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LABRADOR, J.:

Ilagan and Alegjandrino is a registered partnership engaged in business as building contractor and road contractor.
It paid the fixed tax as building contractor from 1947 to 1952, and the fixed tax as road contractor from
1947-1948. On April 27, 1955 the Collector of Internal Revenue assessed the total sum of P22,882.04 against the
partnership for the fixed tax as road contractor, for percentage taxes and for surcharges as follows:

C-4 (7) Fixed Tax (Road contractor)
1949-1952

P40.00

25% surcharge on P1,628.35 (2% tax on
P81417.39)

P409.09

2% tax on P76,945.24
P1.538.90

P11,281.97

3% tax on P376,035.68
P11,281.07

75% surcharge on P12,819.97

P9,614.98

Total amount Due and Collectible

P22,882,04
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A total sum of P81.417.39 was received by the partnership on various contracts but the 2 per cent tax thereon was
not paid on time; hence the surcharge of 25 per cent thereof. Total amounts of P76,945.24 and P376,035.68 also
appeared in the books of the partnership as gross receipts for contracts, but the same was not declared for
taxation— hence the 2 per cent and 3 per cent contractor's percentage taxes assessed thereon, and an additional 25
per cent surcharge on said percentage taxes. The Court of Tax Appeas sustained the validity of the above
assessments made by the Collector, so the partnership appealed from the decision. The Collector of Internal
Revenue alleged that the partnership is guilty of having filed a false or fraudulent return, but the Court of Tax
Appeas declared that no sufficient evidence was submitted to support said charge, hence it found that the 25
percent taxes on surcharges are not collectible as having prescribed and the only collectible surcharge is that on
P2,800.04 for the second quarter of 1949 for which return should have been filed on July 20, 1949.

Hence the Court of Tax Appeals confirmed the following assessments:
(a) P1,538.90 representing 2 per cent tax on gross receipts of P76,945.24;
(b) P11,281.07 representing 3 per cent tax on gross receipts of P376,035.68;
(c) P3,205.00 representing 25 per cent surcharge on P12,819.97 for late payment;
(d) P14.00 representing 25 per cent surcharge on P56.00 (2 per cent tax on P2,800.00);

(e) P40.00 representing road contractor's fixed tax (C-4/7) for the years 1949-1952 inclusive; or agrand total of
P16,078.97.

Both the partnership and the Collector of Internal Revenue have appealed from the decision confirming the above
assessments.

The first assignment of error raised by the appellant- partnership is that the percentage taxes on P76,736.31 and
P376,035.68 are not collectible from it because the said sums were received by the appellant-partnership from
contracts for the construction of rehabilitation projects, and said receipts came from funds owned by the U.S.
Public Roads Administration by virtue of the Agreement between the Republic of the Philippines and the United
States of America regarding a road, street and bridge program/dated February 14, 1947. The Agreement reads in
part asfollows:

"Whereas, the Government of the United States of America has enacted Public Act No. 370, 79th Congress,
approved April 30, 1946, providing, among other things, that its Public Roads Administration is authorized to
plan, design, restore and build in accordance with its usual contract procedures, in cooperation with the
Philippine Government, certain roads, street: and bridges as may be determined necessary from the standpoint
of the national defense and economic rehabilitation of the Republic of the Philippines and to the extent that the
President of the United States approves the findings in a report on Philippine Highway Requirements as
prepared by the Public Roads Administration; and, in accordance with such regulations as may be adopted by
the Commissioner of the said Public Roads Administration, * * *

* % k% * * % %

"The Government of the Republic of the Philippines and the United States of America agree that the road,
street and bridge program in the Republic of the Philippines be advanced progressively as may be determined
by the duly authorized representative of the Philippine Department of Public Works and Communications and
the authorized representative of the United States Public Roads Administration subject to such regulations as
may be issued by the Commissioner of the United States Public Roads Administration and subject to the
availability of such funds as may be allotted by the administrative agency of the Government of the United
States of Americawhich is or may be authorized and empowered to administer the provisions of the Act of the
Congress of the United States of America approved April 30, 1946, referred to above.
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"The United States Public Roads Administration will reimburse the Philippine Department of Public Works
and Communications monthly (or as otherwise agreed between these two governmental agencies) in the United
States dollars for the United States Government's share of the value of the work found to have been
satisfactorily performed under any or all active Project Agreements, in accordance with the pro rata and other
conditions provided in said Project Agreements.”

The exemption is claimed by the partnership under the following provision:

"Pending the conclusion of negotiation now being considered by the Republic of the Philippines and the
United States of America, no import, excise, consumption, or other tax, duty or import shall be levied on funds
or property in the Republic of the Philippines which is owned by the Public Roads Administration and used for
purposes under the present Agreement or on funds, materials, supplies and equipment imported into the
Republic of the Philippines for use in connection with such purposes; neither shall any such tax, duty or impost
be levied on personal funds or property, not intended for resale, imported into the Republic of the Philippines
for the use or consumption of the Public Roads Administration personnel who are United States citizens; nor
shall export or other tax be placed on any such property in the event of its removal from the Philippines.”

We find no merit in the argument that the above- quoted provision or any other provision of the Agreement,
exempts the gross receipts of the partnership-appellant for road constructions from taxes imposed by the
Government of the Philippines. Such gross receipts are not funds or property, or funds, materials, supplies and
equipments within the meaning of the Agreement. While still in the possession of the officers of the U.S.
Government, they fal under the exemption, once they are paid to a private citizen, a contractor as
partnership-appellant is, they cease to be fund and property of the United States. They become receipts of
partnership-appellant subject to tax.

