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The respondent asecesed againet the petitioner

computed as followss
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mt “ﬂh on m:o 31’ 19“ W - i -
Net worth on Jan. 1, 1946 cvecercnne
Increase in net worth during

ar -
Adds n-ru-m personal and

living expenses —

Total net income -~
Lesst Perxsonal and ldd:lumul

exemptions - USRI

H-t t“lhh 1“‘“ L Pp VU ——

Tax due on 9106,222,96
Lesss Tax assessed and

previcusly paid ————
D-ﬂu-nq income taX eeweccemeccc-e
50% surcharge -
Deficioncy tax snd SUPEhATgE ——e—e-

H.tmwm- 31. Im . N A N
Net worth on Jan, 1, 1ME eecceneces
Incyrease in net worth during

the year -- ——— SR
Adds t personal and-
Totad Sut Snoens e

Lesst Personal exemptlon eececewcees
Net taxabkle income i =
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the sume of 742,205,604 and P40,916.98 ae deficiency
incowe tax and surcharge for the years 1946 and 1948,
respectively, or a total of P83,212,62, itenized and

7136 ,224. 75

P106,222, 96
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Tex due on *10?9113.74 . - - - Qﬁ.hﬂﬁ.bﬁ
leses Tax assessed 2nd previoue -

1y pold eecccne= —— :Z%;,&,L
- Deficlency incme t0¥ eeccomccccceee ® 27,277.99
O ﬁumhlm D A L L T T o )
Deficiency tex snd surcharQe wesecee * A(

The assessment wae arrived at by means of the net

worth methed, Reepondent found, after investig=ticn,
that during the yeare under revioew petiticner zequired
steets not reflected in his income tex returns. Accord.
ingly, he proceeded tc establish the “opening net worth*
of petitioner for 1946, that is, the total value of peti-

 ticnex's assets as of January 1, 1946, snd his closing

net worth at the end éf ssld year and the years follow-
inge 1t was found that during the year 1946 petitioner
hed increased his net worth by ™106,222,26, the income
tax due on which was P29,669.17, but he paid only the
sum of *1,472,08, sand in 1948, his increase in net worth

wae P1C1,6123,74, the income tax due on which was P28,025,.%0

but he raid only the sum of »747,5), Hence, the assess~
ment,

Petitioner sought a reconsiderstion of the assoss-
mont, but before the case could be heard by the Confer-
ence Staff of the Buresu of Intemnal Revenus, respondent
issued 2 warrent of distreint and levy to enforce cole
lection of the amounts sssessed against petitioner. Fee
titioner immediately filed his arpesl with this Court,
at the sdma time seeking the issuance of a writ of in-
junction teo prevent respondent from enforeing the war.
rant of distraint and levy. In ite regolution of May
20, 1995, thie Court issued the writ of injunetion,
which was affirmed on arreal to the Supreme Court.
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(See Collector of Internal Revenue v, Jose Avelino,
Ge Re Moo L5202, November 19, 1996. )

In the course of the trial of the case on the merits,
the parties sulmitted o partial stipulation of facts
(see ppe 104.106, C.T.A. pecords) in which petitioner
admitted certain assets and respendent admitted an in.
debtedness of petitioner in the sum of »l1,908,19 incur-
red in 1948, thereby reducing the mumbezr of the conteste
ed items in the computetion of the net worth of petition.
er during the years under review,

After terminstion of the trial, both parties submite-
ted memoranda in which they admitted that petitiomer
had a deficiency income tax lishility for the year 1947,
petitioner claiming thet the amount of the deficiency
is #492,41, while respondent cleims that the amount is
»5,978,25, including the 50X surchazge. As the appesl
covers the years 1946 and 1948 enly, this Court ordered
the regpening of the case to enable the parties to amend
their pleadings, »

On February 16, 1960, petitioner filed an smended
petition for meview, and en February 25, 1960, resgfond.
ent filed his amended answex. The amended pleadings
placed in jssue the income tax liability of petiticner
for the years 1946, 1947 and 1948,

On the basis of the stipulsation of facts and the
additional evidence presented by the parties, the assets
snd lisbilities of petitiocner, both admitted and dis-
puted by the parties, which have been taken into account
in the computation of the cpening net worth of petition.
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er as of Januaxy 1, 1946, and his increases in net
worth during the years 1946, 1947 end 1948, are susmare
ized belowt
MET WORTH (ASSETS LiSS LIABILITIES)
OF PETITIONER OH DECEMBER 31, 1945,

CONSTITUTING HIS OPENING MET WORTH
AS OF JANUARY 1, 1946,

Assets? Lex Bespondent Pax Petitionex

l' c.“. PQ“.I.

