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This is an appesl from the decision of respondent
interest for 1959, 1960 and 1961 in the total amount of
06,497 06 computed as followss
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hﬁ-ﬁm is & domestie corpora ion engaged in
 the msanufusture of Jute bags and Jute sscks (ixh. 1,
Pe 99, BIR rec.) with main office at the Lraneta En-
terprises Blig., Cubso, Guezon City, wnile its fastory
' uuw-tw Bago. Negros Occidenta. (Hxh. s PPe
| 8690, BIR rec.). In 1959 end 1960, petitioner declared

. i a ioss of #:75.59 .90 (Bxhs . L, X and D, pps 32,
%7 und 59, BIR rec.). Iliowever., vpon ‘nvestiga’ion
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petitioner's gross incose. namely:

1) The comndssion of #348.99 72
condoned ~ the Phil ppine Wational
“ I..'l - .::

Bad (ot of $72,299.07 woittem ¥ im
19591

Unreported  nterest income from tne
Pina - Cerporation of the *hi  p-

=

1’ - 3 e ] «66
ié AT ,555"
(%) ::m’mhtm expenses of F24,000.00

On May 29, 1963, respondent assessed against and
demanded upon petitioner payment of the tota sum of
86 497.06, gupra (Bxhe. 5 and  pp. 22- 28, BIR
rec.). In the trial of this case petitioner s coun-
gel conceded thet the representation expenses of
#24. 000,00 1s not deductible from peti doner s gross
income in 967 (pp. 68-69, t.s.n.). Hence, the ex-
clusion thereof in the discussion of the contested
assessment under review.

The eontrover | 1. sues submitted by the paities
to thi. Court for resclution are the followlng:

(1) wWhether or not the commission expenses of
P48 997.72 ‘neurred by petitioner for prior years,
but which ' condoned by the hi . ppine lationmal Bank
in 1961 econsti ute " ncome der ved from any scurce
whatever” under Seeticn 29 of the National Internal
Fevenu: Code




‘2] Whetlss o i yespondent i@ IeatiFied 40
diamioving the ddssinias fvee petiliee's wass Lee
sa5w 4 1999 the amount = ad dahiz =iThes off in
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( Whe ' o not peti s has unreported
it Umeeee (e U Financing Corporation of the
Phi  ppines for /59, 1960 «nd 196! L. the smemals
s e Sl

Respondent ha® " ned tha peti icner .~
debted to the Philippine National B o w0
sum of P475,902.3 covering the ~=.u 190 = 960
for servi ces rendered by the - ' - = for various
trade mseceptances whe  he dank charged / cor
sion te the petitioner (Exh. 0. p. 57 CTA iy pp-
2122, t.s.n.) The said indebtedne:: of #h7° 902 3
was condoned or cancelled by the bank under = .
lution So. 1476 dated November 29. 96 = in relatien
to Resoclution fo. 625 of ‘he same bank dated Decembe
9. 955, thereby reducing petiticmer i prineipal
obligetion in the total sum - 2,549 48 .07 te
#2,200,000,00 Exhs, A and By ps 27«11, CTA rec-).

Is (0o 1960 ncome tax return (Exh. 0, pp. S4=59,
EIR rec ), peti. loner declared # 26 9Ch.M as part of
‘ts “gross income from other -urces" but failed o
declare oo part of 1t income for the said year the
balance of the condoned .ndebtedness in the sum of
P348.997.72 (#475,902.733 less P26 90k ). Conse-
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guently. “he . igating revenue exaniners considered

the | amount of #34€ 997.72 =0 part of the 9
. income of petitioner, ‘2 line ' the provisions
Reverue Fegulations Nc plinadsl v ROWD a5 AU
Ihdeme Sas Reguiaiiess, which read 25 Fwililiss
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tranga on, dependent upon e —
stances. 1f, for example, u:m {dual
fMasrae (Sorlans: 90 15 “1!?&-
congideration ' cance tholoit,—
inoome to ML O Spidk S
m“mtmmm lo
If however,K = creditor iy deefires =
Mt-mmnm-{‘mu-
eration therefor eance
-mturtnnttu-.m “um the
ereditor to mmmmma
~neluded n the latter - - income.

!rl tion to which a stookho .
forgives the debt the trans-
u,m-ﬂm-rm tnf
dividend ted Feb

39 0.,6. 18, p. 325.

