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This is in connection with the petitioner's claim
foxr uiupd of the sum of Fr8,000, 00, representing alleged
ovarpaid income tax for 195%5; and the respondent's countere
¢lainm against the foxmer for pavment of #1,766,00 as de-
ficiency income tax for the said vear, plus S surcharge
and L6 monthly interest thereon, and £307.73 as Tt sure
charge for late pavment ef the second instaliment on the
income tax.

The uncontroverted facts are as follows: PFetitioner,
a corporstion duly organized and existing under the laws
of the Philippines, is engaged in the production eof movie
pictures. On October 2, 1951, st petitioned the Court of
Industrial Relations [ase o, 598~V (32)7 to lay off 44 of
its workers and laborers, who are members ef the Philippine
Movie | fetures workers Associatien (hereof referred to as
Association), on the ground that it wes losing in the ope=
ration of its business. On the strength of the ozders of
the Industrial Court, dated November & and 24, 1951, the
petitioner laid off the said workers and laborers.

Howsver, the Supreme Court set aside the lav off
order as premature, and directed the Court of Industrial
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ARelations tu hear wnd receive the evidence offered by the
workers. On August 8, 1993, the Court of Industrial Re-
lations ovdered petitioner to reinstate the laid-off workers,
and, by 8 subseguent decision of Hovember 7, 1953, “teo pav
back wages o the worxers fnvolved, from the time of their
lavoff, 1.90., from November & and 24, 1901 to the date of
their reinstatement,*

On appeal by petitioner, the Supreme Court, in a de=
cision dated iav 31, 1955 (Premfer Froductions, Int. vs.
Philippine dovie Ptcmrg: workers Association, G. A HOe
L=7338), affirmed the decisions of the Industrial Court
ordering the reinstastement of the latd-off workers and pav~
ment of their oagk wages. " The decision of the Supreme Court
becane final en sugust 9, 19585,

Fursuant to & previeus uvrder, the Industrial Ceurt
Examiner computed the back wages of the laideoff workess
from lovember 8 and M, 1921 to July 21, 1955 to be in the
amount of ¥312,000.(v.

With the intention of effecting a reduction of its
11abg1ity for back wages under the judgaent (t.s.ne pu 13)
and settleomnt eof all its imbor disputes with the issocise
tion, the petitioner, on Uecember 3, l906, entepred inte a
"Compromise Agreemenl” with the former, binding itself te
pay the Associstion ihe asmount of { 20,0000, pavable as
followss CUne Fundred Thousand Yeeos i 100,000,000}, within
fifteen (15) davs frem the signing of the syreement; and
Une Hundred Thousand Fesos (#IQ0,000.00), within thirty
{(30) davs from the date of the first pavment., On Deceuber
18, 1956 and January 22, 1987, the petitiocner paid the

294

e e e — R A S



VECISION
CeToA. CASE NU, 332

o B w

amounts of 300, 000,00 each, oz the total sum of
¥ 00 400000,

Meanwhile, un April 2, 1956, the petitioner, which
follows the accrual methed of ount ing, filed its ine
come tax return feor the vesr 1;9_?3. reporting a taxable
net {ncome in the amount of #71,947.93, Ca the basis of
this reported income, it paild incone tax in two equel
installments of #7,154,% on iay 15 and August 22, 1956,
“lmti'"lﬁ

Upon investigation of the petitfenex’s tax liability
for 1955, the respondent determined that the former's net
income ifrom (ts business of producing movie pictures amcunted
to ¥79,021,77, and frem the Premier High School ¥2,707,70
or a total of #8],799.47, instead of the reported sum of
FT1,947,93. Consecuently, he assessed a deficiency income
tax In the amount of #1,766.00,

On the theoary that the sun of ¥ L0 00,00 patd to
the Association constituted laide-off workers® saleries
from 19921 to 19%5€, the petitioner apportioned equally the
smount of FROL00.U0 to five vaars and allocated the re=-
sulting quotisnt of #4C 00C.COU ss back wages for the wvear
1955, This allocation of ¥40,000.,00 is now sought to be
deducted from the petitionar's returned income for 1995
in the asncunt of »71,547,93.