(Savings a/¢) P 700,00 700, 00
2. Cash, P.N.B,

(Curzent 2/c) 5,000, 00 § 4 C00, 00
3, Furmniture & Fix-

ture 7,000, 00 7,000, 00
4 Jove 4,000, 00 - o0
9. Cash on hand ) 100,00 AT (30, 00
6. Land & improvement,

Assetss Eex Pespondent [Pax Detitionsx
1‘ T.. po"nl‘
2 m a/e) P40, 006, 73 P40 096, T3
»
Curzent 2/c) 1,326,323 1,326, 33
3, Investment of J,
Aveline, Talisay
Lumbe r 28,000, 00 o
4, Investment of Mrs,.
Je Ml.lﬂ.
Talisay Lumber 1,006, 00 - w =
5. Investment, Avelino,
Bagtas, Alzate &
Coe 8,000, U0 o
6. Land, Exmitafic 80,000, 00 B0,000,00
7. Land, @uazen City 8,800, 00 8,800, 00
8, Land, Quezon City 8,200,000 8,200,00
9% l'ul.lm & fiz-
ture 7 4000, 0O 7,000, 00
10, Jewelry 4,000, 00 5,000, 00
ﬁ: Land :"w S e
Pas m m
Webdliciens T L 3oiooic0 . 3oico.m
Net werth at the end
of the year ?136,224,85 9103,224, 8%
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Less net worth at the

beginning of the
Increase in net wo

during the year

b oo 20001, 79

18.201.79

e kaZlErl a2l

NET WORTH ON DECEMBER 31, 1947

Assetss Laz Baspondent
ie Ca;h. INR ose) ——
av c L
2. Cash Lu':‘gv 10,000, 00
" 3 Investment of J,
Avelino, T-liuy
Lumber 28,000,00
4, Investmant of Mrs.
Jo Aveline,
Talisey Lumber 1,000,000
% Investment, Aveline,
Bagtas , Alzate &
Co. 8,000, 00
6 Lend, Ermitadio ‘ 50,000, €O
7. Land, Guezon City 8,800, C
8. Land, Quemon City s.mm
% Lend & improvement,
Tulueta preperty 70,000, 00
10, Four buildinge,
Cuezon Cit 35,000, 00
11, Land, Exmitafic 25,948,000
12, Furniture & fixture 7 J0004 00
13, Jewelry 4 ,000,00
14, Cash on hand 10G3 0O
15, Land & improvement,
umhﬁ o w
s
Net worth at the end of
the yeasr PL179,729. 19

Less net worth at the
beginning of the year A28 224, 6D

Ineresse in net worth
during the year

o
Although this

tionexr, Annex A
item s admitted
of facts.

QELER

Eaz Petiticnex

B 165.9],
10 Q00,00

50, 000,00
8,800, 00
8,200, 00

70,000, 00
35,000,00
25,948,000

T 4000, 00

5.001. o0
104, OO

AR

—26.100. 1)
$146,729.19

Aida228a50
'm'

smount of 2)0,000,00 doss not
appear in the computation of counsel for peti-
ndgd to their memorsadum, this
petitioner in the stipulation
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Assated
le Investment of J,

Eunn. Talisay

»

