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The petiticners are seeking the refund of the sum
of P10,975,45, the estate and inheritance taxes, plus
penalties, assessced against and paid by them on the ose
tate left by the deceased, Dofia lanuela Montenegre Vdas
de Nocaneqra.

Dofia Manuela Montenegro Vds., de Bocanegrs died on
August 27, 1946 leaving a will, Adeinistrstion proceed-
inge were instituted in the Court of First Instance of
tegros Orpiental for the settlement of the estate of the
deceaseds The will wes adnitted to probate and the ape
pointment of the Compania General de Tabagos de Filipines
25 executor of the will wes approved. "ith the cansent
and approval of the probate court, the Corpania General ~
de Tabacos de Filipinss appeinted and delegated Ramon F, |
de Altonags as executer of the will and administratox
of the estate,
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Un Janusry 13, 1990, the administyator {iled the
corresponding estate and inheritance tox return ior the
estote of the decessed vwhezein it is showm that the
cleimed deducticons exceed the value ¢f the resl and pere
sonal properties left by the deceased, to wits

Heal properties eese PLATGTULLCU

versonnl propere

L£i08 sesvessescssne W
Total value of est2te sesnssenvoe PIEQ.TTE.IE
Deductionst
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Un the besis of said return ne estate or inheritance tux
ie cduoe

rdfter due !.mntiqaum, an oxaminc: of the Pureau
of internal levenue zepcrted thet the totel fair merxket
velue of the estate on the daste of death of the decessed
wag 200,063,006 and the tetal deductions allowable amount
to "118,B50%.38, leaving & net ostate in the anocunt of
*167,0.4,68, which is subject to the estote ond inherite
ance taxes wnd penelties in the sum of Flu, 979,45, iteme
ized and computed s follcowss
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Inhexitance tax o - 2,154,27
25% surcharge —— 548, 54
Iinterest eewecwecacs 951e 59

romiset
or failure to file notice of
deoth - w B,

Total taxes and penalties e » T6;576. 48~

The liability of the estate for the payment of the
sum of BiC,975.45 wos the result mainly of the increase
in the valustion of the properties left by the deceased
from Pl33,7T79.16 to P286,668.06 and the disallowsnce of
 the deduction of ‘the sum of #31,284,38, representing
part of the indebtedness of the deceased which was cone
doned by the creditors,

A demand was mede by respondent against the adminise
trator for the payment. of the oum of "10,975,4%5, vhich
was pald under protest on August 29, 1988, This action
has been instituted by the heirs of the deceased for
rocovery of the said amount. Petiticners asseil the core
mdm-m,hmmlmtt?dm :
collectien of the sum of P10,973.45, sclely on the grounds
that the valuation placed by respondent on the estate is
excessive and that the disallowance of the deduction of
the condcned indebtedness is not in accoxdance with law.
The twe fscues have been cozrectly and succinctly pres
mnan petitionerey as followst

*There are only two simple issues in A

this case « one a en of fact and the
other 2 question Lowe
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rived at by the examiner of the Burecau of
Internal Revenue?

*The question of law arises from the une
disputed fact that of the claims against the
estate amounting to Pl44,619.60 as duly pre-
muﬂ?wnm-mm
in due course administretion, »31,204,38
were condoned by the ective tors

The quess
on s condoned indebteds
ness should be as deducticns from the
gross estote.,” . l-g. Memorandum for Peti-
tioners, May 13, 950
The first issue relates to the correctness of the
detemination made by respondent as to the fair market
value of real and pexsonal properties left by the de-
ceased. Y For estate and inhevitance tax puspeses, the

estate is to be velued at its “fair market value®, |

_/ The law vequires thot the ostote be valued at its
*fair market value® but comtains no definition of the
serm. lNeither does the law provide for the rules to be
chserved in detemmining "feir market Value", lowever,
the texm has been judicially defined thust

