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Petitioners have appealed from respondent’s final
decision assessing agalnst and demanding from the late
Florencio Feyes deficiency ineome tax for 1964 amounting
to ﬂ}f.}ﬂ.'ﬂ, computed as followss
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dn Mereh 18, 1969, Revemue Axaniner 3leavenide T, ‘
Lobrin lavestigated the decedent's 1964 individual income
tax return, Hs reported to respondent Commissioner of
internal Reverme that, in 1964, the sales of the decedant's
real properties made by him personally during his ilfetine
are subject to the ordimary galns tax under Section 3% of
the Hational Internal Hevenmue Code, the pertineat pertion
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of vhdch reads as followss

(I) "‘:- &f.lﬁ . M s

assels™ asans

as
has been m‘? T more twelve months,
xx xx xx xx xx xx
The heirs of the late Floreacio Reyes protested the
above-stated assesswent on two grounds, nameiys (1) the

seld assessment is illegal end iavalid beesuse it vee not
issued agalnst the "estate of the ssid deceased"; end
(2) his heirs were mot given the opportunity to explain
that the real propertiss sold by their decsased father in
1964 were eapital assets,

. Patitioners' protest was denled and dlsregerded by
the respondant Commissicner of Interaal Revemme wvhen he
issued a wvarrant of distraint and levy sgainst the dece-
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dent's estate. lience, this appeal.

1he main issues submitted to this Court for reso-
Jution are the followings

(1) ¥hether or not the 1964 deflicliency income tax
assessaont issued pmanlﬂ agalnst tiu decpasod
Floreacio Keyes was

(2) ¥hether or not iLhe ts realized in 1964

of his, <

the decedent from the sale his real properties loe
in Tarlec and Mlocen were capital gains,

LILET Jpslg

Patitioners emphaticslly contend that sinee the dise
puted assessmant was issued personslly sgainst thelr do=
censed Tather snd not against the decedent®s estate, the
assessoant in guestion is vold gb foitiae It is to be
noted, bhowever, that under ‘ection 51 of the National
Ilaternal Reveuue Code, before and after its ssendment, in
relation to Gection 193 of levemue Regulations No, 2, other-
wise imown as the Income Tax Regulations, all ineome tax
assessnents ahall be issued sgainst the persons subject
thereto, lowever, if the individual taxpayer subject to
income tax i2 already dead, the ¢lalas for income taxes
=ay be properly preseated ia the intestate or testute
procecdings of the decsased who owes them, ' In brief, the
income tax assessment lssued against tha deceased taxpayer
individually is validly and legslly made although the

'm"nm#fml'.l.' 60 Phil, W61
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colleetion thereof should bDe mede sgeinst his estate or
kies holirs to the eatent of ihs smeunt of property in Llhedr
possesslen or the Imheritunce yseelved Ly theas {rom thelir
Gecenszed fathore.' It ir cloar thersfore, that, if the
income declared snd tia %ax pald by the decessed taxpayer
is erromecus, the Te:ondent Lusalssloner of laberasl
Revaaue lLas e pover to asgoss and cellect the additional
income %ax upon his refturn aven after the death of the
sgid hwu.z

Accordingly, we hold taat the 1964 deficiency lncome
tax assessnent lssued perscoelly sgainst (dr, Floreaclo ieyes
was velldly and legally made even aiter his deathe After
all, there 1s no provisica in the National internal Revenue
Code roquiring thal the loceme Lax assessment be Llssued
against the estate of lhe deceased taxpayer exvept where
the income tax returns sre filed for the estate of the
decedent nnder Geetlon 56(3) of ihe same Code, in such a
case, the deficleney Lacouo tax assessasat snould be issued
against ":ltnn eatale ol the doceased because it is the eatity
subjeet therato.
SQHD L UG

All classes of property nol speeifically excluded by
Section 3#(a) of the Hational Isternsl hevemue Code, SULRS,
are capltal assets, Under the provisioas thereeof, the

’cﬂm of Iut. Heva Vs Pineda, Gy K Ko, L2273
9’
"%, of the Pe L, v, Pamintuan, 55 Phil, 13
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following ars ordinary assets, namelys
Stock in trede of the taxpayer or olher
property of a kind wnlieh would properly be ox=

cluded the inven of the ar if on
hand 2% the elose of taxabla year)

2+ Property bheld by the taxpayer primsrily
for sale to the customers in the ordinary course
of his trade or msinessj
31 used in the trade or business
waieh 4s ect to e for deprecintion
in subsection (f) of fectlion 30 of the
Codeg and

thummmMWMnh

ness of a .

