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LABRADOR, J.:

This is an appeal of the Collector of Internal Revenue from the decision of the Court of Tax Appeals in C.T.A.
Case No. 30 for collection of deficiency income taxes. The points raised as errors committed by the Court of Tax
Appeals shall be taken up one by one separately.

The first and the most important issue raised is against the finding of the Court of Tax Appeals that the opening
net worth of respondent William Li Yao as of January 1945 is around P159,910.89. The Court of Tax Appeals
accepted the testimony of Li Yao to the effect that at the end of the last world war he had the said amount which
was held for him in trust by his father, this amount having been excavated from its burying or hiding place and
thereafter released to Li Yao by his father gradually. Reasons for the conclusion of the court below that the said
amount of P159,910.89, was in existence and had been kept for Li Yao by his father are the following: That Li
Yao operated a business of his own separate and distinct from the business of his father, and by his statement or
declaration in his application for naturalization, Exhibit 22, that he had been in business as far back as 1940. To
corroborate this alleged existence of the amount at the beginning of the tax period is Exhibit A, signed by BIR,
Examiner Epifanio Paragas, certifying to the fact that in the years 1936, 1937, 1938 and 1940, one Li Chay Too,
Jr. had a total income of P159,910.89.

A close study of the evidence which the court below considered as corroborating Li Yao's testimony about the
existence of a big sum representing his opening net worth in 1945, discloses that said evidence is not only not
competent but clearly not trustworthy. Li Yao's application for naturalization, Exh. 22, which shows he was in
business since 1940 is self-serving. But aside from being self-serving it contradicts Li Yao's claim of income for
the years before 1940 namely: 1936, 1937 and 1938. If, as claimed by him in his application for naturalization, he
started business in 1940 only, then the only income lie would have had is the sum of P27,435.10, the income in
1940 and he could not have earned the following incomes claimed: 19,36—P105,349.49; 1937—P10,073.69; and
1948—P17,052.70.

Similarly, the certificate, Exhibit A, of BIB Examiner Epifanio Paragas that Li Chay Too, Jr.'s income in 1936,
1937, 19S8 and 1940 is a total of P159,910.89 is both incompetent and unworthy of credit. The certificate is based
on the supposed working papers of said examiner, but these working papers were not produced. The working
papers, to be credible, must accompany the original documents on which the figures were taken, but neither were
the original documents themselves nor the working papers introduced in evidence. The certificate is therefore,
clearly inadmissible, not being the best evidence. But even assuming that the alleged total income of one Li Chay
Too, Jr. in 1936, 1937, 1938 and 1940 is truly P159,910.89, said income cannot possibly be the income of
William Li Yao himself, because the photostatic copy of the income tax return of Li Chay Too, Li Yao's father,
Exh. 126, shows that said income of P27,435.10 did not pertain to Li Chay Too, Jr. but to Li Chay Too himself, Li
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Yao's father.

Even the finding of the court below does not support its conclusions. If the court believed Li Yao's statement in
his application for naturalization that he started business in 1940, in which year he supposedly made an income of
P27,436.10, it did not explain how Li Yao filed no income-tax return that year. Neither did it show any tax receipt
showing the business Li Yao was engaged in, nor any receipt showing payment of taxes or any kind of tax on
business for any of the years 1936, 1937, 1938 and 1940. And to say that he had earnings of around P159,910.89
in 1936, 1937, 1938 and 1940 is surely unbelievable and untrue. In 1936, the year when the income of
P105.349.49 was made, Li Yao was only a minor 15 years old. How could have he earned such an enormous
income?

Our conclusion is that the earnings attributed to Li Yao, alias Li Chay Too, Jr., in 1936, 1987, 1938 and 1940,
amounting to P159,910.89—if they were earned at all—were earnings of his father, Li Chay Too, not earnings of Li
Yao, the son.

Similarly, if such amounts were received from Li Yao's father from year to year, in small amounts, why is it that
the receipts of the amounts are not shown to have been entered in the books of Li Yao? If they were received little
by little, as claimed by Li Yao, then the total amount of P159,910.89 can not be considered as net worth of Li Yao
in 1945, as he claimed and the court below found.

In whatever way or manner We look at the claim of the supposed initial net worth, We can not make ourselves
agree that the evidence of the claim is competent, or that it proves what it purports to prove, or in any way
justifies the fixing of the initial net worth of P159,910.89 allowed to Li Yao as his capital in 1945. The first error
claimed to have been made by the court below is therefore sustained and the finding of the court below of an
initial net worth of P159,910.89 is hereby set aside.

The second issue refers to the approval by the court below of a deduction of P5,470.98 representing payments of
deficiency income taxes made by Li Yao in the year 1948 corresponding to the years 1945 to 1947. There is no
question that this amount represents tax on income earned in the years 1945-1947. The court held that these
amounts should be deducted from the final amount of tax deficiency due. The Solicitor General contends that the
act of the court below violates the rule on equitable recoupment. We find no merit in this contention. The said
amount was paid during the course of investigation of Li Yao's income tax deficiencies. The payment was not an
independent single act of voluntary payment of a tax believed to be due and collectible and accepted by the
Government and which had, therefore, become part of the State moneys subject to expenditure, and perhaps
already spent or appropriated. The amounts credited as above explained are not taxes erroneously or illegally
collected; they are part of the taxes due and unpaid, hence the provision of Section 306 of the National Internal
Revenue Code does not apply.

The last issues refer to the allowance of various items supposed to have been loaned or contributed to Li Yao's
business. The findings made by the court were based mostly on testimonial evidence, a correct appraisal of the
value of which can not be made by Us as We have not seen how the witnesses testified. We find no reason for
disturbing the finding's of the court thereon.

WHEREFORE, the finding of the Court of Tax Appeals that respondent Li Yao had in the beginning of the year'
1945 a net worth of P159,910.89 is hereby reversed and set aside. The decision appealed, from is, therefore,
modified accordingly. Let a new assessment be made on the basis of the decision of the Court of Tax Appeals,
eliminating therefrom the aforesaid amount of P159,910.89 as net worth of Li Yao in 1945. Without costs.
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SO ORDERED.

Bengzon, C.J., Padilla, Bautista Angelo, Concepcion, Reyes, J.B.L., Barrera, Paredes, Dizon, Regala and
Makalintal, JJ., concur.
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