The authorities cited by appellant partnership, interpreting a provision in the Atomic Energy Act of 1946 [60 Sta.
765, 42, USC, sec. 1809 (&)], are not applicable to the case at bar, for the reason that said provision refers to
activities of the Atomic Energy Commission.

The act of building roads by the U. S. Public Roads Administration may be an activity and may perhaps, by a
stretched construction, include a receipt of funds by a contractor. But Article X1V of the Agreement refers to
funds and property and materials, not activities; hence the receipts of a contractor of public works could not have
been intended to be included in the exemption.

Neither are the gross receipts of contractors, sales of importations to agencies of the U.S. in the Philippines for the
use of the Philippine Government exempt under Commonwealth Act No. 733. Payment of contractors is made by
the Philippine Government in pesos, and the Philippine Government is reimbursed in dollars for such payment as
expressly declared in Article V of the Agreement (supra). So, the U.S. Government never paid the
contractor-appellant in these cases. In actual practice, the Philippine Government paid the contractor and the U.S.
reimbursed the Philippine Government for said payments by depositing dollars with the Philippine dollar reserve
in the United States. So that the claim that contractor-appellant was paid out of the U.S. funds by the U.S. is not
trueto fact or theory.

The second assignment of error refers to the assessment of the percentage tax on P43,750.00 representing amounts
deducted from payments due partnership-appellant on its contracts. It is true that the latter did not actually receive
said amount. Said amount, however, is part of the price agreed to be paid for the services. The contractor was
entitled to receive the amount and it actually was credited with it, and had the partnership fulfilled its contract, the
said sum would have been received by it. The amount was retained under the contract as damages. Gross receipts
are not only those actualy received. Crediting the contractor with funds retained actually involves two steps,
namely, (1) receipt by the contractor and (2) return by it to the Government in payment of damages due the latter
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for non-performance of its obligations by the former. Such amounts are, therefore, legal receipts and subject to tax
as such.

We will now proceed to the appea of the Collector of Internal Revenue, who claims that the partnership filed a
false or fraudulent return and that, therefore, the surcharge of 25 per cent on the gross receipts of the partnership
has not prescribed and that the additional surcharge of 50 per cent for a fraudulent return should also be imposed
on the partnership. The evidence on which the Collector of Internal Revenue relies for his claim of fraud on the
part of the partnership is the fact that no return was made for the contractor's gross receipts and the further fact
that said gross receipts were entered on the partnership books, not upon actual receipt, but on the first day of the
month following that in which receipt was actually made. Thus receipts on June 9, 22 and 30, were all posted on
July 1, that on August 27, on October 1, those on September 6, 7 and 22, on October 1, and that on March 22, on
April 3.

We agree to the ruling of the court below that the failure to file a return and the late posting of receipts on the
books of the partnership are not sufficient to prove the existence of fraud; Fraud is never presumed; good faith is.
The two circumstances by themselves cannot be said to constitute fraud; they both amount to an error, but not
fraud. The partnership could have believed in good faith that the rehabilitation projects undertaken jointly by the
U.S. Government and the Philippine Government are to be exempt from taxes. As it was not shown that the
partnership knew that receipts from U.S. funds were not exempt from taxes, the presumption of good faith was
never rebutted.

We find no error in the decision appealed from, and we therefore affirm it in toto, without costs.

Paras, C. J.,, Bengzon, Padilla, Montemayor, Bautista Angelo, Concepcion, Endencia, Barrera, and Gutierrez
David, JJ., concur.

© 2026 batas.org - Philippine Bar Review & Law-School Companion Page 4 of 5
Turn this case into an audio lecture - facts, issues, ruling and doctrine - at batas.org



BATAS.org - Philippine Law Library G.R. Nos. 11113 and 11134. September 30, 1959

Study smarter at BATAS.org

The Philippine bar review and law-school companion built around how your brain actually remembers.

The complete Philippinelaw library - freefor everyone.

More than 100,000 Supreme Court decisions, Republic Acts, and executive issuances - full-text searchable, browsable
by category and year, and always free. No paywall, no login. This PDF came fromit.

Audio case-brief lectures.

Any decision becomes a podcast-style lecture - facts, issues, ruling, and doctrine - with read-along highlighting and a
hands-free presentation mode. Study while commuting, working out, or resting your eyes.

Bar review built on the science of memory.

Complete, sequenced courses for al eight bar subjects, narrated like podcasts and reinforced with retrieval practice and
spaced review - the study techniques with the strongest evidence behind them.

Thefull law-school curriculum.

One subscription unlocks the entire J.D. curriculum - every subject, every lesson, with your progress tracked down to
the paragraph so you can pick up exactly where you left off, on any device.

Mock examsthat tell you whereyou stand.

Timed multiple-choice exams graded instantly, with per-subject score breakdowns and focus suggestions that point you
at your weakest topics first.

A study planner that keepsyou on pace.

Set your schedule and BATAS tells you every day whether you are on track for bar day - and exactly which lesson to
take next.

Start free at https://batas.org

The law library is free forever - and your first lesson is one click away.

The text of this document is an official public record and remains in the public domain. Formatting, presentation, and compilation © 2026
batas.org.

Downloaded free from the batas.org Law Library. Share it freely - the library is free for every law student, bar reviewee, and practitioner.

© 2026 batas.org - Philippine Bar Review & Law-School Companion Page 5 of 5
Bar review courses, mock exams and a study planner that keeps you on pace - batas.org