Petitloners coantend that the Tarlac and Bulscan real
properties sold by thelr decessed father during his life-
time are caplital assets and, therefore, ths net galns
realized from the ssles thereof are oaly subjeet te 508
for ineoms tax purpeses, On the othar hand, leverme
Exaniner Uienvenide T, Lobrin coasidered the same real
properties as ordinary sssets and, thersfore, Lhe gains
realized from the sales thereofl are ordinary gains subject
to full incoms tax under Seetion 3(b)(1) of the Tax Ceda,
In conelnding thet the Tarlae and Mlacan real properties
20ld by the decessed ere capital sssels, Leverue Bxaminer
Lobrin averred that the same propertles were used in the
"trade or tusiness of the said taxpayer” as a "real estate
dealer” under Section 19%(s) of the lational Internal Heve-
me Codes

The 1964 individual income tax return of the late
Floreancio Feyes sad the inclosures attached theretu show
that his total supposed rental income amounted to

30
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P185,79%,05 and P10,500,00 thereof represents income of

the Tarise mgricultursl land which he reportedly aemired
during the Japenese oocupstion, (See Suppleuent to 196k
tncome tax return - Schedule of Ineome Produeing Proporties,
ppe 6 & 9, BIR ree,) The supposed rental inecme of the
Tarise property was psid by Mr. Jose Toblas., (p. 6, BIR
rece)

From the 1964 income tax returm of the late Floraseio
Reyes and its inclosures, this Court is agreeable with the
view of respondent that the Tarlac sgricultural land whieh
vas sold by the deceased during his lifetime, is an
"ordinary asset” becsuse it is one of the properties used
in his Ttrede or business” as s real estate dealer, In
the first place, he was duly provided with the real estate
dealar's privilege tax in 1964, (uxh, t=ie1, p, 8, BIB
rec,) Gecondly, he received M0,500,00 from Mr, Jose Toblas
uwrml-u-um!umm. Thirdly,
¥re, Teress B, Ignacio, daughter of the deceased Florencio
 Reyes testifisd thet her father haws no tamsnt who tilled
the parcels of land in guestion during bhis lifetime and
particularly ia 196k, (Tesene po 18), Fourhly, the dece-
dent's incoms tax return and its inelesures falled to dise
close any expenses l{or the eullivation of the Tarlae agri-
ecunltural lsnd such as seodlings, fertilizer, harvesting,
trrigstion, share of tenants, ete., which would Justify
that the same property was used exelusively for agrieultural
parposes, And finally, "the Tax Code's provisiom on sos
called long term capitel gains constitutes a2 statute of
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partial exemptiom, In viev of the familfar snd settled
rule Lthot tax exemptlions are construed Jpn sirictissizi
Juris egainast the taxpsyer and liberally in favor of the
taxing aunthority, the fisld of application of tha term
‘eapliial asset® 1» necesgarily narrow, uliile its exelnsions

pust be interproted breadly, Copsscueatly, it ls Lbs Sax~
aavex's burdes o brias hisself clearly and squarely with-
4n_the tarms of 2 faxeoxemating statufory srovislon, otber-
wise all falr doubts sill be resglved ssaingt hlg." x x x.
(Tusson v, Iingad, G, K. No, L-2h2h8, July 31, 197%. under-
seoring supplied),

/Ln asselling vigporously respondent's view that the
Tarlaec egrienltural land is an ordinary asset, retitioners
elaiz thot the zame proper t,,r was stquired by the late
Florasncic Feyes for mnmm pursoses and, therefore, it
should be trested es a eapltal ssset, OSuffiee it to say,
any real property whieh vas primarily held for reat is sn
ordinary asset. Thus, in the case of Cell, of Int, Rev,

