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RUPERTO HOSILLOS,
Petitioner,
- Versus = C.T.A. CASE NO, 391

COLLECTOR OF INTEMAL
REVENUE,
Responcent,

R & & & & e s &6® v e a®» g

PECIIION

This 1s an appesl from the decision of respone
dent Collector ef Internal Revenue assessing against
and demanding from petitioner, fuperto Hegilles, in-
come taxes for the years 1951, 1952, 1953 and 1954
in the respective amounts of $309.00, £199.50,
22,778,00 and #14,198,.9C, tnclusive of 5L surcharge.

Petitioner, a restdent of lloilo City, s en-
gaged in farming and In the eperstien of fishponds
leased from the governmsnt from which he derived in-
come during the vaars 19%1 to 1954,

In his insome tax retusn for 1961, petitiener
declared (Exh, 1, p. 1, BIR xec,; Exh, 4, p. 89, CTA
rec,) (a) » groes incomé of #10,7€0.20, (h) a gress
expense of #3,M4,40 ftenized »s follows:

Labor and zepeirs on fishe

$ esssscssncssssscssenssce ! 24852,00
Purchase of seeds, plants,

OLCe sesccsvescensocsnsernnces 113.40
HONTS svvocecvncssncensscscnsses 28000
Taxes P‘“ vecssassecensensvaes 22. 7%

m‘t‘m PO POSEOIRPONIOSIBSOECIOREDNIES W
Total SXPORGE® cecasccsescns E‘.‘!&*&

W7 152



DECISION -
C.T.A. CASE NO, 391

» P »

(¢) a net income of #7,516.10, and (d) totsl exemptions
of §7,800,00 as head of a family with eight (8) miner
children; fer 1952 (Exh, 2, p. 4, BIR rec.; Exh, C, ps
91, CTA rec.), (8) @ gross income of #11,304.06, (b) a
gross expense of ¥9,973,32 itenized as follows: .

Labor and repairs on fishe

§ covscocorsngesrccssveccns #8.551.10
Simills ‘b‘ﬂg’. f"’ seeesssndvee 1.180.%

8§ ovossecscnssenosnsesesoseonve 198.0G

T'”’ p'“ 2000900040000 088000000 Y a’m
Izsrigation .secsencecovecscccscens 21,02

Total expenses cceveccecccccne £92973, 32

{e) a net income of +1,330.74, and (d) total exemptions
of #7,200,00 as hesd of a2 family with seven (7) minor
childreny for 1963 (Exh. 3, p. 7, B3I rec.; kxh, b, p.
93, CTA rec.), () a gross income of v 7,460,k (b) a
gross expense of 6,238,92 itemized as followe:

SOE0S seorsessnssesrostasessere HisiISMN
Furchases of seeds, plants,

.tc. RooooovesneoobrosssonGOoORIEN ":llm

Taxes Patd .cecevoscvcscccsncvscs 22,70
m‘qnlm SesePs OB GOOEEIRUOEOOOGS

A Total expenses ceocesevoacecce-26,288,92
{c) a net income of +1,297.08, 'and (d) total eiemptiom
of #6,600.00 as head of a family with six (6) minex
children; and for 1994 (Exh, 4, p., 10, BIR rec.; Exh,
By po 95, CTA rec.), (a) 2 gress tncome of #19,569.01,
(b) = gress expense of ¥12,543,14 itemized os follows:
Labor and repairs on fish-

PONCS ceesvescnssssssasescsess 312.4“092
Taxes p.id esees0s0eeETIsOEOIBIRELTY 22.70

Other expenses sesescscessovescs ___M

Total SEPLIISRS cevcecscnssne W
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(¢) 2 net fncome of #3,025.8B7, and (d) total exemp-
tions of %.600.00'10 head of 2 family and with six
(6) minor children.

On the basis of the tax retuzns, petitioner did
net pay sny income tax,

Upon examination of the income tax lisbility of
petitioner, respondent assessed against and demanded
from the former ingome taxes for the years 199], 19%2,
1953 and 1954 (Exh, 3, 6, 7T & 8, pp, 16=16A, BIR rec,)
in the respective amounts of ¥309,00, ¥199.50, +2,778.L0
and #14,128,50, inclusive of S0s surchazge.