Investment of Nre,
J’ Mm.
Talisasy Lumberx
Investment, Ml&m.
m.‘-. Alzate &

Ao l.lld ® ixmitafio

& P

-6 =
NET WORTH ON DECEMRER 31, 1948
Eax fespondent EPax Petliticongx

P28 ,000,00

1,000,000

5,000, 00
50 900G, 0O
22,000,000

70,000, 00
31,904,00

70,4000, 00
25,948,00

7 4000, 00
4,000,00

- - o=

#80.,000, 00
224000, 0O

70,000, 00
31,904, 00

70,000, 00
25,948, 00

7,000,400
8 000, 06
10000

LHLEER

103,080, 79

From the foregoing statement of the aseets and

labilities of petiticner,

as presanted by both parties,

the disputed items may be summarized as followss

1. Assetss

le Jewelry
2, Cash on hand on
Jan. 1, 1946
3¢ Investment in
Talisay Lumber -
Je Aveline

Mrs. J« Avmline

fe nyeatae, Alzate

Lo

» 4,000,00
100,00

28,000, 00
- 1 4000, 00

5,000, 60
202

Eax Sespondent Esx Petitlonex
5,000,000

47 4300, CO
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I1l. Liabilitisas

le Lean from Nosario
G::; de Hays in
1

2+ Loan from Angela
e Butte - - - 20,000, 00

In addition to the issue in regard to the disputed
items of assets and liabilities enumerated above, ‘the
fellowing issues have been vaised by petitionexs (1)
that the net worth methed can not be applied to the
case of herein petitioner; (2) thet the imposition of
the fraud penalty, the SO¥ gurcharxge imposed by Section
72 of the National Intermmal Revenue Code, is not proper;
and (3) that the right of the Government to sssess the
deficiency income tax in this cese has already prescribed.

We will firet take up the issue in regaxd to the
propriety of the anplication of the net worth method to
this case. ‘Tha legelity of the application of the net
vorth methoed in htlminjng unrenorted income for income
tax puzpeses is now a settled matter in this Jurisdic-
tiony| (Ses Perez v. Arsneta, B.T.A. No. 189, February 13,
1956, affd. in G. & Mo, L-10507, May 30, 1958; Reyes
ve Collactor of Int. Reve, C.T.A. Mo. 42, July 26,

1956, affd. in G. R Nos. L-11534 & L-l1568, Nov., 25,
1958, ) It is, however, contended that respondent has
not complied with one of the requiremente for the epe
plication of the net '#ll'th method to the case of peti-
tioner, that is, the establishment, with reascnable
certainty, of an opening net v-trq to pexve a9 2 start-
ing point from which te calculate futuze increases

in the taxpayer's assets. It ies alleged thet the core
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rect qpeung nat corth e petitlorer 2s of Jenuary 1, -
1946, vaici is eouivalunt to ole closing net serta as
uf Depceuber 31, 1043y is FT8,500. 7Y and not PN G179
sa found by sespordents Ae shown oR nage 4 4 ZLESe
the discrep:ncy ir lhe valwe of petiticnex®s psnets
s¢ of Janusry 1, 1946 lics In the allegeticn of retde
tionaxr that the totel velug of hie jewel:ry at the timg
wal YDyl 10 1, not TA K7L 3¢ sppreised by vespondent,
and thst the ascant ol cash he had on fand 2t tie Cime
was PAT, 00 0, not Fl1O0L,00 g vstimatad by vos- o donte

lggncrndert aprreisad the value of Hetiticnexn's
Jowelry at *34,000,00, Fetitioncr Sestifled thst the
value was *540 helse o gvituute, other fLusn netitlon
er'e tastimony, was Hyerented z¢ Lo the wvalus af ©
jewelrys "o dc not think we would be Juatifiad in over-
suling the T{inding of an-‘mnhmt-mh ly en the basie
of the testinony of celitlonezs We may grant thaty Une
dgr ths clreumstancesy il vee lipossible {or etition-
or to precsant docuwmentory evidence aes %0 the value of
the Jewelrys In such gese, the buet gvidsnes would
be the Jewols thomaolvese 1f they had Desn szescnted
in evidence, this Couvt would have had an oppoertunity
to make ite or@ arpreissly, %ince petitionar eew fig
to withhold the evidence, ' sre conetzained L0 ruge
tadn the ﬂmﬂﬁq of rgapendent,