On Decamber 10, 1907, the petitioner iiled with the
respondent Collector e c¢lainm for refund of the suxm of
¥6,234,00, which after deducting the admitted 1ydt deffe
ciency income tax amounting te il 766,00 represents alleged
overpavaent of 1950 income tax.
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In view of the respondent’s failuve to decide the
claim fex refund, the petiticner, on Mav 15, 1998, filed
before this Court the instent petfition for miﬁ. seeking,
anong 'others, the refund of the sum of #8 000,00,

Oon June 27, 19%8, the respondent filed his answer
te the petition, interposing s countexclaia ayainst the
petitionsr for the pawment of the sum of V1,766,000 es de-
iumf!atm tax for the vear 1995, plus s surcharge
and Le monthlvy interest thereon, and the amount of +307,73
3s 5 surcharge for late pavment of the second installuent
on the 19%% tncome tax,

During the hearing of the case on 1%s merits, the
petitioner sdmitted tts lisbilitv for the pavment of
£y 766,00 as deficlency income tax for 193%, and ¥357,73
as %% surcharge for late pavment of the gecond installment
on the 1955 income tax,

The onlv fssues presented fer our detemmination are

the following:
1. Whether or not the smount of F4L 000,00,
allegedly the back wages of the
laid-off s for the vear 1950, is deduct-

Ze whether or not petitioner is liable for

S and Lv monthlv interest on the

¥ 766,00 iciency income tax due for the

vear 1955, :

The petitioner contends that the amount of 40 ,000.,00,
which is a pert of the » 200, 000,00 Lt pald to the Association
in 1996 and 1957, constitutes opdinarv and NeCeSSATy INEINEess
oxpensej and the obligation to pav this ameunt accrued in
1955, Consequently, it is suggested that it is deductible

from its income for th-hm wear,
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Upon the etiwzr hand, the respondsat asserts that
the petitioner’s Liabilitw to pev the disaissed workers
became fixed in 1956 when the compromise agreement with
the Association was entered inte, and, therefore, the full
amount ef #300,000,00 bhecame deductible in the said vear,
not in 1955, Hence, his implied rejection of the peti~
tioner's c¢laim for the deduction of the allocated #40,000.00
from tts 1955 gross incomse.

The basic test whether an expense item mav be acerued
1ies in the question of whether liability fs fixed. (Lucas
VS, ‘merican Code Co., 780 U35, 445, 74 L Bd 338, eiting
UeSe Ve Anderson, 269 U.S, 422, 70 L Bd 347,) And the gen~
eral rule is "that an cxp-;\u agorues in the vear in which
all the events occur which determine the liasbility and fix
its amount®, and “{f the liability is contingent and 1its
smount unsettled, the expense dees not accrue.” {(Canten
Cotton Mills ve Uslsy 94 F Supp 361, 966, glting Jecurity
Flour Mills v Commnissioner, 321 U,5. 281, B8 L ed 7]0,)
“here the expense iftem is subject to a litigation, it is
safd to ’hl contingent and lisbility to pav become fixed
only after the entry of the final judgment, (Virginia Stage
Lines, Inc., v. Conmissioner (1951), 16 TC 557, 5623 Thorne,
Heal & Gouy Inc. v, Commissionsr (1928), 13 5TA 490, 495,
&iting Brighten Mills v, Commissioner, 1 BTA 392, etc.y
Lepman Bros. Co. w. Conmissioner, 40 BTA 793y lighlend
Farms Corp. v, Comnissioner, 42 BTA 1314.) Hut when a
judguent of a lower court establishing a 1iabilitv is ap-
pealesd, the liability is definitelv deterained upon final
determination and affirmation by @ court of final resert
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(Farmer®s National Bank of Rome, d.¥Y. ¥ Coumissioner of