V. Bamtista, G. R. No, I=12250, May 27, 1959, our Supreme
Court held as follows:
mmmummmwmmg
orgnentlonsd arty vas "“used
the trade or msines: nf“ lﬂo The.
cmtutuwmsmmwumm
the affirmatl for the fellowing reasons,
wiich are woll Lakens
"1he r-curd.l shov that the said
property of petitiomers was never -
sccupled by petitioners as thelr resi-
dence,
it L2 ap ip pﬂ' Yy uas
used in trade or nnmu m&-
ord

ticoers ané iz, therelfore, mn
asset, Tt mﬁus ERit Shth Aupived |
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amnle 1a Pl (Unisresering ours.)
After resolving the second guestion at iseuwe, twe
(2) other collateral 1ssues were reised by petitioners?
counsel to reduce the 1964 deficlency income tax ascesse
ment issued p-nnna.lly agalnet the late Florencio Heyass,
te wits
1. The real properties of Lhe said decedent vere
sold in installment and not on cash basis be-
eause the down payment for the total purchase
price does not exceed 25F thereofj and
2o The agricultural lands sold by the deceased
Florencio Reyes are conjugal partnership pro-
perties, one-half of whieh belong to the estate
of the late Galud Lichico, wife of the deceased
Florenclio Reyes,
~ 1%t iz the theory of petitioners that the gailns derived
from the sales of the decedent's properties should be
declared for income tax purpeses during the year vhen the
installuent payment was received by the seller in proportion
to the gains realised by him during the taxable yeer, Thip
view is untenable becsuse a taxpayer has the option %o
mmmmuMBMwnm basizs under
Section 39 of the Wational Internal Kevemue Code. As the
late Frenciseo leyes had opted to declsre his gaios from the
sale of real properties on a cash basis, petitioners are now
povarless to revoke the option exercised by thelr deceased
father,

{
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It 48 also Lhe theory of the petitioners that the
gains realized by their deceased father from the sales of
Lhie real properties ia question shouid be divided equally
vetwean their gegsuied porenis and taxed sepurately be~
gause Lhe ssid gains were made {rou the sales of conjugal
partuershuly properties, Ihis theory and allegation of
petiticners were repudisted in the Urder of Judge Arsealo
sautos, dated July 15, 1964, of the Court of First Instance
of Maalla in Special Proceedlngs #o. 30210 entitled Intestate
dstate of Galud Klcaico de haeyes (Florenelo Reyes, Adminise
trator), waerein Judge Santos stated, among olhers, es
followss | |

another groumnd oi the itors is that
the with which the said 2/% was

sought did not belon: exelusi the ade i
tor but to the conjugsl s« This was

also galnsaid by the sald adulnistrator as the

e Gmsahd Aestass Mis um and petvele Sasd

was L own v

We gather also ia said unﬂm: t;u vnn’

the aduiaistrator mm e disputed poriion,

he was already a y Whieh appears in the

cartificate of title ing the whole parcal

of lund, By pe By CT4 Kove)

with reaspect to the galus derived by the lste Florencle
nwmmmwmmm.nsmt\
utterly falled to udduce sny evidence that the sald pro=-
perty was used in Lhe lrade or Wslness ol the deceased
Florenelo Reyes and it is, therefore, a capital asset,
Consequently, ve hold Lhat the late Florencic leyes correetly
declired in Lis 1964 income tax returns the amount of
P15,283.,00 as 504 of galns derived frum the sale of thae
fulacan property in gquestion,

In the light of the foreselne. thers is still dne and
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collectible from ths astate of the late Florencio Reyes
the 1964 deficiency income tex in the smount of #12%,737.80,
computed as followss
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#AEL LFOREy) the decision of the respondant Comalssionsr
of Internsl Heverme i3 modified., Petitioners and/or ade
ninlsteatyrix of the sstete of the late Florencic Reyes are
hereby ordered to pay, Jjolntly end severally, the respendent
Commiscioner of Imternal Heverms or his collection agent
the sum of P12k,737,80 as 196% deficleney income tax and
panalty of the said deceased on or defore this decision be-
coues flaely othervise the additlonal penalties preseribed
by Secilen 51 of tha Bational Internal Revesue Code shall be
inposed and collected.
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