"The tomm *market vaiue’ is not an

abselute temmy it involves human ticne
Valuation is an inexect science the val=
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the law is not go exoct as to require nathew’
matical corteinty. Oenerally, however, the
market value of pﬂgmy is tfu rice which

it will bring when it is offered for sale by
one who desires, but is not ghliged to sell

it ndhh@thmsﬁohﬂtum
sity of I‘uﬂ ite™ (11 l'ﬂﬂlll.l:: Comment =
aries and mdenca on the Mational Intere
nal Revenue ee D 397, citing City of
Manila ve Estzada, Phils. 2083 lianila Raile

Alonog
road Cos ve Velasquez, 32 Phils 2063 Manila :
failroad Coe We Sadhm. 17 O, 1845; Lewis
on Bninent Dowain Js sec. 473 Stock Yards
Case, 1720 Mo, 941,
The problems involved in valuation have been cor-
rectly stated by counsel Tor petitionere Ye quotel

*Yalustion is en old s in the tax law,
Value is essenti and p arly o difficult
on of facte fe Be DuPont Land, 38

A 926, 928, ) Mazket value "is x x x depende
wpon timesy places, conditions snd people.

It is unsafe to neglect any appoxent {ector.'!

"What teriz should be used in v
real estate? factars must be con »
such as the location and conditien of the
the chagacter and tendency of the
pendin mm:lmuu ap e
peci

o S e e

:

;

o value of the precise time
of valustion pmwgnwtpduﬂh
laxr carce, ch "faix mavket value' is commone

“ith the foregeing statement of the law and the
factors commonly used in the detexmination of the fair
market value of property at 2 given time, we will now
proceed to considexr which of the two valustions, the one
made by respondent or the one subulitted by the adminise
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trotor of the estate, approximates the fodr mazket value
on contesplated by law, "We will first take up the vale
uation of the real propertiecs.

In filing the estate and inhexitance tax retumn
the sdministrator valued the real properties at their
essessed value. On the other hand, respondent valued
the properties at rates hicher than their sssessed values
fellewing the information and asdvice received from the
Previncial Assessor ef the prevince where the properties
are locateds It is contended on behalf of petitioners
that the valustion submitted by the administyeter should
be given more wefght because seid administrator, "in
valuing the estate brought to bear perscnal knowledge
and experience, not only personal knowledge of the prope
erty itself but experience in the appralsal of such kinds |
of preperties.” Considering, however, the presusption \
in favor of the correctness of detexminations made by the
Cormissioner of Internal Revenue, the buxden of proof 5
is on petitieners to show not enly that the detemmination
made by the Coemissicner in this case is wrong but alse
what is corxrect. Proving the intorrectness of the Come
rissioner's detesmination is not encughg procf of the
correctness of petitionars’ position is also essentiale
Failure to establish both will result in the affirmance
of the Conmissioner's determination, Let us scrutinize
the factss

The first group of resl proparties is the laciene
da Tamogong which comprises the following parcels of /
lands '

300 '
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wosexiniion assesped Valug
le Tax Dgclavation Wo.
6492 (Lots Nos, 902,
gy o, R0y 11y
513. m'l'l: 3?3. 3731 A o U ’ 7*.“)'“

2 Tax Declazation ¥No. 6161

{m H" m e - i T,uﬁ.lh
3. Tex Declaration Ho. 6162

{Lﬂt Noe m, - - ‘.!3},%
4., Tax Declaxatiocn Me. 6713

“-Uf e m} - - 1,560,000

3. Tax Declaretion Me. 6711
Lot Hoe 377) eecccues

‘Total
The administretor claims that the sum of P93,840,00 (not
03,480,000 as shown in Bxh, C), which is the total assess-
ed value of the various parcels of land comprising the
Hacienda Tamogong, represents the folr market vealue there-
of at the time of desth of the deceased in 1946, It is
alleged thot the hacienda wes ®in 2 state of sbandonment
due to the regent wazr, It was full of cutgrowth, small
trees. It was procticslly unfit for cultivatien.” He
sdnits, however, that in August, 1946, "a very smell pome
tion of it they txied to be cleanecd and planted.*

