G.R. No. L-17962. April 30, 1965 (Case Brief / Digest)

### Title:
Republic of the Philippines vs. Blas Gonzales: A Case of Tax Evasion Within U.S. Military
Base Concessionaires

### Facts:

Blas Gonzales, a furniture manufacturer and concessionaire at the U.S. Military Base in
Clark Field, Angeles City, filed income tax returns for the years 1946 and 1947. His
declarations for both years significantly understated his actual income from sales to the
base. An investigation by the Bureau of Internal Revenue (BIR) revealed discrepancies
amounting to over P412,072.18 in undeclared sales. After a reevaluation, the BIR demanded
payment of deficiency income tax, surcharges, and penalties totaling P340,179.84 for 1946
alone, later adjusting the demand to include specific amounts for both 1946 and 1947.
Gonzales’s refusal to meet this demand led the Republic of the Philippines to file a lawsuit in
1960. Gonzales countered with a motion to dismiss based on prescription and lack of
jurisdiction, which the court denied. Eventually, Gonzales was declared in default for not
appearing at the trial, and the Court of First Instance ruled in favor of the plaintiff, ordering
him to pay the assessed taxes and penalties.

### Issues:

1. Whether Blas Gonzales, as a concessionaire in an American Air Base, is subject to
Philippine tax laws despite the U.S.-Philippine Military Bases Agreement.

2. Whether the Court of First Instance erred in ordering Gonzales to pay deficiency income
taxes, surcharges, and penalties.

3. Whether the trial court’s refusal to reconsider its default order against Gonzales
constituted denial of due process.

### Court’s Decision:

The Supreme Court upheld the lower court’s decision, ruling that:

1. Gonzales is subject to Philippine tax laws. The Military Bases Agreement’s exemption
does not extend to income derived from Philippine sources by concessionaires like Gonzales.
This interpretation aligns with previous rulings (Canlas vs. Republic, Naguiast vs. J. A.
Araneta) where similar claims of exemption were rejected.

2. The assessment of deficiency taxes, surcharges, and penalties by the BIR was justified,
given Gonzales’s substantial underdeclaration of income and failure to report actual sales.

3. The trial court did not abuse its discretion in proceeding with the trial in Gonzales’s
absence or in denying his motion for reconsideration. The reason for his absence,
purportedly bad weather and lack of transportation, was deemed insufficient.
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### Doctrine:

The principle established is that concessionaires operating within U.S. Military Bases in the
Philippines are subject to Philippine tax laws for income derived from Philippine sources.
The exemption outlined in the U.S.-Philippine Military Bases Agreement does not extend to
income taxes on such entities, reinforcing the jurisdiction of Philippine law over economic
activities within its territory, regardless of the international agreements concerning military
bases.

### Class Notes:

- *Income Tax Liability for Concessionaires in Military Bases:** Concessionaires within
U.S. military bases are liable for Philippine income taxes on income derived from Philippine
sources.

- ¥*Scope of Tax Exemptions under International Agreements:** Exemptions to licenses,
fees, and taxes under international agreements do not extend to income taxes unless
explicitly stated.

- *Importance of Accurate Income Declaration:** Deliberate underdeclaration of income for
taxation purposes constitutes fraud and may incur penalties.

- ¥*Due Process in Tax Litigation:** Failure to appear at trial due to insufficient reasons
(e.g., inclement weather without adequate justification) may result in a declaration of
default and does not constitute denial of due process.

### Historical Background:

This case elucidates the application of Philippine tax laws to entities and individuals
operating within the enclave of U.S. military bases in the Philippines. It underscores the
sovereignty of Philippine tax legislation over domestic economic activities, highlighting the
limited scope of international agreements on local tax obligations.

© 2024 - batas.org | 2



