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**Title:** Vicente Madrigal and Susana Paterno vs. James J. Rafferty, Collector of Internal
Revenue, and Venancio Concepcion, Deputy Collector of Internal Revenue

**Facts:**  Vicente  Madrigal  and  Susana  Paterno,  a  married  couple  under  conjugal
partnership,  contested  the  income  tax  assessment  for  the  year  1914  estimated  at
P296,302.73, claiming that this amount represented the income of their marital partnership
and not Vicente’s individual income. They requested that the income be divided equally for
tax purposes, basing their argument on the Civil Code’s provisions on conjugal partnerships.
The  Philippine  Attorney-General  supported  Madrigal’s  claim,  but  the  U.S.  Treasury
Department  overturned this  opinion.  Following payment  under  protest  and an adverse
decision by the Collector of Internal Revenue, Madrigal and his wife filed a lawsuit in the
Court of First Instance of Manila for the recovery of P3,786.08, alleging wrongful and illegal
tax collection. The trial court sided with the tax collectors, leading to the appeal.

**Issues:** The case’s primary legal issue was whether the income of a conjugal partnership
under the Civil Code should be taxed as the joint income of the husband and wife, thus
allowing their incomes to be assessed separately for the purposes of additional income tax
under the U.S. Income Tax Law extended to the Philippine Islands.

**Court’s Decision:** The Supreme Court upheld the trial court’s decision, emphasizing the
distinction between capital and income, and noting that the Income Tax Law taxes income,
not capital or properties. It highlighted that Susana Paterno, as a wife, had an inchoate
interest in the conjugal partnership’s assets but no absolute right to the income generated
by it for tax purposes. The Court further stated that the Income Tax Law does not treat
spouses as individual partners in a commercial partnership, thereby rejecting the claim for
separate assessment based on conjugal partnership’s provisions under the Civil Code.

**Doctrine:** The Supreme Court reiterated the principle that income, as contrasted with
capital or property, is the basis for taxation. It underscored that a tax on income is not a tax
on property but on the “flow of services rendered by capital” over a period. The Court also
reinforced the interpretation that the husband, being the head and legal representative of
the household, should render a tax return that includes the aggregate income of himself and
his wife for the purpose of levying income tax.

**Class Notes:**
– **Income vs. Capital:** Capital is defined as a fund existing at an instant of time, while
income is described as the flow of services or benefits rendered by a fund of capital over a
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period.
– **Tax on Income:** It is clarified that a tax on income should not be misconceived as a tax
on property. “Income” is understood as “profits or gains” and is distinct from capital or
property holdings.
– **Conjugal Partnership Interests:** In the context of income tax, the wife’s inchoate right
or expectancy in the conjugal partnership does not equate to an absolute right to half of the
income for taxation purposes.
– **Married Filing Requirements:** The income of both husband and wife, regardless of the
source or ownership structure under civil law, is aggregated for income tax assessment
purposes, reflecting the One-Pot Theory in taxation under specified conditions.

**Historical  Background:**  This  case  illustrates  the  intersection  and  potential  conflict
between the U.S.-imposed Income Tax Law and the Spanish-origin Civil Code regarding the
treatment  of  income within  a  conjugal  partnership.  It  underscores  the  complexities  of
applying foreign legal principles (American tax law) within the context of local civil law
traditions (Spanish civil  code),  revealing the challenges of  legal  integration during the
American period in the Philippines.