The alleged undeclared sales of produce from pe~
tittoner®s fishpond during 1951, 1992, 1953 and 1354
were ﬁrlvod it by detemmining the percentape of the
costs of fish fry (semillas) in 1950 and 1952 to the
smounts spent for fishpond and repair during the same
peried, It appearing from the 19%0 and 19%2 tncome tax
returns of petitioner that the cests of fish fry (semgl-
las) are STK und 13%, respectively, of the amcunts spent
for fiehpond snd repair, respondent determined that the
average percentage of the cost of fish fry to the expenses
for fishpond and repair 1is 34k, (See Exh. 15ea, p, 13,
BIR rec.) 1In fine, 3G: 1is taken 2s representing the cost
of fish fry (semillas) during these years. On the see
sumption that the purchase prige of fish frv (semillas)
is #6,00 per thousand, respondent ascertained the number
of fish fry (semillas) bought by petitioner during that
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particular year., And on the theory that 3Gk of the
purchased "semillas’ survived, he calculated the number
of kilos of €ish produced at the ratio of four fish
te a kile, And, finally, at 11.00 per kilo ss selling
price, he arrived at the alleged gross sale of fish
during that partisular yesr.

However, for the year 1982, respondent adoptea
the cost of fish fry {semillas) degclared by petitioner
in his return. Following the same procecdure end basis
he emploved Ln arriving at petitioner's gress sales
of fish during ths years 1951, 19%3 and 1954, respen~
dent determined pottt}mr‘c slleged gross sales tor
1992,

The disallowed expenses consgtitute oneethird
(1/3) of the total expenses in the petitioner's returns
for 1951 te 1994, after deducting the expenses for "se-
millas”incurred during the seme years. The disallowance
was due to the fast that the expenses were not supported
by receipts and invoises. (See Exh, 1%5=2, p, 18, BIR
rec. )

There is no question that ﬁtstm: did net keep
regular books of scceunts. Similarly, it s unques=
tioned that petitioner is entitled to the totaliexempe
tion of #7,800.,00, +7,800.00, ¥6,600.00 and #6,600,006
during the years 1951, 1952,1953 and 1994, respectively.
Finally, there 1s alsc no dispute that petitiener cer-
rectly declared his gross income derived frem his rice-
lands.

485



DECISION -
GsTosAs CASE NO, 391

eadas

The issues In this appeal are:

l. Whether or not petitioner is liable
for income taxes fer the years 1951, 1952,
1953 and 19543 and

2« Whether or net petitioner is liable
for SG& fraud penalty.

In opder to establish his non-liability fer income
taxes during the years in question, petitioner mm
his deposition (Exh. Y, p. 63, CTA rec.) wherein he tes~
tiffed that, in the month of February, the cost of "bangos*®
fry ranges frem 16,00 to #15.,00 per thousand; in the
month of iarch, between #8.00 and #10,00; in the menth
of April, #8.,005 snd in the month eof May, between #5,00
and ¥8,00; that, in May 1951, he bought 20,000 "bangos"
fry at prises ranging from #5.00 te #8.00 per thousand or
a total of ¥113.40; that he use to buy fish fry as early
as Febzuary up te as late as April and May; that the rate
of survival of “bangos" fry is about 20%; that he intro-
duced the "banges” fry in his fishponds fn Anilae and
Banate, Iloile, during the months of February te iay in
order to sell fish in December; that his income from fish
products in 1951 was #9,272,%0; and that the amcunts of
his sales and sxpenses were -ntoz‘cd in small notebooks.

For the ygar 1952, petitioner testified that he
beught 110,000 "banges® fry for the total sum of #1,180,004
and that his income thereirom was +9,404,06, which he en=-
tered in a small noteboek he kept,

For the yeax 1953, he testified that #81,00 was
spent for fry,but could not recall how many theusands
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of “"bangos" fry were purchased; and that the sales
frem the produce of his fishpond amounted to r6,276.00,
which was likewise entered in a gmall notebook.