An exaninstion of the recurds shows that the lots
covered by Tex Declarvation No, 6492 (Exh. E) were sssessed
for real property tax pumposes in 19393 the lot covered
by Tax Declamption No. 6161 (Bxh. F) in 19373 the lot cove
ered by Tax Declazstion Mo, 6162 (EBxh. G) in 19275 the
lot covered by Tex Declarstion bo. €713 (fxh. H) in 1940g
and the 1?::":-“-77“ Declaration No. 6711 (Bxhe 1)
in 1940, "It is =»n undisputed fect that the sssessed vel-

NS V1, S ¥4

» 93,840,00
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ue of resl property for real property tax pumoses does

not vepresent its faix market value even ot the time
the assessmwent is mades The assessed value is alweys
less than the fadr market value. | |

fieal property taxation was recently the subject
of an extensive study and survey by twe officials of

the FOA (now ICA) Mission in the Philippines, with the

assistance of provineisl and city assessors and other

" officinle connected with real property taxetion. In

their rerort to the Seeretary of Finsnce dated November

6o 1953, they made the following conclusionst

-{-lummumum
of land studied in this repoxt ere
tially below magket values of such land,

!
:
!
E
i

p 3
to be covered and the prepondersnce of
mercial land in the cities wmakes for a more
efficient and yp-to-date assessment pattemn,

*(b) Variations for diffevent cities

mummwwmnu.
ficialg and emp in study resent,
in wost by those cials

tdnsed ;Emt -
are bdn
mmuﬂ-mw“mmt
opinion,

*(c) The schedule of valuations used for
agsessment purxposes are applied with unwagrante
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ed rigidity and sre generally far ocut of dete
insefar 2e th-I puzport to provide a satise
factoxy basis for sssessing famm land for tax
pumposese The lack of uniformity of the retios
of assessed to market velue indiecotes that that
the Provineisl and Municipal Finence Division
of the of Finance has failed to ¢oO-
erdinate voluatiocn schedules used in dife
feront provinces, perhaps because of insufficient
st “ﬁh the Philippiness o o
o8 s@s
in valustion schedules since 1946 only very pare
tiaslly reflected increases in real property vele
wes and foxr the most part the schedules are
based on 1941 or eaxlier valuations.

"(d) As noted above, thexe is @ clear ine
ﬁuﬂnmwwvﬂudumm

bears & higher ratio to mazket value than land

in the provinces and that the retie of sssessed

to mazket value for commercial land is

than for fomm land. fNeeldential land falls be-

mm“mmﬂﬁh‘l‘i& w- )

samo general cotegory (ie.eey farm lond

srea there seems to be considerable

|

i
i
:
:
H
|
i

‘ f.r:i
il
b
s
i

be cule
1 parcels. Provinces fex
this respect, however, and in several
in sverage unit value for

i;n
558
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Taxation of fleal Property in the Fhilippines
on
Analysic and Recommendaticns, by Molville A ‘
H,Mﬂ!‘mnﬂfﬂ sor, and G, J,
sreid, Assistant Director for Hcomomie Folicy,

FOA Miesion, )

Surely, the assessments made in 1937, 1939 and
1940 cannot be accepted ss the fadd market values of the
properties in 1946, even without considezing the fact
that the value of real pxoperty tends to increase with
the passing of the years, '

But it is contended that the haciends was in a
stote of sbandonment due to the recent wary thet it wes

full of outgrowths and that it wes practically unfit for

g
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cultivation, although a» very small poition wes tzled
to be cleaned and planged, How mach of the hacienda was
tried to be cleaned and plented? Mo evidence has been
adduced to show the extent or aves which was cleaned and
plantede It appears, however, from the project of pare
tition (Bxh. A) thet cn the date of death of the deceased
there was a standing crop which was valued by the admis
nistrator at #8,571.14. The examiner of the Buresu of
Inteznal Revenue valued the standing exep at ®10,812,40,
vhich is the total of the expenses incurred in production
(See Exhe 3-C, page 23, BIR records.) The correctness
of the findings of the intemnal revenue exsminer has not
been disputeds If o portion of the hocienda was culti-
vated and plamted, and the sum of Pl0,812.40 wes agtuale
lymmupm-mm.uumm
the area cultivated and planted could not have been @
*very small portion®, If petiticners wanted 2 more ac-
curste valuatien of the estate, they should heve preved
the actual area under cultivation and the area of the
uncultivated portion, and the fair market value cof each
portions |

