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### Title: Plaridel Surety & Insurance Co. vs. Commissioner of Internal Revenue

### Facts:
Plaridel Surety & Insurance Company (petitioner), a corporation involved in the bonding
business, and Constancio San Jose (principal), guaranteed the performance of a contract
through a performance bond to P.L. Galang Machinery Co., Inc. San Jose failed to fulfill the
contract, leading Galang Machinery to sue. The Court of First Instance and subsequently
the Court of Appeals found both San Jose and the petitioner liable. The Supreme Court
affirmed this judgment on January 11, 1957.

Petitioner paid Galang Machinery a total of P44,490.00 in 1957. They tried to claim this
amount as a deductible loss in their income tax return for the same year but were denied by
the Commissioner of  Internal  Revenue.  This led to an appeal  to the Tax Court,  which
dismissed the petitioner’s claim because it had not exhausted its remedies against those
solidarily liable, particularly Ramon Cuervo. The petitioner’s motion for reconsideration was
denied, escalating the appeal to the Supreme Court.

### Issues:
1. Whether the payment of P44,490.00 by the petitioner to Galang Machinery is a deductible
loss under Section 30(d)(2) of the Tax Code.
2. Whether the petitioner exhausted all its remedies to recover or minimize its loss before
claiming the deduction.
3. Whether the claimed interest deduction of P10,000.00 was properly litigated before the
Tax Court.

### Court’s Decision:
The Supreme Court affirmed the Tax Court’s decision, holding that the petitioner’s loss was
compensable  through  means  other  than  insurance  (the  mortgages),  and  because  the
petitioner had not exhausted all remedies to recover its loss, particularly against Ramon
Cuervo. The Supreme Court emphasized that the loss deduction could not be claimed in
1957 since there was a reasonable expectation of recovery or compensation through the
court’s decision that mandated reimbursement to the petitioner. Furthermore, the Court
rejected the petitioner’s claimed interest deduction of P10,000.00 as this question was not
properly raised before the Tax Court.

### Doctrine:
Loss is deductible only in the taxable year it actually happens or is sustained. However, if
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compensable by insurance or otherwise, deduction for the loss is postponed until it is clear
that no compensation can be had. Additionally, the case highlights that a taxpayer must
exhaust all remedies to recover or minimize loss before claiming a deduction.

### Class Notes:
– Essential Elements of Deductible Losses:
1. The loss must actually occur within the taxable year.
2. The taxpayer must not be compensated by insurance or other means.
3. If there is a right to reimbursement, the taxpayer must first exhaust all remedies to
recover the loss.
4. A charge-off is required for loss deduction.

– The case illustrates the application of Section 30(d)(2) of the Tax Code regarding loss
deductions and emphasizes the prerequisites that must be satisfied for such deductions to
be valid.

### Historical Background:
This case emphasizes the procedural jurisprudence related to tax deductions for losses
within  the  Philippine  legal  framework.  It  scrutinizes  the  taxpayer’s  obligations  before
claiming deductions and the conditions under which such claims can be justified. This ruling
reflects the Philippine Supreme Court’s stance on ensuring that claims for deductions are
rigorously vetted to prevent unjust tax benefits.