The other disputed item in tne opening net werth
of vetitioner is the cash on hand on Jahuary Ly 1946,
Fetiticner claims that te had on hend, not denosited
in banks, on said date the sum of PAT,300,00 n the

v 204
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other hend, mespondent estimeted that he had only
P100. 00 on January 1, 1946, 2100,00 on December 31,
1946, 100,00 on Decerber :."-1. 1947, and ¥100,00 on
Deocember 31, 1948, Petitioner admits the correctness
of respondent's estimate of his cash on hand on said
dates, except the cash on hand on January 1, 1946, on
which dote he insists that he had 247,300,000,

It is alleged that m'-ud cash of 247,300,00 was
part of the net income derived by his wife from her busi-
ness in 1945, The records show that Mrs. Avelino filed

~on March 20, 1949, 2 tantative income tax retumn for

the year 194%, showing a gross income of »55,000,00,
without claiming any m. derived from sales of
shoes and from the cperation of a3 restaurant and bax.
Mrse Avelino also filed on the same date (Maxch 30,
1949 ) another fantative ineczme tax retuzn for 1946,
showing a net income derived from ssles of shows, wine
and whisky in the sum of #7,929,70, The said retums
of Mre. Avelinc were filed after a Sgnate Investigeting
Committee had already started the investigetion of pe-
titioner, among others, for tax evasion. It aleo ape
pears that petitioner filed his own income tax zetumn
!ul‘“lﬁﬂlmﬁﬂh-ntmfulﬂ)urﬂ-
suary 28, 1947 xeporting as his only income his salary
from the Senate, To the question appearing on page 4
of the retusn “Hias your wife (er husband) income from
sources independent of your own?®, petitionex's mnswer
was “None®. Under the circumstances, we are aleo con-
strained to sustain the finding of respondent that peti-
tioner had enlv BIOL.O0 in ssah an hamd as Tomooe— 3

8 05
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1946, in addition te what sppears to have hm deposit-
ed in the Philippine Watiocnal Bank.

The desue in regard to the two disputed items in-
volved in the computation of petitioner's opening net
worth having been resclved in favor of respondent, we
find that th. opening net worth of petitioner as of
January 1, 1946 has been correctly established. Consew
quently, the pyepziety of the spplication of the net
worth method te the case of herein petitioner can not
be validly assailed.

We now come to the other two disputed items in the
list of petitioner's essetss (1) investment of petition-
er and his wife in Talisay Lumber Co. inm the sum of
$29,000,00 and (2) investment in Avelino, Bagtas, Alzate
L Coo in the sum of #95,000,00,

If is alleged that petitioner and his wife never
invested in t;u Talissy Lumber Co, But the articles
of incorporation clearly show that petitioner subscyibed
for 28 shares at P1,000,00 per share and his wife sub-

t\
i sexibed for 1 shoze, o  totsl subsexiption of 729,000.0,
|
l
\

It is stated in said articles of incomporation thet all
the subsexibere sctually paid in full for their subscmip-
tions, and that its Treasurer, the wife of petitioner,
received the payments for such subseriptions., Petitione
er and his wife are both signatories to said document,
which wae executed under oath, and filed with the Secuxmd
ties end Exchange Commission. %uch declarastions in a
public document can not be lightly disregarded. A per-
son who willingly snd voluntarily executes » public

document and files and registers the same in a govern-
v 206
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ment office as requized by law, knowing the contents
of sald decument to be false or untrue, must be prepared
to suffer the consequentes of his own voluntary acts.
The finding eof respondent that petiticner and his wife
had intwested in Talisay Lumber Co. the sum of P29 ,000,00
must be sustained. The seme holds tzue in the case of
petitioner's investwent in Avelino, Bagtas, Alzate & Co.
in the sum of $5,000,00,

The disputed items in the list of petitioner's
naﬂutlnmthwlgduﬁ,un.m from
Rosarxio Gray de Hays snd another loan of #30,000,00 from
Angela M. Butte. There is no question as te the capacity
of the alleged creditors.to extend the loans to petition-
er. The guestion is whether or net the loans seally exist-
eds During the investigation cenducted by the Senate
Investigating Committee in 1949 of the charge of tax eva-
sion against petitioner, the latter and his wife were
afforded all the opportunity te prove the sources of
their assets and their liablilities. The alleged loans
from Rosario Grey de Mays and Angela M, Butte were never
mentioned, (See Final Report of the Special Committee
Investigating the Charges Filed Against the Former Sen-
ate President Josa Avelino, deted Apwil 7, 1949, Bxh.
4.) We cannct in censclence reverse the finding of yes~

that said loans never existed.