For the ygapr 1954, petitioner testified that he
bought about 15G,C00 "bengos* fry in the month of Febe
ruary at 12,00 per thouwsand; that the purchase price
thereof was inciluded in the amount of #12,498,92, re-
ported as cost of lsbor and repairs on his fishponds;
and that the sales from his fishponds totalled
#14,534,01, which was entered in s notebeok,

It has been established, witheut comtrediction,
that petitioner Lought fish fry in May 19951, snd their
cost then renged between #5,00 and F2,00, or st an
sverage of »6.%0 per thow and, However, there is no
evidence on recard as to what menths in 1952 snd 1953
the fry involved in said vears were purchased, dut,
inssmuch as it was equally eskablished that petitioner
usually bought frv as sarly as Februacy up to 2s late
as April and May, we take it thet the purchases of fry
in 1952 and 1953 were effected during easid months et an
average price of ¢2.00 per thousand., With respeect to
the cost of "bangos®” fry during the vear 1954, (¢t is une
controverted that petitioner purchased the frv in Febe
ruary of that vear at r12,00 per theusand.

It has also been established that there are four
(4) fish to a kilo, and the fieh were aold »t the rate
of $#1l.00 pexr kile. And we agree with respondent that
the afnimunm. percentage of survival of fish fry {semillas)
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£s 30% {see Mosillos v. Collector, C.T.A. Case Ne.
249, January 22, 1958).

With respect te the disallowance by respendent
of s portion of the expenses claimed, it was shown
that petitioner paid rentals for the years 1951, 1932,
1953 and 1994, in the respective amounts of #140.00,
#210.00, ¥205.00 snd $306.00 (Exh, I, ps 109 CTA rec.)}
X=2 privilege taxes in the amount of #120,00 (Exh. K,
pe 110, CTA rec.)j; and real estate taxes in the
amount of #90.80 (Bxh. L, p. 111, CTA rec.). These
expenses having been shown to have been legally in-
curred should therefore be allowed, And after sub-
tracting the em.m anount of taxes, rentals
and cost of “bangos” fry (semillas) from the expenses
clatmed by petitioner,one~third eof the residual ex-
penses should be disallowed fer the reasen that the
same are net supported by receipts (see Zamora v. Col-
lectaor, C.T.A, Case No, 234, December 29, 19958).

In sum, we find that:

221

Petitionexr's allegation that, in May, 1951, he
beught "banges® fry at & total price of #113.40 %s
not worthy of credit. A perussl of his 1951 fncome
tax return shows that the typewritten entry of ¥113.40
comes after the printed words "purchase eof seeds,
plants, etc.” It is more reasonable tescenclude that
this amount was spent in the purchase of seeds, plants,
etc. for petitioner's riceland. Moreover, in 2 case
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where petitioner intended that the amcunt appearing
sfter the printed words “Purchasss of seeds, plants,
etcs of schedule "C" of the tax retuzn as truly re-
presenting the cost of fish fry, he typed the werd
"gimilia" over the words “seeds, plants, etc.” see Exh,
2, ps 4, BIR rec.), thus clearly indicating said amount
as truly representing purchases or cost of fish fry
(simills).

As indicated In his 1981 imcome tax return, we
take £t coually reasonable to conclude that ihe agure=-
gate expenses Incurred in his fishpond smounted to
#2,8%2,00 and this anocunt includes the cost of "bangos"
fry which were purchieed in May, 1951, In default of
evidence as to what per cent of the : 2,892,00 constis
tutes ths cost of "Langoes™ fry, we are constrained te
adopt respondent®s Lasis of 4k,

Censecuently, petitioner bought in May, 13%1,
111,399 "bangos® fry for #723.64 a2t the rate of 6,50
par thousand, Of the 111,329 "banges" frv, & or
33,398 survived. 33,398 "bangos", weilghing £39,%5C
kiles (at the rate of 4 "bangos® per kile), were sold
in December, 1951 for #8,349,%, Heice, from this

computation, it appears that petitioner overdeclared
his sales of "bangos” by #923.00, whish is the dif-

ference between his reported sales of 9,272,%0 and
his actual sales of 9,349,%0, The residual expenses,
after deducting the amount of #723.64, representing
the cost of "bangos® fry, snd the sum of F192,.70, ree
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presenting rentals, privilege tax and real estate tax
for 1951, from the total expenses in the amount eof
#3,244,40 10 #2,328.06. One<third (1/3) of #2,328.06
oxr the sva of #776,02 1is therefore disallowed, The
income tax due for the year 1951 s computed as follows:

bet income PeXr retulfl .sesescssces PT,816,10
Add: Undeclared s2les soecevvcvces g Soont

