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DECISZSION

The substantial guestion nosed by this case,
s5 we see it, 1is vhethar a caxpayer on an acerual
basis, wvho does not accrue and report the proceeds
of a judgmeat in the year of entry, because of
clear inebility of the judgment debtor to satisfy
the claim by reason of financial conditiean, should’
accrue and repeort such progeads as {ncome in late
ter m(n years of m receipt, =21 fixed and
detarmined im an amicable settlement entered into
by the taxpayer and the judgment debtpr,

s parrated by raspondent, following are the
uncontroverted facts that gave rise to the pre-
sent controversy:

"Petitioner 15 s domestic cerporation
composed of 'merican and Filipino stockhoclders,
In the ysars undar review, it was engaged ia
the plantation of rice, corn and cocomnut and
cattle raising, all situated in “fari, Sime

dangan, Zavcoanga del Mgrte,
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.1t appears that Mr, John Rocmer, the
president of the corperatiocn, being an
Americsn, was ia continuous hiding during
the Japanese occupation, TO protect the
interest of the corporation, particularly
its cattle, Fr, Filemon Lycasan, who owaned

. a cattle ranch adjacent to that of petiw
tioner's, was appointed overseer, After -
tha war, petitiomer discovered that prace
ticelly 2ll its cattle were found in the
ranch of My, Filemon Lucasan and forthwith
demanded the return thereof, N, lLucasan,
contending that the cattle beleonged to him
and not to petiticner, filed am action fer
racgvery with damages im the Court of First

Instance, “asboangs del Norte,* After duwe
hearing, the court rendered its decision
thereon on June 30, 1952, the diupotttivt
portion of which seads as follouns

*Adjudicatimg to the Siari vali-y
211 the cattle that msay be found ia the .
cattle ranch of Filemon Lycasan, specially -
the 321 heads that had been entrusted to
his care as receiver or trustee of this -
Court, and ordering the defendant to
deliver to the plaintiff all ssid cate
tle or their value amounting to 740,
- 008,00 to pay damages te tha “ilari Vale
- ley Estate for the 400 heeds of catgle
that he scld since 1946 up to the dats
. of the triel st the rate of P100,00 per
head or P40,000,00, plus imterest at
the rate of 6X from the date of the
trial of this case im Jamuary, 1951
and to pay the costs of the precesdingsd,

and the aforesaid dpeision was effirmed oa
appeal by the ‘upreme Court omn ‘ugust 31,
1“3.1? S Mo, L=T046 (n. 5’4&.5:11 ra=
cor :

4 .

. ;
Please ses Mesorandw dated June 15, 1970 of the
Revenué District Officer for the onal Director,

Region M9, 20, Zanboasnga City, (op. 32, BIR ree
cords) .,
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As Mz, Lycasan was thea in fisancisl
distress and unable to pay the P40,000,00
representing tha 400 heads of cattle he
seld and the interest thereon amounting to
3 2,00, or a total of P7L,000,00, an
smicable settlement was formulated whereiy
Mr, Lycasen would liguidate the aforestated
amount of 772,000,000 im six (¢) snmual ins-
tallments at the rate of P123,000.00 per
instsllment, In sccordance with the fore=
going agresmant; petitiomsr received the
installments for 1965, 1966 and 1967 which
it duly reported sz income for those yesrs
and pJ.d the corresponding taxe: thereon,

it is the position of respondant, howe
ever, that the r40,000,00 a to peli-
tioner by the triql court repre ted the
value of the 400 heads of catitle sbsconded by
Mr, Lycasan snd was, therefore, merely a
return of cepital, vhat comstitutes incoue
subject to tax is the 6X interest awarded
0 petitioner in the form of damages which,
as computed, amcunted to P32,000,00, And
considering that petitionar uses the accrusl
method of accounting, the entire 733,000,00
should be declared as income in 1965 ca the
basis of the “upreme Court decision dated .
August 31, 1965, entitled "Siari Valley Es-
tates, Inc, Ve, Lycasan", G.5, Ho, L-T046
(pe 1, HMemorandum for Petitioner), Conse~
guently, the taxpsyer hed an underdeclaraticnm
for 1965 in the emount of #20,000,00, Decause
it had zlready previously reported the amount
of P12,000,00 (p, 55, BIR records)., For taxe
-able years 1966 and 1967, it included in its
returns the instsllments of #13,000,00 re-
caived per year, thus overpaid its income tax
in the amounts of 72,563,920 and 92,3576,00,
respectively,

