G.R. No. 173373. July 29, 2013 (Case Brief / Digest)

### Title: H. Tambunting Pawnshop, Inc. v. Commissioner of Internal Revenue

### Facts:

H. Tambunting Pawnshop, Inc., a domestic corporation engaged in the pawnshop business,
contended against deficiency income tax assessment for the year 1997 amounting to
P4,536,687.15, plus 20% delinquency interest as decreed by the Court of Tax Appeals (CTA)
En Banc. This stemmed from the Bureau of Internal Revenue (BIR) assessment on June 26,
2000, where Tambunting was charged for deficiency percentage tax, income tax, and
compromise penalties for the said year. Tambunting protested administratively and later,
due to inaction by the Commissioner of Internal Revenue within the 180-day statutory
period, escalated the matter to the CTA.

The procedural journey saw Tambunting challenging the assessment’s validity, particularly
disallowed deductions. Despite their arguments, both the CTA First Division and the CTA En
Banc reaffirmed the deficiency tax assessment, leading Tambunting to file a petition for
review on certiorari to the Supreme Court, arguing it had amply substantiated its
entitlement to the contested deductions.

### Issues:

1. Whether the deductions claimed by Tambunting were properly substantiated in
accordance with the pertinent provisions of the National Internal Revenue Code (NIRC) of
1977 and 1997.

2. Whether the petitioner, H. Tambunting Pawnshop, Inc., duly complied with the law’s
requirements to validate its claimed deductions for loss on auction sales, security and
janitorial services, management and professional fees, rental expenses, and losses due to
fire.

### Court’s Decision:

The Supreme Court held that Tambunting had not satisfactorily substantiated its claim for
deductions. Due to this failure, it could not benefit from said deductions for income tax
purposes. The Court emphasized that tax deductions are construed strictly against the
taxpayer, who bears the burden of proving entitlement to the deductions claimed. Given the
insufficiency of supporting documents (e.g., official receipts, invoices) and the non-
compliance with explicit substantiation requirements (e.g., sworn declarations of loss), the
Court found no merit in the appeal and thus upheld the CTA En Banc’s decision.

### Doctrine:
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Tax deductions are in the nature of tax exemptions and, therefore, must be construed
strictly against the taxpayer. The burden of proof lies with the taxpayer to establish
entitlement to the deduction through competent and sufficient evidence, as mandated by
relevant tax laws and regulations.

### Class Notes:

- **Burden of Proof for Deductions**: Taxpayers must present clear, convincing, and
competent evidence to substantiate claims for deductions.

- **Strict Interpretation**: Deductions from gross income are construed in strictissimi juris
against the taxpayer.

- *Substantiation Requirements**: Specific substantiation requirements, as outlined under
NIRC and pertinent revenue regulations, must be met, including the issuance and
preservation of official receipts/invoices and, where applicable, the filing of a sworn
declaration of loss.

### Historical Background:

By contextualizing the case, it reveals the evolving nature of tax law and the judiciary’s
interpretation in the Philippines, especially regarding the substantiation of deductions. The
case underscores the critical need for taxpayers and practitioners to closely adhere to
regulatory requirements and demonstrates the judiciary’s role in enforcing strict
compliance with tax laws to safeguard government revenue.
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