Expenses dissllowed .seescece ,”!itﬁ
2:* m;.m o;ioo;;;;ioooo-oooo:-o &
w84 Teon L QNS ceecocsoe
Net taxable InCOM® ,ces0scvcessces M

Income tax dus thereon cescecessse £ 15,60

4222

During the months from February te Mey ,1952, pe-
titioner bought 131,111 "banges” fry fex #1,180.00 ot
the average rete of #9.,00 per thousand, 6f the 131,111
*hangos® fry, 3GR or 39,333 "banges" with a weight of
9,833,33 kiles (at the rate of 4 "bangos” per kilo)
survived and were sold in December, 1952 fer »9,833.33,
Petitioner made an underdeclaration of sales of “bangee®
in the sun of #429.27, which is the difference between
his actual sales of +9,833.33 and hie reported sales of
9,404,06. The residual expense, after deducting the
amount eof #1,180.00, represeating the cost ef "bangos"
fry and the sum of | 262,70, representing reatal, pri-
vilege tax and real estate tax for 1952, frem the tetal
expenses in the amount of #9,973.32 is #8,530.62. One~
third (1/3) of #8,530.62, or the sun of #2,843,54 1s
therefore disallewed. But, even with the addition of
said underdeclared income and overdec lared expenses forx
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the year 1952, petitioner 1s not liable for income tax
s shown below,

Nat Ingowe per XOLIUPN ssesecsessse #1.330‘74
Adds Undeslared #921es cascevvecces 495,27

Cxpenses dis2llowed ,,.ccccee %
Hot iNCOl® secvesecvcerssvcnscsnes 2 OL)
iLegs: F’r‘ﬂnﬂl Ex‘;ﬂ;tlm‘ senesveese W
et taxable INGGN® .evsesessereses aone

4223
For the same reasons as 2re steted in our findings

for the year 1951, we find as uawerthy eof credit, peti-
tionexr's alleyution thet his purcheses of ‘bangos” fry
in 1953 amcurted to s81.,08. Similarly, we take it thet
the sun of +0,110,60 appearing in behedule 'U" ¢f peti~-
tioner's 1995 tax re;urr. &8s expenses for 'labor fiehe
pond ard sizilis' reasemnably 1epresenis the aggregate
eupenses fncurred ia his fishpond, inglucding the cest
of fish fry. Aad in default of evicence s to what
portien of the sa2id aggregate expenses cohstitutes the
cost of fish fry, we adept respondent'’s uasis of 34k,

~ During the aonths of February 10 May . 1753, peti-
tioner bought 172,357 “bangos® fry fur #1,500,32 at the
average rete of 9,00 per thousand. Gf the 172,3%7
"bangos* fry, 3 or T1,W7 survived, The 51,707 "bangos”,
wolighing 12,926, 77 kilos (st the rete of 4 "banges" per
kile), were sold in Descember, 19%3 for F12,926.77. Petle
tioner made an underdeclacetion of sales of "bangos® fa
the sum of 26,680,77, which 1s the diﬁ;lme between
his actual sales of #12,926.77 and hie rop;zrtcd sales of
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#6,276.00. The residual expense, after deducting the
amount of #1,351.22, representing the cost of "banges*
fry, and the sum of #257,70, representing rental, pri-
vilege tax and real estate tax for 1953, from the total
expenses in the amount of #6,238,.92 1s #4,430.00, Une~
third (1/3) of #4,430,00, or the amount of 1,476.66 1s
therefore dissllowed, The income tax due for the year
1953 1s computed as follows: .

Net income per return seessesseece #1,227.08

Plus: Undeclared 82168 sovevesscs 6,650.77

.m‘.' disallowed ..c00c.
Het INCOME cuvsssvssvvsvsvssscanane ® .

Less: PersonalmexemptionS..eesees '
Net taxasble 1NCOM® coevecscossvece ¥

Income tax due Ltheredd secececees £ 100,00

254
For the reason that petitioner has lumped the cest

of fish fry purchased in 1954 with the other expenses
incurred in connection with his fishpond, and there is
no showing as to what portion of said expenses constf~
twutes the cost of fish fry, we adopt as reasonable rese
pondent®s basis of 34%, .

