial oversight on tax disputes, reflecting the government’s efforts to refine and enforce
taxation objectively and fairly.
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