Also, the allegation that the haciends was unfit
for cultivation is not bowne out by the evidence. It
aopears that during the reriod of aduinistration of the
estate, the stministrstor gave advances to the heirs
in the total swount of 978,379,82 snd paid a consider-
sble pertion of the indebtedness of the decessed. The
total indebtedness left by the deceased was 144,619,
of which only 948,104,299 remained unpaid when the pro-
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Ject of partition was submitted to the probate courte
Cbvicusly, the advences to the heirs and the amounts
paid to the creditors were merely 2 part of the eamn-
ings of the estate, attesting te its productivity.

The foregoing circumstances have irpelled us to
njmmpmunmmnmmvmn«m
various parcels of land compriasing the Hacienda Tamoe
gong in 1937, 1939 and 1940 represent the fakr market
values therveof in 1946,

The seme is true with respect to the other par-
cels of land, lost of these lands were assessed for
reel property tax pumposes in 1939, 1940 and 1941, and
one pavcel of land (Tay Declaration Nol 8549, Exhe P)
was assessed as far back as 1927,

' The center of attack asgainst the correctness of
the appreissl nade by respondent is the valuation of
sugar lands at P1,500,00 per hectares But not all the
sugar lands were appraised by rvespondent at W] S00,0Ug
some were valued at Ply200,00 per hectares The intere
nal revenue examiner submitted an itemized statement
of all the properties of the deceased. (See Ix hs. 3
to 3.0, pps 2226, BIR records., ) From this statement,
it appears that the sugar lends in the Hacienda Tamoe
gong have been eppraised at P]1,5%0,00 per hectares cther
sugar lands at P1,200,00 and 21,500,000 per hectares

corn lands st P900,00 and 500,00 per hectares rice land
st P400,00 per hectarel sogonut lands at PIV0,C0 and
BS00,OU rzr hectarej snd asbacz lands at PSOC,C0 per

305
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hectares That the examiner did nct actually see these
lands is not evidence of the incorrectness of his ap-
pralsal, there being sufficient evidence of its reason.
ableness, and petitioners themselves not having estabe
lished the correctness of thelr own appraisal.

As regards the perscnal properties, the follow-
ing is a2 comparstive statement of the valuation made by
respondent and the adminietratorm

— -

e Utiles L
2. Meterial de via

Ortatilecennane  2,670,00 49 738,00
4, Ganado de labir e 360,00 BCCL, 00
5e Acgesorics y her-
6., Yeobilisrio vlj lgmgl} Z"mfx‘; '

- b Hll o

Toe Cajs weameccacn. 28,79 28,79

Frem the evidences we find that the valustion made
by respondent is neither excessive nor unreasonables
Cnly ﬂm 25 4 and & were substantially increased. In
the case of item 3, the sum of Pl19.,00, the valuation
made by the adninistretor, was reiced merely te $120,00
*to round the figures®, This liss been sesailed as arbi-
trary snd unreasonables '"e quote from the mesmorandum
of counsel for petitionerss