Intvrfﬂ.m. 6 BTr 7‘0)‘
In the case st bar, the liasbility of the petiticnexr

to pav the back wages of its laid-off workers and laberers
became fixed and definitely detesmined in 1995 whea the
decision of the Gupreme Court of May 31, 1950 sifiraing
the onder of the Industrial Court became final (Farmer's
National Bank of Rone, NeV, ve Comnissioner of Internal
Aevenue, SUBERJ)s The liabilitv or obligeticn of petitioner,
which operates on an accrual wethed of eccounting, te pay the
back wages having become fixed fn 1955, the whole sum of
F200,000,00 acerued La 1985 and W*M""K/
The full amount of ¥ Q,C00.00, not merelv the alle~-
cated sum of »40,000.,00, secrued and Le deductible in 1955
because liabilitv for expenses as determined bv the litige=
tion is not related te, and does not take effect as of, the
time when the monev cught to heve been paid, (See John A,
Laukenau Cos Ve UsBsy 46 £ 2d 158,) However, since the pee
titioner has asked onlv for the deduction of #40,000,00
from its 1995 gross tncome and the carresponding reedjuste
ment of the tax for the same vesr, we find it unwarvanted

to grant more than what was praved in its petition for re-=
view,

while the petitioner’s reported net iIncome for 1305
fell short of his actual net income for the said Q.-H:, thus
giving riee to a deficiency Lncome tax of £1,766,0C, for
which it admits lisbility, nevertheless, the petitioner is
not liable for the pawment of U4 surcharge and 1k menthly
interest therson becasuse of our finding that, in the final
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analvsis, an ovarpavzent of (ncome tax for 195% was nade
bv the petiticnez.
Ypon the admission by the petitioner of its lisbie

ity fce paveent of the counterxclatmed amount of #1,766,00,
we find the petitiocner lieble therefor, However, the
respondent's deteraination of 387,73 cannot be sustained
in fulle It is te be noted that this sum of +357,73 re~
presents oo gurcharce on the second installmeat of #7,15%4.%50
which the petiticner failed te pav within the time pres-
cribed Lv law, G5ince, #% hereafter computed, the tetal
inccme tax due from the petitiomer for the vear 19%5 {s
80TS0, and up to the dete fixed Lv the respendent for
the payment of the second fnstallment on the income tax
the petitionzr haed paid only 2 tetal of #7,154,%, there
is therefore <ue from the petitiorer ofter said date the
sum of :9X .50, on which shall be gcomputed the sureharge

f % (see Ssc. b1 {e), Tax Code). Consequently, the pe=
titioner is lisble for the pavment of P46,02 as e sure
Charge.

m HE FORBW LG WHNSIDERATIONS, petitiocner is

entitled %o the net refund of »6,187.98, as overpaid

income tex fox the vear 1989, computed a3 followss

Het income from production

nf novie gtctuus as pex

Investigation eesenssessses + T9U2L.TT
Less: Allocatnd back wages ., _40,000,00

et income subject to tax ... L2l 7T
Income tax due thereon at R sevesensses I T,804.,00
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Net income from Fremiere
High schecl as per ine-

IgAt1ION ceccovvesvoncons !‘?.zg 7. ZE

l’.ﬂt“ tax due thereon at 10% ssseace &
Total income tax due for 195% cno..o: HM
Leass Tax Paid seessscsssssecnsessons W

Overpavnent on income tax for 1990 ., ¥ 6,234,000
Less: Ui surcharge for late o
paynent of IOW .0 ceevscsncens ___mz

det refund due PeLItiOoNOTr covssescces W

The respondent Commissioner of Internal Aevenue {8 herebw
ordered to refund to the petitioner, fremiere Froductions,
Inc., the amount of +6,187,98, Without special proncunce=
ment as to costs,

& GIDERED,

Manila, August 18, 1960,

RERY g1 e
Fresiding Judge

Assoclate J-

-

T e

Agsociste Judge