Under the provisions of the foregoing income tax
regulations the cance ation and forgiveness of
indebtedness constitute an income. a gift. or a pay-
ment of diidend depending upon the circumstaences of
& particular case. In the case 't bar. we do not
consider that the amount of F348 .997.72 s © gift of
the FPhilippine Netiona Bank to the petitione . I Uy
highly uniikely that a bank would intend to make a gift
to one of it: borrowe:: Bradford = Commissione: of
interna Fevenue,K 22 T C. 07k, citing »o Cf. Noel v.
Farrot €. A. 1 15 Ped. 24. 669, certiorari dented 273
U, 8. 75). Moreover K the remissicn or condonation of
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wkiticnes's Lakiedatonoe s net oiheut by cwclBeRTElan
hoseRps the el iias o9 ssRealloTiles @ Bl wol
Safndiainees of ol lilamses, woleh wep preslcl W s
Fadiippise Mehisse’ Bask, 14 swiisel Ge the seemidvilass
et e pensommiien and pla@® of puEsal Bareld awmilhed
fined it dabn affeaf only after the appliesat =Sl
heme pedd fim Mall the ascunt of BRI, W1 0FY (Bxl. A=t
e W8, CTA Pue.) smdl “thail he aspilisesth be Foquived W
gai B MNP0 A1, plur seslh assust a8 4; s=ffloisat i
#odaes he afores=ii amount -0 $2,200,000,00" Ksh, B=1,
e 1y CTA rec. o 'n othes words, 'he ondonsiloa I %
UsinBvoinesy na ques'vion wai not graval ous because L pew
anipt w peliciesr of fMaanciel sdvantaged wvisiay
’?107!?« lg ame 00 te the eondlitises quoted above .

¥ After concluding thal the cancellation or remission
&F indebteduess in the sum o 348 ,997.72 vas not a gift
% the i ppine Jatioma DLank to ‘e pe it .oner,6 we hold
Ghat, following the provisions o fection 57 of our In-
soms Tex Mogulaidons. auora, the ssid amous. of 48, .
997,78 is a part of petitioner s (98! Income Gerived
Y any souice whetever" within the meaning of ihe
“erm “gross income” unde: fecilen 29(a) of ke Matloral
interna. “evenue Code. Uur view .s prediceted on the
Ubwesy the! whes & ezediiss cancels & Oebt as u part of
& business tosnsasifon, ‘ne debior 1s thoreby enriched
@ Mo net aseets hes been incressed, srd ‘herefore he
FaElieen taxebie incoms.
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g te e aiad el Sqaeiion 50 of @i Inocome

Tax Regulations /s “deaiicsll e oF wil=filar @i Treasw:)

Department Rogelofioas #7. 86 nme 9% (U, 8.). relaiing
s (e U, 8. Revesse Avlz of 1932, 193k and 1936, ms-
lFe Im Faolis Wieslls related to the ean-
@ luidies o indebtedness  =ilar % Seetion 50 of
w5 Income T-= Regule ons, the ™. ted “tates Supreme
Court . the csse of United States . Kirby Lumbe Co.,
28h U, 8. 1, o wried geins in net sgsets aa (ncome
In " gase, the taxpayer purchaged ts = bonds at
L dlcessat, It was held taxable on ‘‘he ‘nerease in
net assets which resulted. This heldiog wa: eonfi med
by the U. B, Supreme Coui in he =cse of Helvaviing v.
Amerises Chiils Couy 290 U. 5. 426 (See also Commi
sioner . Coastwise Trswsy Corp . 71 Ved. 24. '0%).
Pe :itiswar, however, contends that the condoned
indebtedness of *34& U97.72 eannot be considered as
"income derived from :ny source whateve.* hecense the
R S
received by it. 'l?. contention is develd of serit,
In the first plage; Psetins € = == Yo B s
lations, zuurd, ' i) ef ths
— Theen Bavs ey, doed mot distinguish
betwe . debt: for money. property. o servieces =5 con-
stituting income from other sources In the second
place; when the FPhilippine National Bank condoned petd-
llsses ' I ndebtedness on aecount of trade acceptances
and othe: - nk gervi-.c, petitioner rece ved financial
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advantages thereby increasing ts net
the finencial sdvantages received by petitioner | =
the cancellation of its  ndebtedness with the Philippine
Haticnal Bank are not exemnt from tax or excludable from
gross income Bs provided snd emmerated in Seection 29/Db)
,of the ¥Mptional Internal Revenue Code-
‘etitioner slso contends thet even assuming that
the condoned indebtedness 1s income derived from any
source whatever. the same cannot be considered se
income in 1961 beoause the cencellation of 1its in-
debtedness,. which is eonditionnl. took effect on Jan-
vary 3. 1962 when petitioner complied with or paid part
of its monetery obligation to the Philippine National
Bank, On this point, we canmot subseribe to the valid-
ity of petitioner's contenticn It should be noted ]
that the condonation of petitioner’'s indebtedness was }
made pursuant to Reselution No. 1476 of the Philippine 1
Katiconal Fenk dated November 29 196, or more than
month before the end of said year (Exh. B, p. 29, CTA ‘
ree.). Morcover K the saild condonation of indebtedness
wvas accepted by petitiomer when on December 31. 1961,
it ceused to be recorded in its books of sccounts under
Journal Vouches No. 193 the following entriess
(Pr ) Acceptance Payable - FNB - Bu75 $02.13 1

