G.R. No. 249153. September 12, 2022 (Case Brief / Digest)

HTitle:**

Aznar v. Court of Tax Appeals
**Facts:**

1. Matias H. Aznar, a resident of Cebu City, filed his income tax returns for the years 1945
to 1951, reporting his income on a cash and disbursement basis.

2. The Bureau of Internal Revenue (BIR) doubted the veracity of Aznar’s reported income
and assigned BIR Examiner Honorio Guerrero to investigate using the net worth and
expenditures method.

3. It was discovered that Aznar’s net worth had significantly increased yearly from 1946 to
1951, surpassing the income reported in his tax returns.

4. Based on Guerrero’s findings, the Commissioner of Internal Revenue issued an
assessment notice on November 28, 1952, claiming a tax delinquency of P723,032.66 plus a
compromise penalty.

5. Aznar requested a reinvestigation, resulting in a reduced assessment of P381,096.07
issued on February 16, 1955.

6. The assets and liabilities recalculated for the relevant years showed significant
underdeclaration of income by Aznar, leading to the deficiency assessments for each year
from 1946 to 1951.

7. To secure the payment, the Commissioner placed Aznar’s properties under distraint and
levy on February 20, 1953.

8. Aznar filed a petition for review with the Court of Tax Appeals (CTA) on April 1, 1955, and
succeeded in temporarily restraining the collection by summary method upon the CTA’s
resolution on February 8, 1956.

9. The Supreme Court eventually required Aznar to deposit the amount or furnish a surety
bond.

10. In a decision dated March 5, 1962, the CTA modified the tax liability to P227,691.77.

11. The petitioner challenged the assessments claiming the period for assessment had
prescribed, the inclusion of certain assets was inaccurate, questioning the imposition of a
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fraud penalty among other issues.
**Issues:**

1. Whether the assessment of deficiency taxes for the years 1946 to 1948 had prescribed
pursuant to Sec. 331 of the National Internal Revenue Code (NIRC).

2. Whether the underdeclared income and assets included in the computation were
accurate.

3. Whether the imposition of the 50% fraud penalty was justified.

**Court’s Decision:**

**[ssue 1 - Prescription of Assessments:**

- The Supreme Court held that Sec. 332 (a) of the NIRC applied, extending the prescriptive
period to ten years where a false or fraudulent return was filed with intent to evade tax, or
there was a failure to file a return.

- Since Aznar’s income tax returns were substantially underdeclared, the assessments for
the years 1946 to 1948 were within the prescriptive period.

**Issue 2 - Accuracy of Underdeclared Income and Asset Inclusion:**

- The Supreme Court scrutinized various disputed assets and liabilities:

a. Proceeds from the sale of jewelry were not accepted due to inconsistencies in testimonies.
b. Accounts receivable from the U.S. government and customers were included based on
sworn statements filed with the Philippine National Bank.

c. The valuations of certain buildings and investments in hollow blocks were confirmed
based on credible evidence and sound accounting practice.

d. The buildings allegedly ceded to Southwestern Colleges were held to be still Aznar’s
property until a formal transfer, substantiated by evidence.

**Issue 3 - Imposition of Fraud Penalty:**

- The Supreme Court differentiated between false and fraudulent returns. Fraud must be
proven as intentional wrongdoing with an intent to evade tax.

- The significant disparity between declared income and income determined using the net
worth method did not conclusively establish fraud.

- The 50% fraud penalty imposed for each year from 1946 to 1951 was eliminated.

**Doctrine:**
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1. **Prescription under Sec. 332 (a) NIRC:** The prescriptive period of ten years applies in
cases of false returns, fraudulent returns with intent to evade tax, or failure to file returns.
2. **Fraud Penalty:** Fraud cannot be presumed merely based on discrepancies in reported
income and must be proven as intentional deception.

**Class Notes:**

1. *Net Worth Method:** A tax assessment technique used to determine actual income by
comparing yearly changes in net worth plus living expenditures.

2. **False vs. Fraudulent Return:** False implies deviation from truth unintentionally or not,
while fraudulent implies intentional deception with intent to evade tax.

3. **Prescription Periods:** The NIRC stipulates a 5-year period for ordinary assessments
(Sec. 331 NIRC) and a 10-year period for false returns or fraud (Sec. 332 NIRC).

4. **Burden of Proof for Fraud:** The claimant must provide compelling evidence of
intentional wrongdoing; mere substantial underdeclaration does not suffice.

**Historical Background:**

The case unfolded in the post-World War II era, during a period of economic recovery in the
Philippines. The country’s tax system faced scrutiny as wealth and income reporting
mechanisms evolved. This case highlights the challenges in tax assessments and the
scrutiny applied by the BIR during periods of significant economic transition. The
methodical review by the Supreme Court illustrates the rigors involved in tax adjudication
and the importance of accurate income reporting in the post-war economy.
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