Petitioner bougiht, in February 1954, 264,281
*hangos” fry for #3,171,37 at the rete of #12,C0s per
thousand. Of the 204,281 “bangos” fry, 308 or 79,284
survived., 79,284 *bangos®, weighing 19,821.08 kilos
(at the rate of 4 "bangos™ per kilo), were sold in Dec-
ember, 1994 fer #19,821.08, Petitioner made an undere
declaretion of sales of "banges" In the sun of #¥7,287.07,
which {s the difference between his actual sales of
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#19,821.08 and his declared sales of ¥14,534,Cl. The
reosidual expense of petitioner, after deducting the
amount of #3,171,37, representing the cost of “bangos”
fry and the sum of ¥358,70, vepresenting rental, pei-
vilege tax and real estate tax for 1954 from the total
expense in the amount of 712,543,114 is ¥9,013.07. One~
third (1/3) of #9,013,07, ox the amount of #3,004,36
- 18 therefore dissllowed., The iIncome tax due for the
year 19%4 ts computed as followss
Net Income per return c.eseeeses ¥ 3,020,87
Add: Undeclared 8ales coecceseee  3,287.07

Expenses disallowed ...c0.s
Hetl INCONe ceecssscsvcsssncvsnes ¥ ® .

Less: Pearsonal exemptions ce.eee el

bNet taxable 1nCOmE s.eecernccens E_'i:m

lacome tax due thereon ..eevevee £__ §46,00

We will now proceed to the second ifssue. Froam the
above findings, it cun oe gleaned that petitioner under-
stated his income during the years 1902, 1953 snd 1954,
These refeated understatements compel the conclusfon that
they were intentionally made, Eu.rihomc, the undere
stated income of +429,27 in 1952 18 32.%% of the met
income of #1,330.74 reported by petitioner; the undere
stated Income of 0§,65C.77 in 1953 is G41.9% of the re-
parted net income of ©1,227.08, and the understated ine
come of F3,287.07 in 1954 g 174, % of the peported fne
come of #3,025.87. The sggregated income of +12,367.11
during the years 1952, 19963 and 1954/ 1s 221k of the
declared total income of »1,0583,.07.V Undoubtedly, these
repeated anéd Intentional understatements are substantial
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in relatien to the total zeported income. And the
circumstances of intenticnal understatement of incm.
substantial in amcunt per ge¢ or substeatial ia relatioca
to the total reperted income; and recurrence of the
understatoment of Income for more than one tax year
are jenarally recognized ss justifving the impesition
of the frauc pensity (bBaltar, Fraud Under Federal Tax
Law, p. m):) Their presence in ths case at bar war=-
rants the assesswent of additicnal B(GE as fraud penalty
(see Collector v, Heyes, U.H. Nos, L=11534 & L-115%5E,
November 2%, 19%8).
WHEREFORE,, the decisZon appesled from fs modif ted

tn the sense that petitioner is hereb, ordeyed te pay

respondent Colleetur (now Commissioner) of Interual
Revenue ur his authorized representat ive within thicty
(30) days from the date this decissen becomes final, the
zespestive amounts of #22.00, F1BT,. 50 mnd +519.(0 or a
total of ¥#699.00 as income taxes for the vears 1901,
1953 and 19%4, me).udf.n'g surgherge, comnuted 48 followss

128l

ﬁ‘t t‘x‘b“ iﬂ@&m seestae e “-'4
InGome tax Gue tRESON sseees i?%
Adds S0k SUTCHEIC® secesscses

Total amount cue and

ORI IRIN .csshessanceras m&&

1253
Net taxable INnCON® ,sevcus- -7 51
income tax due thereo) .... 05,00

Add: S0 surchargs ccecoces D250
Total amount due and col-

lﬂtfbh I 223 ZR SRR S § R ? zgviﬁ
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Net taxable INCOL® cesvscescee ¥4
ﬁ:@a;q:u e Lthereon ceecscee F‘M
. ] mm. sPee0essses ,.__lzw
Total smount due and

collectible ..00c0000000000s w

If the said amount of »699.00, or aay portion thereof
1s aet paid within the period hereof specifisd, the
surcharge of 5% and a monthly interast at the rete eof
1% from the date of delinquensy to the date of payment
shall be added to the unpaid asmount. &ith costs against
petitioner.

$0 CRDERED,

Manila, December 29, 196C.

Presiding Judge

] u«:hto Jud

- TR

Associate Judge
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