G. R. No. L-19537. May 20, 1965 (Case Brief / Digest)

### Title:
Lino Gutierrez vs. The Commissioner of Internal Revenue

### Facts:

This case centers on Lino Gutierrez, primarily engaged in real estate leasing and assessed
for deficiency income taxes for 1951 to 1954 by the Commissioner of Internal Revenue. The
deficiencies arose from disallowed deductions and unreported income, including personal
and capital expenditures misrepresented as business expenses, and misrepresentation in the
sale price and profit declarations of real estate transactions. The procedural journey began
with Gutierrez challenging the assessments before the Court of Tax Appeals on February 17,
1958. His appeal was dismissed on January 28, 1962. Following his death on October 18,
1962, Gutierrez’s heirs continued with the appeal to the Supreme Court.

### [ssues:

1. Are the deductions claimed by Gutierrez allowable?

2. Is the application of the Ballantyne Scale of Values appropriate for determining
acquisition cost in income tax calculations?

3. Should real properties used in trade or business be classified as capital or ordinary
assets?

4. Did the Commissioner’s right to collect deficiency taxes for 1951 and 1952 prescribe?

5. Did the Commissioner’s right to collect 1954’s deficiency tax through distraint and levy
prescribe, and if not, should Gutierrez’s real property be targeted without exhaustively
chasing his personal property?

### Court’s Decision:

1. The Court distinguishes between allowable and disallowed deductions per the Tax Code,
accepting some business-related expenses while rejecting personal expenditures and
maintaining certain costs as capital expenditures, not immediate business expenses.

2. The Court upheld the Commissioner’s use of the Ballantyne Scale to adjust the acquisition
cost from Japanese military notes to Philippine pesos, reasoning that a uniform currency
perspective was necessary for accurate tax assessment.

3. Real properties used in business, post-Republic Act 82’s enactment, classify as ordinary
assets, fully taxable instead of the favorable capital assets tax rate.

4. The tax deficiency collection period is calculated from the tax assessment’s date, not
return filing, protecting the Commissioner’s claim from prescription arguments.

5. The warrant of distraint and levy against 1954’s tax deficiency was void for being issued
two days past the three-year allowance from tax return filing, sparing Gutierrez’s real
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property from immediate levy.

### Doctrine:

This case reiterates that deductions from gross income are strictly construed as per
legislative grant, distinguishing between ordinary/necessary business expenses versus
personal expenditures. It confirmed the Ballantyne Scale’s application for currency
conversion in tax assessments. Moreover, it clarified asset classification changes induced by
Republic Act 82, aligning real property used in business as ordinary assets. It also
elucidated the calculation start points for tax assessment and collection prescription
periods.

### Class Notes:

- **Tax Deductions**: Allowability hinges on being ordinary, necessary, and business-
related.

- **Ballantyne Scale**: Acceptable for converting historical currency figures to
contemporary equivalents for tax purposes.

- **Asset Classification**: Post-RA 82, business-used real property is an ordinary asset.

- ¥*Prescription Periods**: Begin from assessment date for collections and from filing or due
date for erroneous returns, depending on the scenario.

- **Doctrine of Legislative Grace**: Deductions are not rights but privileges, tightly bound
by explicit statutory language.

### Historical Background:

This case provides a glimpse into post-World War II Philippine economic conditions,
particularly on currency valuation complexities due to the Japanese occupation, and the
evolving tax code responding to the dynamic landscape of business and taxation. Through
Republic Act 82’s amendment, it reflects legislative adjustments aiming towards fair
taxation in the nascent period of economic recovery and development.
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