‘c' ") 1 “ o s 9 W e
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Finally the method employed by petitioner in
Mlﬁmnmmg_m* Under
m-mwnm.mmwnuﬂmu
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ing collectors and investigators to follow up the
eounts does mot Justify such write off in the absence
of sutisfactory evidence as to the mature of the efe-
Jwels they exerted to make the solleetion sueecessful,
Fespondent contends that the advences made to Mr.
| Agustin Cosculue la, former Flant Manager of the Ma-so
| Fiber Flant of petitioner, in the sume of #673.33 and
$1,602.00, o a total of #2 565.33, cannot be written 1
off - bad debts in 1959 becanse they represent travel- |
ing and representation expenses which, bs admitted by '
* petitioner, were incurred prior to 1959. Therefore,
; regspondent 1s Justified in disalloving their deduction
from petitioner's gross income in 1959 for lack of
factval and legel basis.

Hespondent alee dipallowed the deduetion of the
sums of #7,271.3% end #2211 05 representing sdvances
to and receivable from petitioner's employees and
laborers who sre no loager comnected with it. In view
of the mmserous debtor-employees znd the meagerness of
m:mmsm.mmm-m
seoounts would entall expenser axceeding the amounts
sought to be collected The deduction from gross in-
come of the said accounts should therefore be allowed

e e M L
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Daring the investigation of petitioner s tax lia-
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bility, it was sscertsined that the Financing Corpora~
tien of the Philippines. a sister-company of petitioner,
credited the latter in 1959, 1960 and 1961 the sums of
$7,358.66, #5,333.70 and #5,748.01 as interest on ad-
vances made by petiticmer to the former. Jince the in-
terest income did not appear in petitioner's books of
accounts, respondent considered the same as unreported
inccme

The evidence on record shows that petitioner re-
ceived from the Finsneing Corperstion of the Fhilippdnes
interests on advances made by it to the latter. Un the
other hand the Fimanecing Corporation chsrged petitioner
interests for the guarantee scoount on petiticner's /N8
seseptances payuble  Instead of taking up the interests
eredited to petiticner by & ecredit to the Fimanecing
Corporation end a credit to interest income, petitioner's
scocuntant deducted or off set the interest income
against the intersst expense which is bigger, and toock
up the net. In short, the interests received from the
Financing Carperation of the Philippines were alresdy
sccountad for as purt of petitioner's gross income during
the yesrs in question. Cofsequently the alleged un-
reported interest income of petitiomer from the Finaneing
Corporstion of the Failippines in 1959, 1960 and 1961
4id not exist because of the balaneing effeet of the
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interest expense snd interest income of petitioner -
sulting in the correct declaration of the net interest
income
For the foregeing considerations we find petitioner
lisble for deflcieney income tax in 1959 and 1061 in the
amounts of #2 678,60 and P60,41.96, computed as follows: |
ACR -~ WO0388 - 62/59

In income per return .. nepacsns BLPT.307 .68
n-n-.-m bad debts deduetions it

ingome tax @ue therson . T rw;,m.na

F"‘“‘%"‘” i

ACR - bO2289 - 62/61

Net lose IR ssssbbncesbsassosen i
Adds AGRITScas) inecme snd i
unallowable

WIEHEPGRE . respondent ¢ deficiency income tax
assessuent appealed from is heredy modified. Fetitioner
iz ordered to pay respondent or his duly authorized col-
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" leetion agent the smounts of #2,678.60 and P60 Wh1.96,
or a total of #63,120.56, as deficiency income tex for
1959 and 1961, respectively. If the saild deficiency in-
m“.mﬂp&lh!‘ﬂlﬁtﬂnﬁﬂﬁ”}m
from the date this decision becomes final and executory,
petitioner shall also pay s surcharge of 5% of the unme
paid smount, plus intercst of 1% & month computed from
the date this deeisien becomes final until paid, provided
thet the maximom smount that may be collected as interest
shall not exceed the amount corresponding to a period of
three (3) years. Without proncuncement as to costs. '

S0 ORDERED.

Quezon City, Lecember 29, 1966.




