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I. INTRODUCTION 

It is a basic principle in taxation that "deductions from gross income are 
matters of legislative grace," 1 and the amounts claimed as such must 
therefore clearly come within the language of the applicable law to be 

deductible.> 

The National Internal Revenue Code,l (NIRC) the applicable law, has 
provided for items of allowable deductions, 4 and included therein· are 
business expenses) The NIRC further provides that business expenses are 
comprised of reasonable allowances for salaries, wages, and other forms of 
compensation for personal services actually rendered; 6 travel expenses; 7 
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Cite a549 ATENEo LJ. 348 (2004). 

1. Gutierrez v. Collector oflntemal Revenue, 14 SCRA 33, 43 (I965). 

2. Aguinaldo Industries Corporation v. Commissioner of Internal Revenue, II2 
SCRA IJ6, I42 (I982). 

3. The National Internal Revenue Code of the Philippines, Presidential Decree 
No. u58, as amended up to Republic Act No. 8424 (I997). [NATIONAL 
INTERNAL REVENUE CODE]. 

4· Id., Title li, Chap. VII. 

5. Id., § 34 (A). 

6. ld., § 34 (A) (I) (a) (i). 
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rentals;8 entertainment, amusement and recreation expenses.9 The use of the 
term "include" signifies that this enumeration is not exclusive. In fact, other 
items that fill under the category of business expense have been provided 
under rules and regulations issued by the Commissioner of Internal Revenue 
{CIR).10 

Relevant to this, Philippine tax laws have consistently provided that all 
ordinary and necessary expenses paid or incurred during the taxable year in 
carrying on any trade or business shall be allowed as deductions for income 
tax purposes. 11 On this basis, jurisprudence has accordingly held that the 
statutory test of deductibility of business expenses requires that the same must 
be (1) ordinary and necessary; {2) paid or incurred within the taxable year; 
and (3) paid or incurred in carrying on a trade or business. 12 

The application of this statutory test, however, does not prove to be easy, 
especially when it comes to the interpretation of the terms ordinary and 
necessary. Indeed, numerous cases involving disagreements as to the 
meanings of these terms have been raised before the courts for resolution 
relating to ei:her questions oflaw and/or questions of fact.'l ' 

7· ld., § 34 (A) (I) (a) (ii). 

8. Id., § 34 (A) (1) (a) (iii). 

9· Id., § 34 (A) (1) (a) (iv). 

IO. Bureau oflnternal Revenue, Revenue Regulations 2, Feb. IO, I940. 

II. The current provision is found in§ 34(A)(I)(a) of the NATIONAL INTERNAL 
REVENUE CODE which provides: 

(a) Jr. General. - There shall be allowed as deduction from gross 
income all the ordinary and necessary expenses paid or incurred 
during the taxable year in carrying on or which are directly 
attributable to, the development, management, operation and/or 
conduct of the trade, business or exercise of a profession ... 

I2. Collector of Internal Revenue v. Philippine Education Co., Inc., 99 Phil. 3 I~, 
320 (I9j6). . .. 

I3. Collector of Internal Revenue v. Philippine Education Co., Inc., 99 Phil. 3I9 
(I956); Kuenzle & Streiff, Inc. v. Collector of Internal Revenue, I06 Phil. 3:>5 
(I959); Visayan Cebu Tenninal Co., Inc. v. Collector oflntemal Revenue, I08 
Phil. 320 (I96o); Zamora v. Collector oflntemal Revenue, 8 SCRA I63 (I963); 
Gutierrez v. Collector of Internal Revenue, I4 SCRA 33 (I965); C. M .. 
Hosk!ns & Co., Inc. v. Commissioner of Internal Revenue, 30 SCRA 435. 
(I969); Atlas Consolidated Mining & Development Corporation v. 
Commissic:1er of Internal Revenue, I02 SCRA 246 (I98I); Aguinaldo 
Industries Corporation v. Commissioner of Internal Revenue, II 2 SCRA I 36 
(I982); Commissioner oflnternal Revenue v. Algue, Inc., I 58 SCRA 9 (I988); 


