As regards the frowd penalty, we have held that
intentional understatement of income, substantial in
amount pex s or substantial in relation to the total
reported income; intentional overstatement of deductions,
substantial in smount par 2§ or substantial in velation

. 207
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to the total reported incomej and recurrence of the
understatement of income or overstatement of deductiocns
for more than one tax year, are among the circumstances
Justifying the imposition of the fraud penalty. (See
Perez ve Areneta, Slpra, ond Reyes v. Collector, gupza.
citing Balter, Froud Under Pederal Tax Law, 2nd eds
229537, p. 226, J‘j

Respondent hes established that, by the applica-
tion of the net worth methed, pretitioner had a net taxe
able inceme in 1946 of P106,223.06; petitioner reporte
ed in his income tax return for said year a net taxable
income of #0,298.99, For the year 1947, it has been
shown that petiticmer had a'net taxable income of
PA3,504,34; petitioner reported in his amended return
for seid year 3 net tewphle income of $12,215.96. and
for the year 1948, it has been shown that petitioner
had 2 net taxable income of 38,885,813 petitioner
reported in his fncome tax retumm a net taxable ine
come of P3,360,00, Yo believe respondent has properly
imposed the freud penalty following the doectrine laid
down in the cases of Pexrez v, Areneta and Reyes ve. Col-
lector, SupXa. | |

Prom what has been said in regard to the fraud
penalty, we find no difficulty in resolving the ques-
tion ther or net the fight of the Government to
nesess deficiency tax im question has prescribed.
Under Section 332 of the Revenus Code, where the e«
turn filed by the taxpayer is false or fraudulent,
the tax or deficiency tax may be sssessed within ten
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years from the date of the disecovery of the falsity
or feauds. In this case, it is not denied that the
ﬂulﬂlﬁ. was made within ten years from the date of
discovery of the fraud,

POR THE POREGOING CONSIDERATIONS, we find peti-
tioner liable for deficiency income tax and surcharge
in the sums of P42,295,71, 95,976.25 and »9,514,20,
for the years 1946, 1947 and 1948, respectively, or
a total of P57,788.16, itemized and computed se fol-
Llowss .

Aose
Net taxable income in 1946 ---- 2106 222,06

Tax on PlO6,223,06 eeeemew= P 29,669,22
Less previously assessed

g:m tox — m

hndek e b

Mlmc;mt:m
chazge e RIS

247
 Net taxable income in 1947 wwe m

Tax due on 43,504,384 cememmen= P 8,361,22
Less tax previously

Net taxable income in 1948 wuwe B 28585, 81

Tax due on PAB,0E5,8l ewecewes F 7,0890,31
Tax pmtmlr nuaud

paid -—
?.;ie.im SO St T—&m
Total H — m

tax L surcharge - BenBaBSld, 20
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Deficiency tax &
surcharge for 1946 wmceeee= P 42,295,71

Deficiency tax &
surcharge for 1947 eewcecmeew 5,978.25

Deficlency tax &

surcha for 1548 eeccea- m
GRAND TOT - -
liotes For the computation of the net taxeble

incomes for the years 1946, 1947 and
1948, see pp. 4-6 SMDERs

As prayed for by respondent, petitioner is hereby

ordared to pay the sum of P57,788.16 within thirty

days from the date this decision becomes final, If
the said amount, or part themsof, is not paid within
sald pariod, there shall be added to the unpaid smount
5% surcharge and 1¥ monthly interest from the deate of
hummy‘tu the date of payment. With costs against
petiticnex,

S0 ORDERED,

Manila, July 9, 1960,
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