Based om the above findings, the defi-
ciency sasecssment in gquestion was issued, Omn
feptember 0, 1971, 2 warrent of levy om real
property was issued, which was duly served
on petiticner on September 14, 1971 (pl.36,
EXIXR records)] Im a letter dated April 1,
1971, and rediterated another letter,
dated September 17, 1971 (pp. 30-313, BIR
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records), petitioner protested the assess~
ment, The protest was denied by respondent
in a letter of the Regional Director in
Zawhoanga City dated October 20, 1971 (p.
28, HGIR records), P=titioner further ine
sisted for & reconsideration of the as:zess-
oeng (pp. 26-27, UIR records), Finally,

. respondent, in his letter of August 29,
1973 (pp. 18-19, BIR records), denied the
aforesald pretest.”

It should be added, however, that potie
tiomer filed ancther petition for reconsilere«
tiom dﬁttd January 12, 1974 of the denial of ree-
pondent aillts protest which he hi!liiflillﬂid
and signed undsr date of August 29, 1973, (Exh,
"B", Pp. 45-48, CT7 records,) without rendering
& deeision on such y-titiun..rntpqndnpt instead
issued & varrant of levy to smforde collection’
of the tax a!.zu-lm_l.ﬁ-hr Rim which was served
on petitioner on August 21, 1974, (Exh, "A",
"A=l", ps 44, CTA records,) FHence, this appeal

" which was filed om September 8, 1974,

| 1f petitioner made its f:ﬁurn' on e "cash”
bamis, it is obvious that it was correct for it
imcluded in its roturns the 1n-ta11m;ntn of 711,
000,00 actualdy received p-r'feaf. on the other
hand, 1f petitioner reportad on the "acerual"” ba=
48, then we must decidv whather or not the iﬂ.ﬁ .
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ttpreiut.-d. Ly tha 6% iatercst awarded to petie-
tioner u' the form of damages amsunting te #32,000,
2C accrued and vas iuluﬂbh in gross income in
1965 when the decision of the “upreme <purt dated
August 31, 1965, in "“fari Valley Estates, Inc,
Ve Lucasan,"” G.i, Mo, L=7048, var rendered and
probably entered, |

wittingly or uawittingly, p!titimt doas
Bot sesw to kaow whether tt kept its books and
made its returns om an accrual or cash basis,
-J.tmh its argumants proceed on the n'uuu"ptl.ll
that it is on the cash basis, (See pp. 95=96, CTA
records,) Respondant rays in his memorandum “that
petitioner uses the accrusl method of accounting”
(ppe 88, CIA records) and this is borne out by
the reports of his uxaminer: who Luvestigated the
" aooke and income tax retﬁnu of petitioner. ™we
income tax returns filed by petitioner during
the flnt: in guestion (see BIR records) state
categoricelly cthat such raturans sre wade 70 the
basis of sccrued income and expaensas. For the
purpone of this action, we will accept that pe=
titioner kept its books and made its returns on

the acerual basis of accounting, Conseguently,
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the principsal prodclem 45 the time vhen iha income -
the amount of »32, ndu.'oo representing igterest swarded
to petiticner im the form of demages-accrued.

This brings us to the definition of the word “ag-
crue”. The udimr' law dicticnary meaning s "to
grow %oy to be added te; to become a prasent right
or demand; to rise, to happen, to come to pasa,”

(1 Bouv, Law Die, (Rawle's Third Rev. 111.) In
Codoliey Accrued, p, 761, 4t i3 said: “Accruel, as
the past temse or preterit of the verdb, has been de-
fined as unpiw: sequired; erose, becane due; be-
ceme vested; came into sxistencey fell dues has arie
seny made Ar executed ﬂturdn. occurred; received;
vested; was created; was incurred; was in existence,”
(See M, ulhnii Co. V. Commiscioner of Intersal Re=
venue, (90 ¥.(24) 932,) But such a generzl defenition
wust ba comsidered in comnection with the use of the
word, In other words, what is the meaning of the
vords “income mucrumi® as wsed with reference to im-
caome tax returns? |

