KEPURLIC OF it PHILIPPINES
COURT OF TAX APPEALS
OI'E70N CITY

A. SORIANO CORPORATION,

Petitioner
~ versus - C.T.A. CASE NO. 2951
COMMISSIONER OF INTERNAL q//
REVENUE, :
Respondent. g//;,@ Y
Ea=es= -------X

DECTIGSION

This suit brought by petitioner A. Soriano
Corporation for tax credit of the amount of
B415,075.19 as overpaid income tax for the year
1974 poses the question of whether or not res-
pondent Commissioner of Internal Revenue was
justified in his refusal to permit deduction from
the gross income of petitioner of an alleged,_
indebtedness ascertained to be worthless and
charged off in the said taxable year.

As shown by the pleadings submitted by the
parties and records of the case, it-appears that
petitioner is a domestic corporation engaged in
business primarily as general managers of certain
corporations. It is authorized to invest in other
businesses and to own property.

On April 15, 1975, petitioner filed its

income tax return for taxable year 1974 declaring
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therein a net taxable income of B20,580,121.46.
(Exh, "1", pp. 60-69, BIR records.) Upon inves-
tigation of said return by respondent's examiners,
the disallowance, among other items, of bad debts
deduction in thes amount of ®1,039,239.85 was
recommended. (Exhs. "2%, “2FA", pp. 79-81, BIR
records.) As a consequence thereof, respondent
assessed and demanded from petitioner, in a letter
dated Apxril 19, 1976, the payment of the amount
of B540,007.35 as deficiency income tax for 1974,
the details of which are as follows:
1 97 4
Net income per return — = = - - - - ~ ~ P20,580,221.46
Add: Unallowable deductions:
(1) Administrative Expenses -
not supported -~ - 197,347.46
(2) Bonus - 1972 expense -  65,000.00,

(3)  General Expenses -
personal and/or

, not supported - 50,448.58
(4) Bad debts - still

collectible 1,039,239.85 1,352,035.89
Net income per investigation - ~ - - - B21,932,157.35
Tax due thereon - - = = = - = -~ B 7,666,255.00
Less: Amount already assessed -~ - - - 7,193,042.00
Balance - = = = = - -~ -3 473,213.00
Add: 14% int. fr. 4-16-75 to 4-19-76 - 66,794.35
TOTAL AMOUNT DUE & CCLLECTIBLE B 540,007.35

(Exh. "3", pp. 93-94, BIR records.)
On April 27, 1978, petitioner filed with res-
pondent a claim for tax credit, asserting that the

disallowance of bad debts deduction finds no legal
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hectares surface area of timber stand. The
timber stand, however, belonged to a logging
concessionaire, the Victoria Range Forest
Resources, Inc., hereinafter called VRFR for
short. VRFR has a small sawmill in the area of
its forest concession, and sold its logs and
timber products locally. (See pp. 3-5, t.s.n.,
hearing of June 19, 1979.)

To enabhle it to conduct its operations,
VRFR bought some of its machinery anrnd equipment
and leased a greater part thereof from the
Makati Leasing Corporation under terms and con-
ditions set forth in a lease agreement entered
into with the latter. (pp. 6-8, t.s.n.; Exh. "B".)
On its part, petitioner executed an Undertaking
And Guaranty in favor of the Makati Leasing Corpo-
ration whereby it agreed to guarantee performance
by VRFR of all the obligations called for in the
lease agreement. Petitioner's‘undertaking as
set forth in the document is as follows:

"l. WHEREAS, the MAKATI LEASING COR-

PORATION, a corporation organized and exist-

ing under the laws of the Philippines, with

postal address at the 6th Floor, Insular

Life Building, Ayala Avenue, Makati, Rizal,

has executed a contract of lease dated

May 21, 1971, with VICTORIA RANGE FOREST

RESOURCES, INC., & copy of which is hereto
attached and ma@e a part hereof as Annex 'A';
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"2, WHTREAL, the atoreseia VIUTORTA
TANMNGE FORETST RESCURCES, INC. as lessee,
and the MAKATT LTASING CORPORATION would

not have exocuted the contiact or lease
o1 equipment specified 1n the Schedidle

attached to Annex AY wrthout the solidary
quarantee of A. SURIANG ¥ CiA., and the
latter has agreed o guatantee peiformance

hy the leasee of atl its obligations ¢
the lessory under the sard cobtract,

"NOW, THEREFORE, for ana in consider -
()L ti‘]t. L)Y S L56Gn A~ ‘L;(.)H‘I’ \T,J 4 ClA. ¥

{a} Guarantee unto the MAKATL LFASTNG
CORPORATTION the prempt and Full pertovm-
ance by the lessee VICTORLA RANGE FORpST
RESOURCES, INC. of all its obligariong,
including the pavment of the rents and
othey amounts due ot which shzsll here-
after become due, ta the sard corporation
under the aforesasid contrvact of Lease;and

DY (Indey takes to remit. to the said
MARKAT T LEASING CORPORATION at its afore-~
said postal address all the rents and

tlpr ohligations 1ncludiog inguvance
premiums, license and registration feos
and othev charges under the contract of
lease.,

Tt 15 underztood that the above
aJuaranty ig etfifective and entorceable
independently of the existence oy non-
existence of funds pertaining to YICTORTA
RANGE FOREST RESOURCES, INC. and in the
Ppos3ession of A, SORIANG ¥ JFA.”

