G. R. Nos. L-9738 & L-9771. May 31, 1957 (Case Brief / Digest)

### Title:
Gutierrez and Morales vs. Court of Tax Appeals and the Collector of Internal Revenue

### Facts:

The case revolves around the expropriation proceedings initiated by the Republic of the
Philippines, at the request of the U.S. government, based on the Military Bases Agreement
of March 14, 1947. The proceedings aimed to acquire lands, including an agricultural land
owned by Maria Morales (Lot No. 724-C) in Mabalacat, Pampanga, for the expansion of
Clark Field Air Base. Blas Gutierrez, being the husband of landowner Maria Morales, was
also a party-defendant in the said case (Civil Case No. 148).

The Republic deposited P156,960 as the provisionally fixed value for immediate possession
of the lands. Subsequently, Maria Morales withdrew P34,580 from this deposit. The Court,
after considering the appraisal commission’s report, awarded Morales P94,305.75 for Lot
No. 724-C but denied claims for consequential damages. To avoid further litigation, a
compromise agreement was entered, setting a standard compensation of P2,500 per
hectare, which did not affect Morales’ compensation for Lot No. 724-C. In 1950, the spouses
received the balance of P59,785.75.

In 1953, the Collector of Internal Revenue assessed the petitioners, demanding payment of
P8,481 for alleged deficiency income tax for 1950, including surcharges and penalties. The
petitioners challenged the assessment, which led to the issuance of a warrant of distraint
and levy against their properties. After failing to secure reconsideration from the Collector
and the Bureau of Internal Revenue, the petitioners appealed to the Court of Tax Appeals
(C.T.A. Case No. 65), contending that the compensation should not be taxed, among other
defenses. The Solicitor General opposed, defending the assessment. The Court of Tax
Appeals ruled in favor of the Collector but waived the 50% surcharge, leading to appeals by
both parties to the Supreme Court (G.R. No. L-9738 and G.R. No. L-9771).

### Issues:

1. Whether the compensation from expropriation proceedings constitutes taxable income as
capital gain.

2. Whether the compensation is exempt from taxation under Section 29(b)-(6) of the Tax
Code due to the Military Bases Agreement.

3. Whether the Collector’s deficiency income tax assessment is barred by the Statute of
Limitations.

4. Whether the gain derived by the petitioners from the expropriation is merely nominal and
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not subject to income tax.
5. Whether the 50% surcharge for an allegedly fraudulent income tax return is justifiable.

### Court’s Decision:

1. **Compensation as Taxable Income:** The Supreme Court agreed with the lower court
that the compensation from the expropriation proceedings constituted taxable income. The
Court found that the acquisition of private property through condemnation proceedings,
with just compensation, falls within the meaning of “sale” or “disposition of property,”
making proceeds taxable under Section 29 of the Tax Code.

2. *Exemption under the Military Bases Agreement:** The Court rejected the argument
that the compensation was exempt from taxation under the Military Bases Agreement,
noting that the agreement’s provisions on tax exemptions did not apply to this local
transaction involving privately owned Philippine land.

3. **Statute of Limitations:** The Court ruled that the Collector’s assessment was within the
3-year prescriptive period, as the actual payment and thus realization of income occurred in
1950, when the balance was received by the petitioners.

4. **Nominal Gain Argument:** The Court clarified that the difference between the fair
market value at the time of acquisition and the compensation received constitutes a capital
gain, rejecting the appellants’” argument of nominal gain.

5. ¥*50% Surcharge:** The Court refrained from considering the appeal on the 50%
surcharge by the Collector, as the lower court had found no evidence of fraud or intent to
defraud the Government on the part of the petitioners.

### Doctrine:

The transfer of property through condemnation proceedings is akin to a “sale” or
“exchange” within the context of the Tax Code, and therefore, any profit derived from such
transaction constitutes taxable capital gain.

### Class Notes:

- **Compensation as Taxable Income:** Compensation received from government
expropriation proceedings is considered taxable income under Philippine tax laws.

- **Statute of Limitations for Tax Assessment:** The realization of income in expropriation
proceedings occurs when the compensation is fully paid, not merely deposited or partially
paid.

© 2024 - batas.org | 2



G. R. Nos. L-9738 & L-9771. May 31, 1957 (Case Brief / Digest)

- **Exemption Clauses:** Tax exemptions under treaties or agreements must explicitly cover
the specifics of a transaction, including the type of income and the parties involved, to be
applicable.

### Historical Background:

This case highlights the implications of the Military Bases Agreement between the
Philippines and the United States on local transactions, specifically in the context of the
expansion of Clark Field Air Base through expropriation proceedings. The decision
illuminates the taxation principles applied to compensation from such government actions,
within the broader context of post-World War II reconstruction and military preparedness
initiatives.
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