NMeither the Income Tax Law nor Revenue é-qull-
tions Mo, 2 defines qr‘ provides when income accrues,
in Lucas v, North Texas Lumber Co., 481 U.5, 1),
74 L.E4A, 668, it is held that .um-l da@c not ace
crue uatil there is “umconditional liability” on
- behalf of a party to pay it to the taxpayer, 1In
Continental Tie & L, Co, v, United States, I86 Uef o
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290, 76 L.2d, 1111, it is imdicated that income ac-
erues, when there i: a "right te paymwent,” In North
“American nlliConaolq v, Burnet, 286 U.5, 417, 72 L,
Ed, 1197, it i» -tctéé that “1f a taxpayer receives
earnings under a cleie of right sad without restrie-
tion as to its disposition, he has received income
which he is required to return, even though it may
seill be claimed that he is not entitled to retain
the money, 2nd even though he way still be adjudged
liable to restere its equivalent. 18 Spring City
' finqdry cu..v.'Cn-nluQinnqr, 282 U5, 183, 78 L.B4,
1200, it is maids “ﬁn-pinq -eeo@:t- and ﬁukinq re~
turns on the accrwal basie, as distinguished Ifn- the
cash basis, import that it is the right to receive
and not the actual receipt that determines thie i
clusion of the amunt in gross imcome, Whan the
right to receive am amount becomes fixed, the right
sgcrues.” In United Btatss v; dafety ﬁci Hepting
& Lighting Co., 297 V.5, 88, 80 L.Ed, 500, it is
indicated that income accruer when the liability
is uncuntested and certainm, |

Iﬁ Lichtenberger-Fearquson Ce, v, u-lgh (C.C.A.‘)

84 v,l24), 570, it was held that:
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“Under the accrual systes of account-
ing where an item is definitely ascertained
as to its amount, and acknovwledged to be due,
it hes ‘accrued®, To guote from the decision
of the United “tates hoard of Tax Appeals in .
. the case of Apreal of Cl.rence ESchock, 1 B,.T.A,
$28. ‘*Under such system of accounting receipt
of inCome-actusl or constructive- 1: not es=
sential to constitute income within the sta-
tutory definition of income, Under an sccrual
system of zccounting one aecrues income, he
does not receive it, Under the receipts and
dishursements mathod, one receives Income
and does not accrue it.,®

In addition to these ceses are those Jdealimng

with the time of accrual of deductions, such.ss
tlltﬂ.fixpdllil. lozses, and deprecisticn, In
United Scatss v, ‘oodward, 256 U.5, 633, 65 L Ed, 113},
At is seid that a deduction accrued when it “became
dn-.'fyi- Uniged dtlt-- v, hndnrlnm, 269 U5, 422,
70 L uﬁ::~141. 1t is hqld th:t a asduction aCorues
uh-n lll the -rn-t: have -ucurrad "which fix the
~emount of r.h- cax and determine the liability of the
licfp!!tr to pay it." in American Wational Gu; Ve
United States, 274 U.s. 99, 71 L 4. 946, it is
indicated that 2 ﬁiductiun is accruld uhnl it ll
:ifftfr'd' ’ In United States v, 9,5, 'hli- n-llul
ufg. 1..:. 274 v, ., 398, 71 L.2é, 1120, it is said

" that losses "which are fixed by identifiable avents”

are accrued, Ia vedss v, v“iener, 273 ﬁls. 123, M
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LeEd, 720, it is said that a "loss sust be actual
and present, nct meraly contemplated as more oF
lees sure to occur in the future," In Lcas v,
American Code Co, 280 U.5. 443, 74 L rd, 538, 67
h.&.ﬁ. 1010, 1t is said: “Generally sptnkinq,

tM income tax lew ir concerned conly with r-lllud
losses, a2 with reslized cains,”  "ee, clzo Burnet
v. Logen, 283 ©.:, 404, 75 L,Cd, 1143, Surnet v,
Huff, 288 U.5, 196, 77 L.=24, i?u.‘f’

| .From the above exprescsions, it is apparent
that ths ﬁia-::l definition of "accrued” is limie
tead when taken 4in cqanietiﬁn with 1nnan- returns,
we may conclude that iacome hns not accrued to &
taxpayer until there srises ta him a ft:-d or
unconditional right to receive it, (K, Lizbes &
Coe Vo Commissionar of Internal Revenus, %0 7,(24d)
- #32,) o |

