REPURLIC OF THE f'HILIPPlNEE !
COURT OF TAX APPEALS
QUEZON CITY

NA™IONAL DEVELOPM.NT COMPANY,
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- versus - CeTsA. CASE WO, 2276
COMMIGETONLR OF INTWI NAL
REVENUE, .
B.‘?@M"m. -
X = *» o » o = @ = ®» w w ®» omn =F% ‘\Lh‘r)
. VOO
RESISIOH

Petitioner has sppealed from the decision of
respondent holding it lisble rer deficiency in-
come tax amounting to 3,386,663.40 covering the
fisecal years ;nd!.u June 30, 1963 to June 30,
1967.

In 1¢s mau tax returns for the said fis-
oal years it was made to aypear that petitioner
sustsined losses. MHowever, in ‘tho annual reports
for sald years submitted by its Manager to the
Bational :eonomic Coordinatar, 1t appesrs that
petitioner derived nmet profits, ss follows:

¢ VY 1962-1963 00 cc0enee0e. P1,283,033,09
 PY 19631968 .ecscescnee 3,182,917.20

PY 19681965 o.ceseveoss 3,241,870.03

PY 1965-1966 seccesecese 1,612,702,24

PY 1966-1967 coccreoeess 1,640,063.07

Besed on the profits reported in the saigd
annual reports of the Maneger ef potifﬁm,
respondent assessed against petitiomer defi-
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cieney income tax, jlus intornt, in the agre-
 gate amount of ?3,366,“3.50,' Having fatled to
sscure a ree:rsideration of respondent's deci~
sion, petitioner has appesled to thlsCourt.

| Petitioner tried to show thet 1t setuslly
sustained loases, instead of, mﬁtn. in view
of the losses sustained in the operation of
three num-gning vessels m.r-t-d w 1t throeugh
the Maritime Company of the Fhin.p;:-l‘.nn, which
losses were nut rcn‘nm u the ;fmul
anmual rcporta. Buponﬁam nntnd to recognize
saild losses: And even 1if petitioner mmuy ,
sustained losses in the mrﬂién-nf its ocean-
going ves-els, such. laasoa were not dedugtible
from pthiom'a im":n- from ﬁthlr J.xmn of
business as thn {rcome of its :h:l.pplnc ‘business
was exempt t‘ran 1mo-c tax !nrnuan‘r to Republic
et No, 1k07. It is al’ ~eged thet whﬂ'c a8 cop~
poration is exempt from ineome tex 1_:: the opers-
t1on of ons line of business, it 1z not nnt:ltiod
to dedust lo'u‘uA ;mtnim. in sueh busipess from
ingome derived from {+s taxsble business, eiting
Marcele iteel cnrpuuﬁég v, ’cdlce*ur of Inter-
nel Revenwe, 0.%. fo. L-12401, Ogt. 31, 1960,
109 Fhil. 921.

Th question whether or mot petitioner

o

by 27TBL



DECISIOR -
CeTehe CASE NO, 2276

- Y

derived profiss during the taxshle yeoars in ques-
tion was also ventilated in the Court of Indus-
trial Relations in two cases instituted by the
‘Fational Development Company imployees and Work-
ers' Union ageinst petitiomer Yor unfair lasber
practice, 1In Case No. W619-ULP, the Court of
Industrial del tions found peu*imr 0 have
made s profit of ¥3,001,W5%,11 for fiscal years
19636 and 196465, and ordered petitioner to
pay itz employees : bonus a_t:‘# of the net pro-
fits 1ia sccordance wltﬁ i*s &Jiccttn bargaining
agreement with the uplq'u' union. The said
decision was nﬂ+ arpealed. ; | | |

In the other case (ﬁan o, 5207«-8&?), eow-
ing fiseal years 1965-66 and 1966-67, the Court
of Indwtr!d helations also hrua!nd nin peti-
‘tioner's Mmlon that 1% vas nndu- no oilign—
tion *o g:lvc & bom to tta_aployua as it guse
talned losses, and petiticner was ordered, as 1n
the first case, to 'pn,yta-immfs to {ts employees
of 7% of 1ts net pr.fitl'in the aaﬂnnt or
#3,292,766.21. This case was appesled to the
Supreme Court vhich sustained the deeision of
the Court of Industrial Relations. Said the
Supreme Gnurfi
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The petitioner's eontention ths* no
bonus is availeble for the simple reason that
the company 'necurred heavy losses, is refuted
by the fact that vhe WC General fanager, in
the eompany's annusl report %o the Pusi&o,nt
of the FPhilirpines, reported P.OPITS, which
the NDC General Mansger has not denled.

The repert of the Corporate iuditor“that .
the actual finanecial status. of the company
after allegedly deducting taxes and owatlond

nses, was in & state of loss, based as it
1= on a iifrmm sccounting procedure, does
not alter the situation. is correctly analysed
by respondent CIF; : :

'Admittedly, the anmusl report of
the NDC General Manager is separate
and distinet “rom the asudit repert of
the corporation auditor. ™his 1s so
besonuse the corporation suditor, as a
representative of the General Aunditing
Office assigned to work 4in the r n-
dent (herein reti*ioner) company,
separaste and Ms*inet from respondent
nanagement, #While both reports were
claimed *o fairly reflect the finan-
eial condition of the company and 1ts
units and also the r esul*s of the
operations during the fisecal yearps
ended June 30, 1 and June 30, 1967,
and that they were prepared in accora-
ance with the generally aceepted
scoounting and auditing practices,
procedures and prinmeiples, the two
reports showed, however, ‘ifferent
resul*s. The annual rejorts of the
Geperal Manéger showed net profits bdbut
the audit reports of +the corporction
anditor indleated nct logses.

“The difference lies in the faet
that 1n *he agcertalimment of the net
profit of ths company reported out in
the XD (eneral Manager's reports the
'Ali-Inclusive or Clean Swrplus' theory
of accounting was applied under whigh
procecure of mt income determination
the capitel geins and s xtraordinary
charges or ecredit: are inecluded in the
ingome statement. In the audit reports
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of the Corperation Auditer the
‘Current Operating Comcept' of
sgccounting was used under which
rrocecure >aly the ordipary ar
npormal income is taken up as in-
eome dtﬂing.tha perisd of oparae
tion but the extranecus or extra-
ardi::g inaome and dlso expenses
perst ng *o prior years are cre-
dited or debited to surplus account,
In other words, the difference is
only in the asccounting procedure.
Sut essentiaily the incomes derived

o from different sources, whether

. ‘grdinary, normsl, extraerdinary or

‘:tmmh:mzf :ctm}lyh:mu and en~
rieh the coffer of the company™
(ope =6, Deeizionj pp. %549 rec.).
{!latlomi Tevelopment any v. :
FEC Empl s and Workers®' Union
Gu%e Mou 132387, Aug. 19, 1975.)

That petitioncr derived profits, instead of
* losses; during the taxable yvers in question has
been foreslosed dy *he aforesaid decision of the
Supreme Court, Ii-. fs inecomgeivable that petitioner
dnpln:! profits for purposes of the eollective
bargeining egreenent wi*h {ts employees but sus-
tained losses for purposes of the Income "ex Lav.

In.ﬂw of t?m !‘uu.ain;, the decision appealed
from must bey as the same 1s hereby, sustiined. Mo
costs, |

80 ORDERED.

weson City, December 3, 1979

P O 2l '
ROWAN M. DALY
Fresiding Judge

o NGEPANISLAO K. .'i.Lu:-.}g?

Associate Julge /-
RAMON L. AVANCENAp : ©=
Assoglate Judge 279



