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### Title:
**Commissioner of Internal Revenue vs. V. E. Lednicky and Maria Valero Lednicky**

### Facts:
The case involves the Lednickys, both American citizens residing in the Philippines, who
derived income solely from Philippine sources for the taxable years 1955, 1956, and 1957.
They filed income tax returns in compliance with local law and claimed deductions for U.S.
federal  income  taxes  paid.  These  deductions  were  contested  by  the  Commissioner  of
Internal Revenue, leading to petitions for review by the Court of Tax Appeals (CTA).

For 1955, the Lednickys initially filed a tax return and later an amended return, reducing
their net income and paying the adjusted amount. They claimed a deduction for U.S. Federal
income taxes paid in 1955, requesting a refund of overpaid taxes.

In 1956, the Lednickys filed their tax return and paid the assessed amount. An amended
return was later submitted to claim a deduction for U.S. taxes paid, requesting a refund.

For 1957, upon paying the assessed taxes, they filed an amended return claiming a similar
deduction for U.S. taxes paid, seeking a refund.

These claims were elevated to the Supreme Court (G.R. No. L-18286, L-18169, and L-21434)
after  the  CTA’s  decisions  favoring  the  Lednickys,  under  separate  petitions  by  the
Commissioner of Internal Revenue for review.

### Issues:
1. Whether a U.S. citizen residing in the Philippines, deriving income wholly from within the
Philippines,  may  deduct  from  their  gross  income  the  income  taxes  paid  to  the  U.S.
government, based on Section 30(c-1) of the Philippine Internal Revenue Code.
2. Whether denying such deduction amounts to double taxation and, if so, whether such
taxation is obnoxious and contrary to principles of fairness and equity.
3.  The  statutory  interpretation  of  Section  30  of  the  Internal  Revenue Code regarding
deductions for foreign taxes paid and the option for tax credit instead.

### Court’s Decision:
The Supreme Court reversed the decisions of the CTA. The Court held that:
1. The deduction for income taxes paid to a foreign government is allowed only as an
alternative to claiming a tax credit for those taxes; unless the taxpayer can claim a tax
credit (which the Lednickys could not because their income was wholly from Philippine
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sources), they cannot deduct those foreign income taxes from their gross income.
2. The concept of double taxation does not apply in a manner prejudicial to the respondents
since the double taxation argument does not hold when the taxes are paid to different
sovereign entities (the Philippines and the U.S., in this case).
3. The statutory interpretation suggested by the Commissioner, which limits the deduction
of foreign taxes to cases where the taxpayer could also choose a tax credit, was accepted as
the correct understanding of the law.

### Doctrine:
The  Supreme  Court  reiterated  the  principle  that  deduction  for  taxes  paid  to  foreign
governments  is  conditional  upon  the  taxpayer’s  eligibility  and  choice  between  such
deduction and claiming a tax credit. It also clarified that double taxation, per se, is not
objectionable under Philippine law unless it is unjust or inequitable and that taxes paid in
different jurisdictions (Philippine and foreign) do not constitute unjust double taxation.

### Class Notes:
– Deductions for foreign taxes paid are an alternative to, not concurrent with, the option for
a tax credit.
– Eligibility for such a deduction is contingent upon the taxpayer’s potential eligibility for a
tax credit.
– Double taxation is not inherently objectionable unless it’s unfair; taxes paid to different
sovereignties (e.g., one’s home country and the country where the income is earned) do not
necessarily equate to unjust double taxation.
– Statutory interpretation plays a crucial role in tax law, with the exact phrasing of the law
determining the available options for taxpayers.

### Historical Background:
This case highlights the complex interplay between national tax laws and the tax obligations
of individuals living abroad, particularly in contexts where bilateral agreements on taxation
might not adequately address issues of double taxation. It  underscores the Philippines’
stance on taxation rights over income earned within its jurisdiction and its approach to
deductions related to foreign tax obligations.