As VRFR lagged pehaind in 1ts scheduted opav-

It

W

nts of rentals, the pakatil lLeasing Corporation
soliectred directly from petitioner who paid the

accounts., {(Exhs. "C" to "C~14", "M" to “AA-1"
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Tt appears that all these paymentis and advances
For the account of VRFR exceeded BL,0051,739.83.

S Ll ™
{Bxhs. “CaOU & "DRYL)

J}'

Petitioner, ©n saveral occasions, sent
demand latters for peyment of the advances mede

by 1t to the tlakaty Leasing Corporation, but

!

In the tarnter wvavt of 1973 and eaviy pavt
of 1674, VRVR =zold 1ts macshinery and sequipment
14

for BG05,400.00, which it furned overy Lo peti-

-+
[
o
o
72
~
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in partial pavment of 1ts obligations,
(Bxhes, "K" & "L"; "CC" & "DPD".; Considering
petitioner's collection efforts, against the

fact that VRPR sold its machinery and coguiphent
and ceased logging operations in 1974, and the
bleal wicture reflected hy the latter’'s financial
statements {Ixhs, "I1I", "1-1" to "I-4"}, peti-
tioner ascertained in 1974 that the VRIFR deht

vas worthless and uncolliectible and charged oft

as pad debts in that vear the amount of 21,051

.

(Lxbh. "BBYY  Petitioner clalmed thevefore the

sum of PL,05%1.,735.83 as bad debts deduction in

1

its 1974 income tax

da
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F
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return, O i3 omount,

cspondent refused however o allow deductic
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in 1674, VRI'R having been shown to be incapable
of paying its obligations or of reimbursing
petitioner of thes payments it made, 72 claim
of subrogation is thus made by petitioner.
Contrariwise, respondent malntains that
rthe existence and kastis of the indebtedness of
VRFR to petitioner has not keen proven. Res-
pondent contends that petitioner’s payment of
the obligations of VRFR did not give rise to a
debtor-creditor relationship between them because
nowhere in the undertaking and guaranty, not
from the evidence presented, could there be found
an unconditional obligation of VRTFR to repay,
should it be remiss in paying the rentsg and other
obligations arising under the lease agreement
with the Makati Leasing Corporation. Hence,
the amount so paid by petitioner cannot be
considered as worthless debt which could be
charged off. Respondent further asserts that
the propriety of bad debts deduction was not
shown by petitionerv.
Although petitioner herein, pursuant to
the undertaking and guaranty, was depicted as
a guarantcr of the obliggtions of VRPR, its

liability was primary; an insurer of the debt
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not the solvency of the debtor} and required
to pay if VRFR did not comply with its obligations
without benefit of excussion. Thus:

"2, WHEREAS, the aforesaid VICTORIA
RANGE FOREST RESOURCES, INC. as lessee,
and the MAKATI LEASING CORPORATION would
not have executed the contract of lease
of equipment specified in the Schedule
attached to Annex 'A' without the solidary
guarantee of A. SORIANO ¥Y.CIA., and the
latter has agieed to guarantee performance
by the lessee of all its obligations
to the lessor under the said contract."”
(Undertaking And Guaranty, supra.; under-
scoring supplied)

In other words, the Makati Leasing Corporation
did not rely solely and exclusively on the ability
and capability of VRFR to comply with its commit~
ments but rather on petitioner's representation

and undertaking of being solidarily liable thereto

in the performance of the obligations called for
in the lease contract. Having guaranteed VRFR's
obligations in such manner and under such circum-

stances as to constitute petitioner, in practical

effect, the primary obligor thereof, a debt did
not spring into existence by payment of the cbliga-
ticns, and the amount paid thereof is not deduct-
ible as a debt found to be worthless and charged
off within the taxable year in the computation

of its net taxable income. (Florence O.R. Lang,

ERRC 25

- 144
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it is not entitled to the tax credit of the
amount of $£415,075,19. ‘the claim thercof
should therefore be denied.

WNHEREFORE, finding no meri£ in this appeal,

the above-entitled case ig hereby dismissed,

with costs against petitioner.

Juzzon City, March 3C, 1982,

WE CONCUR:

m& . REVES L)>

Associate Judge

e —