- A o

pesos, it is significantly indicative of the

axbitrary and rather unressonable manner ln
which the valuations placed by the adminis-

lexhibits C to Cu3, ppe 51855, C.T.A. records.
2 Exhibit 3-A, ps 25, BIR records.
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trator were increased in oxder to justify

the isposition of estate and tance

taxes. It is respectfully submitted thet

while it is an tted preposition that

the government revenue must be pretected

AT A

Memorandum for Fetitiocners, 13, 1999,

pse 3% ) .
if rounding of figures is axbitrery and unreascnable,
petitioners are equally quilty of the sawme erroz. Teo
cite » few examplest In Tex Declaration lio. 8492 (Bxh.
E), the properties described therein were appraised a2t
?76,792,53, yet the amount taken inte account as the
assessed value is #76,790,00, In Tax Declazation MNo.
6162 (Exh. G), the property was appraised at 56,234,00,
yet the amount considexed ae the assessed value is
P6,230.00, And in Tax Declarvetion Ne. 6713 (Exh. H),
the propeorty was appraised at Rl 568,75, but the amount
was reduced te ¥1,560.00,

The last item invelving the question of valuation
is the leasehold rights possessed by the deceased over
Haeiends Sto. Hfic by virtue of » fivewysar contract
of lease sntered inte by the deceased with one Marcele
Retess fespondent claime thet the value of the lease-
hold is P12,312,5C, computed on the besis of ®l.00 per
picul of sugar guota per year for the life of the lease,
which was to yun fer five yesrs, Petitioners adedt that
*the leasehold right might hove hed some value®, but
it is alleged that thewe is no evidence “thot such xight
hed 2 gagket yalups®

If propexty, or piocperty right, has scme value,
it cannot escape taxation merely becsuse the taxpayer

307
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claims it has no market valuee If the taxpayer has
made no attespt to assess its value, it is the duty of
the Commissioner of Intemmal Fevenue to determine its
value by any methed which may be considered fair and
reascnable, In the instant case, resnondent detemmined
the value of the leasehold right on the basis of 1,00
per picul of suger queta assigned to the hacienda leased
Petiticners claim £t is azbitrery without showing why,
and they have made no sttempt to prove its actual or
approximete value, In the absence of 2 wore ressonable
basis then the cne adopted by respendent, his detemminasion
has to be sustained.
second issue refers to the deductibility frem

the gross estate of a pert of the indebtedness of the
deceased which wag condoned by the creditors. Of the
total indebtedness in the awount of Pl44,619,60, the
sum of »31,204,368 was condoned by the creditors. The
deduction from the gross estate of the sum of 131,204,368 -
was di by respondents

The law allows the deduction from the gross estate,
to srxive at the taxable net estate, of claims againet
mmﬁnmuwummmm
tote is "limited teo the extent that they were contysct-
ed bopa fide and for an adequate and full consideration
umuw'swﬂh-':)!wmﬂ. Hevenue Code, )
Petitioners contend that the sum of P31,284.38 was an
indebtedness contrscted hong fide and for an adequate
and full consideration in money or money's worth, and
therefore deductible. "Ye agree +dith respondent that

308
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it is not deductible. 4: "cleins against the estate®
which the lew allows as dcdunﬁm from the gross estate
are existing claims against the estates An indebtedness
thet has been condoned is in legal effect ne indebtedness
st alle If there is no moze indebtedness by reason of
the condonation, there is no cleim against the estate
which may be allowed ss deducticne 'hether ox net the
condonation resulted in a taxable gift need not here be
dontded,) -

Certain authorities have been cited by counsel for
petitioners allegedly permitting the deducticn of such |
clajmes “regardliess <f the cellectibility of such claims
or whether or not such claims sre later paid by the eo=
tate.® The authorities cited azre not in point, HNone of
the cases referred te invelved condened indebtedness.
All of them invelved subsisting indebtedness or claiws
against the lrt;atn whigch cculd not be satisfied because
of the insufficiency of the ascets or of the insolvency
of the estates There is ¢ wide gap thet seperotescondone
ed indebtedness from indebtedness thet cannct be sotise

fied by reason of the insufficiency of funds or of the
insolvency of the debtox,
POR THE FGHSOING CONSIDBIATICNS, the elaim for re-

fund is hezeby denied. Jith costs against petitioners.

50 CHDBRED,
Panils, Cctober 12, 1959,




