G.R. No. 123206. March 22, 2000 (Case Brief / Digest)

**Title:** Commissioner of Internal Revenue v. Court of Appeals, Court of Tax Appeals, and
Josefina P. Pajonar, as Administratrix of the Estate of Pedro P. Pajonar

**Facts:**

Pedro Pajonar, a former member of the Philippine Scout during World War II, died on
January 10, 1988. His estate was initially under the guardianship of the Philippine National
Bank (PNB), as mandated by the Regional Trial Court of Dumaguete City. Following his
death, the PNB filed a property accounting, valuing Pedro’s estate over P3 million but did
not file an estate tax return, advising instead for an extrajudicial settlement for tax payment.
Estate taxes were subsequently paid in two tranches, albeit leading to claims of
overpayment. Josefina Pajonar, Pedro’s sister, eventually took the helm as the estate’s
administratrix and petitioned for a refund of the purportedly erroneously paid taxes totaling
over P1.5 million. After a series of legal maneuvers, including the initial assessment by the
Bureau of Internal Revenue (BIR), payment of alleged deficiency estate tax, and subsequent
protests and petitions filed before the Court of Tax Appeals (CTA) and then the Court of
Appeals (CA), the case landed in the Supreme Court on the pretext of understanding
permissible deductions under section 79 of the National Internal Revenue Code (Tax Code).

**Issues:**

The Supreme Court was tasked with determining whether certain notarial and attorney’s
fees incurred in the settlement of Pedro Pajonar’s estate could be legally deducted from the
gross estate, as per section 79 of the National Internal Revenue Code, to arrive at the net
taxable estate. Specifically, the issues revolved around the deductibility of a notarial fee for
an extrajudicial settlement and attorney’s fees for guardianship proceedings from the gross
estate.

**Court’s Decision:**

The Supreme Court affirmed the decisions of the lower courts (CTA and CA), agreeing that
the contested expenses were indeed deductible. The Court elaborated on precedents,
doctrines, and interpretations under both Philippine and U.S. jurisprudence that
administrative and similar expenses incurred in the settlement and distribution of an
estate—including notarial and legal fees—are allowable deductions from the gross estate. It
underscored that these expenditures were necessary for the proper handling,
administration, and eventual distribution of the decedent’s estate.

**Doctrine:**

The case established the broader inclusion of administrative expenses as permissible
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deductions from the gross estate under section 79 of the Tax Code. It highlighted that not
merely judicial expenses but also those related to extrajudicial settlements and necessary
legal guardianship actions prior to an estate’s distribution to heirs could be deductible,
provided these are essential to the estate’s administration and settlement.

**Class Notes:**

1. **Gross Estate Deductions:** Costs essential for the collection of assets, payment of
debts, or distribution of the estate to rightful heirs are deductible.

2. *Judicial and Extrajudicial Expenses:** Both forms of expenses, if necessary for estate
settlement, are considered deductible administration expenses under the Tax Code.

3. **Necessary Expenses Principle:** Expenses must relate directly to the administration,
preservation, or distribution of the estate to be deductible.

4. **Statutory and Jurisprudential Reference:** Section 79 of the National Internal Revenue
Code and related jurisprudence, providing for allowable deductions from the gross estate,
form the legal basis.

**Historical Background:**

This case reflects the judicial interpretation of tax laws governing estates in the Philippines,
an area heavily influenced by American tax principles due to historical colonial ties. It
elucidates on the administration of estates post-death, especially regarding the legal and
procedural expenses that can diminish the taxable estate. This decision is significant against
the backdrop of legal practices in the Philippines where both judicial and extrajudicial
processes are utilized in the settlement of estates, showcasing the flexibility and
adaptability of tax laws in accommodating various methods of estate resolution.
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