!ﬁ ltf. only the rignt to r-c-ivu has been

annlidnrtd. Must we also eanniﬂer th& sraspect -l
realizastion on that right hy the Laxpayeri? 1In
other worde, vhen ihe right to recslve arises,
-lhuuid'the fact that the right is or is not ¢col=
lectible be taken into cﬁnsia-rution iJ dttir-illl'

whether income has sccrued? e believe thnt no
" {

\
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income accrues unlass there is a Eelsonlbla Q@Xe=
p-:t#qcr that the richt will be convarted iato
nanny'nr ltsl-quivnlant. Commissioner v, BErowm
(C.Cure 1) 54 ¢,(2¢) 381 Cora Exchange Bank v.
United “tates (C.C.h.2) 37 F.(2d) 347 ‘utomobile Ins,
COe v..ﬁunmisuinuor (Coeaho2) 72 P.(24) 265, Com=
missioner v, Brooklyn k.5, Corp. (C.C.2,2) 79

o r.(édl‘EBB. 83445 1 Fiul & nt:tkns.hpaw'af F-dlril
| Income Taxation, 557, 1il.73, It; also, American
ciger Co. v, Commissiober (C.C.A.2) 66 P,(2d4) 428,
certiorari denied 290 Uu.S, 699, 78 L,2d, 601; Hel=
vering v, Russian rinanﬁq‘& &on:tructiﬁ# Ear.

(COE'AIZ} 71‘ro{zdi 124. 321.

& the complete dafinition would tieretors

seem to be thot iacome acofwes to & taxpayer, \
wien thers srises to hil\l, txad'ar unconditional
right to receive it, 1fk%Enrr iz a reascnable exe
- pectancy that the right will be converted inte
money or fts nqg;yglung,.iﬁ,'btqhes & cv; Ve
Commissioner of Internal Revesue, Suoga.) 7

| Now going to intarsst which is the income
iten. invelved in tha ocase at bar, 1;?ﬁrllt'1l ok=-
dinerily accruable vhem the right to f‘i‘ii‘ it is
Eixed, 2nd not when it is actually r-dptiod: but that
. 4% is not acecruable as long se a rll‘ﬂ?l‘ll aoube

\
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exists as to the smount that is collectible My
roason of the finamcial condition or imsolvency
of the debtor. (ipring City Co, v. Commissiomer,
292, U.t. 182, 54 5.,Ct, 64; 1, Liebes 4& Co, v,
Commissioner, 5 Cir. 90 7.24 932y Corn Exchange
Bank v, United States, 2 Cir., 37 P24, 3y Jee
maica vYater Supply o, v. Commissioner, 2 ‘elt...
12% r,24, %123 Clipton nig., Ce, v, Commissioner,
137 r. 24, 290,) Besring this rule in wind, it
seems clear that the interest im the entire asount
of 32,000,000 swarded %o petitionsr im form of da=
mages wit not entiraly accruable in 1965 m the
decision of the Supreme Court in the Siari valley
Estates case was rendered, g

The records show that the oollectibility ef
the entire item was still opan to reasonable ques-
tiem, A5 a matter of fact, ss stated by respoadent
himself, Mr, Lucasan was thea ias such “financial
dutnoi and unable te pay ths 40,000,090 repre-
senting the 400 heads of cattle ae sgld and the ine
terest thereon amounting to P32,000.,00, or & teotal
of #72,000,00", that “an aicubli settlemant was
formelated whereby kr, Lycasam would liquidate the
aforeststed amount ef. ?72,000,00 in six (8) annual
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installmants at the rate of P12,000,00 per instale
iment.” And "In accordance with the forsgoing age
reswent, petitioner received the installments for
1988, 1966 and 1967 wvhich it duly reported az ime
come for those years and paid the ﬁurr--punding
taxes thereon.” (p. 88, CTA records,) The cole
lectibility of the item wae thers!afo established
beyond all ressenable doubt im the ysars 1965,
1966, 1957 (amd other succesding ysars) in so-
cordance with the terms and lcllftiull ef che ami-
cable settlement entsred into w‘ i-ttumr and
Mr, Lycasan., It was only them that the income for
each year accrusd to petitioner vhen there 3rgse
to pétitioner a fixed or wnconditiomsl cight %o
£essdve AL, couploed with a rgpgsonsble expectancy
shat the cighf sould be converted into mobey ok

Accerdinmgly, the assessment of reapondent
deted Pgbruary 25, 1971 against petitioner Siari
Valley Estates, Inec., for deficiency income tax
for 1965 and 1968 in the amounts of P5,041,07
and *101,47, respectively, cennot be lultltlil.
The wvarrants of levy on real property issued and
which vere duly served on petititoner on Septen-
ber 14, 1971 and August 21, 1974 are hageby dece
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lared without force and legal effect,

-

HEREFPOREL, the Aeciszjion asppealed from
should be as it iz herady reversed, #Ho costs,
80 CGRDERED,

Uuemon City, October 18, 1976,

AMAYTE ’
Augact

- BOTANISLAG Ro Ak

Presiding Judge

A
ANTE C€ ROAGUIN
Associate Judge
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