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1 T.C. 410 (1943)

A U.S. citizen is entitled to a tax credit for the full amount of income taxes paid to a
U.S. possession, subject to statutory limitations, even if the tax was calculated on a
consolidated basis with a spouse under the laws of that possession.

Summary

Miguel Ossorio, a U.S. citizen, sought a tax credit under Section 131 of the Revenue
Act of 1936 for income taxes paid to the Philippine Islands. Philippine law required
consolidation of income for married persons, even if separated. Ossorio and his wife,
a Philippine citizen, filed separate returns that were then consolidated, resulting in a
higher tax than if filed individually. Ossorio paid a portion of the consolidated tax
and claimed a credit. The Commissioner reduced the credit, arguing that part of
Ossorio’s payment was on behalf of his wife. The Tax Court held that Ossorio was
entitled to  the full  credit  claimed,  as  he had actually  paid that  amount to  the
Philippine government.

Facts

Miguel Ossorio, a U.S. citizen residing in Connecticut, and his wife, a citizen and
resident of the Philippine Islands, had been separated since 1927. In 1937, over 99%
of Ossorio’s income was from the Philippines.  A 1936 amendment to Philippine
income tax law required married persons to file consolidated returns, regardless of
separation.  Ossorio  and  his  wife  filed  separate  returns,  which  were  then
consolidated, resulting in a total tax of 331,527.30 pesos ($165,763.65). Ossorio paid
307,533.24  pesos  ($153,766.62)  of  this  amount.  Ossorio  claimed  a  credit  of
$152,055.04, reflecting the portion of his Philippine income taxed by the U.S.

Procedural History

Ossorio filed his U.S. income tax return for 1937 and claimed a credit for taxes paid
to  the  Philippine  Islands.  The  Commissioner  of  Internal  Revenue determined a
deficiency,  reducing the claimed credit.  Ossorio  petitioned the Tax Court  for  a
redetermination of the deficiency.

Issue(s)

Whether Ossorio, a U.S. citizen, is entitled to a tax credit under Section 131 of the
Revenue Act of 1936 for the full amount of income taxes he paid to the Philippine
Islands, when that amount was calculated based on a consolidated return with his
wife, as required by Philippine law, even though they were separated.

Holding

Yes, because Section 131 allows a credit for the amount of income tax “paid or
accrued during the taxable year to any foreign country or to any possession of the
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United States,” and Ossorio actually paid the amount he claimed as a credit.

Court’s Reasoning

The Tax Court noted that Section 131(a)(1) of the Revenue Act of 1936 allows a U.S.
citizen a credit for income taxes paid to a U.S. possession. The court emphasized the
language of the statute, stating that the credit shall be the amount of the income tax
“paid or accrued during the taxable year to any foreign country or to any possession
of  the  United  States.”  The  court  rejected  the  Commissioner’s  argument  that
Ossorio’s payment was partly on behalf of his wife. The court relied on the fact that
Ossorio actually paid the amount he claimed as a credit. There was no provision of
law requiring an allocation of liability between Ossorio and his wife.  The court
distinguished  prior  cases  involving  joint  returns,  finding  them  not  directly
applicable. The court did not find it necessary to determine a specific formula for
allocating tax liability between the spouses, as the critical fact was that Ossorio paid
the claimed amount.

Practical Implications

This case clarifies that U.S. taxpayers can claim a credit for the full amount of taxes
they pay to a U.S. possession, even if the tax calculation is influenced by foreign law
requirements such as consolidated filing with a spouse. The key is whether the
taxpayer actually paid the claimed amount. It limits the IRS’s ability to reallocate tax
liability between spouses when payments are made pursuant to foreign tax laws
requiring consolidated filings.  Later  cases  would  need to  examine whether  the
payment was actually made by the taxpayer claiming the credit and whether any
specific U.S. law prohibits the credit  in the particular circumstances.  This case
highlights the importance of understanding foreign tax laws when advising clients
with income from U.S. possessions.


