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o Commi s o Intermal Revenue, - .
W. D, VgDonald i’ B, £ Timmons, the iipective sums
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@ 0 tetal of #7,290.56% 56, a. &eficleney inceme
thedr receipt of o0 i fres the Manile
Trading & fupply Co. in 1958

1a 1952, Juillins 5. Reese owned 26,700 shores
of the Menila Treding & Pupply Co. (Mamtrsseo for
short) . which had an suthorised capital of #2,5060,-
000,00 divided into 25.000 shares, par valoe of
P100.00 each. Turee hmndred shares were owned by
peti  oners (ppe %=5. t.o.n,).

In pursuance of the desire of Julius 0. Heese
that, in the event of his death, Mantrases, the
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Frafideg) . desigmated - Dwmer; Manils Trading
& Mupply Co.y - the Coupanyy fess, Jelph, Cerres-
@Eae e o G Teustewsy o petitioners,
Hanagers. Parsgraph - . . provides
i el e
fise (8) Upon the death - the

GWSER and the cuaipt the TRUSTER

© the [ tial payment

w ping the OWERA'S O

shall
SHARES - be transferred inte the

neme of and such eompany
ahall ocapon sfer ‘ueh shares

Julis §. feese died on MM --9. 195, The
provision of = agreecment pelative te the tranafer
of the shares to the name of Mantraseo = ' be
~ ‘i=mplenented because the corporstion 4id
pot have saffi  ent surplus with whish te purchase
the 24,700 ghares owned by the deceased. On Pedbrusry
2y 1955, . partial payment for the astares wae
made, the eertificate . 24,700 sharss in the name
“ Julius 5, Fease . cancelled and  new eertie
floste = v - 1lieu thereof = ' name of Yan~
trasco o on the same . U v eadorsed to Ness.




B N TN Sl B N I Dl . ReRER R, s v g R e S e | s i L ab il SN R L
g LA 1 i . 4 J'H_ ]
- B T LA

PRCIBIOT -
ETA CASE HD. 9626

3

Selph, Carrsscoso and Janda, ss trustees (p, €,
t.s.n. ).

Gn December 22, 1958, a epecial meeting of the
stockholders of "sntrasco was held wiereln the follow-
ing resolution was unanimously passed:

TRIGOLY'D that the 24,700 shares

in the "reasury be rmﬂoi tack to

the eapital of the company as a stogk

dividend to be distributed te share-

nelders of record at the of

business on Degoaber 22, 1950, in

scoordunce with action of the Hoard

of Direotors &t its mesting on Dece

esber 19, 1958, which acticn 12 here-

approved -ns sonfirmed.” (p. 219,

Bi8 prec.)

Un Sovember 25. 1963, the entire purchase price
wae finally pald by Mantraseo. Un Moy 4%, 1964%, the
trust agreenent was terminated and the trustees
delivered te Hentreseo, through petiticners, all the
sheres walgh the latter held ia trust (Exh. B, ppo
Joe-kls, CTA reg.y ppo 11=12, t.s.n.), Aside from the
lecenber 22, 1958 declarstion of stoek dividends by
Hantraseo, stoch dividends were slso declared during
the 1ife of the trust sagreement. liowever, during
the said pericd no essh dividend was declared (pp-
thatf, t.8.Ne)o

An early eas July, 1563, respondent had ceused
the investigation of tas respective income tax lie-
bilities for 1958 of petiticners arising from the
regeipt by ench of them of stock dividends freo=
“antresec- Hespendent's exanminers recozsended the

issuance of deficiency income tax sssessmenta (Uxh,
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resonting the seme [ ropertionste Later:

est in the na’ arente of the corjsrsticn

s ¢12 the eld. (levenie Serul:tions

No. 23 'nderscoring sup-lted.)

Thers 1s "o Mepate =hat Julius £. Resse ouned
24,700 sharas of “antrasoo whiek were »cl¢ to the
eorporation a2 1995. The sorporatica helf the
shares i{n (3 troasury asd, an Uscamber 22, 1953,
stock an! distridbuted *hen to petiticnars in oroe
portion to thaelr shareioldings. Thus, 41ividends
wara Jaclarsd, Lot thess dividends ware saild by
Mantras-o $2 113 own atosk, 1.7, the treasury
stocks in juenticn, Leetion 2971 of the Ineome Tex
Aegulatlons, Y~-lesenting "eotica 8) of the Reveaws
Code; provides ttat "dlvidends ;ald in securities
or other property (guiler Clan ity ows ptesk), 1im
which the asrainzs of 2 corsovation have bezn ine
verted, =re lcecze to thy rseiplents , . * fesfo
less to say, the very rezalutinns evidently 40 not
inelude the ntock divideni: in giastisp vhich =re
stocks of Maniraszco 1taelfl 5 ineone tazable to
potitlienere.

V@ eannnt sgeept rasprndoot’s eisiz that the
diztribution of the steck dividends in quertion
iesulted in & change in the proporticnste intsrcct
of theo stoekholders ia the sorporstioa.

section 252 of the Iutome Tax degulsticns sse
tablighes the rule for deternining the tarsbility

i 44
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of a stook dividend., Umder 1%, » stock dividend
which works ne change iz Lhe cerpurate entity the
sang interest 15 the sase corperation Lelng ropree
santed sfter the dlstribution by meore shares of
precizely the same charactier 13 2 sto2k dividend
whiich does not sonstlitute income taxable tu the
stoaknolder, ind a stock dividead does not ccnm
stitate incoma 1f the new akares confar ap different
rights or interests then 414 the old -~ the new cer=-
tifioates ;lan the ol! raprepenting the saxe proper-
tiomate iuterest in the net sssets of the esorperstion
a8 424 the cld. lalerentlally, the couverse situatien
would make the stoek Jdividend taxsile.

It appears thut ia 19352, Men 'raseo bad an
suthorized caplitel]l stook ef ¥2,900, 000, U0 divided
late 25,000 shares witk s por value of F130 each
share: 411 the shsres wore cossca, outstandlog and
Fally safd. Jullas 2. feese ownsd 24,790 shares and
the resi were swned 0y patitisnars at 160 sharves
eceh. Jpon the dsath of Se=ga and 1ia acaordance
with the trust agreement, ¥antrasoo purchesed the
2,700 shares in 19495, leaving pstiticnors the sole
steekioliers of the corperation, 12 esqual shares,
each owning oneethird of the calstanding shares of
stock. Fetitionsrs, the minmerity slcekueldars,
becanme ihe mejority stocikholders after the purchase
of the shares of Mr. heese. The purchused shares
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W7
ssset or proparty of the corporstion as
shown graphically in the agents' equs=-
tion th
Cosh paid out = Aeguired treasury

etog)k
Retired treas-
ury stoek w Heduced cspital

stoak
Otock dividend
issued s Ineressed capital
stoak

Stoek dividend
(treasury)
fosued = Cash paid out

During the hearing, counsel for petl

ticners sdmitted I‘-t the treasury stoek

vas soquired by cesh purchase from the

stookholders and thus 1t bevume an as-

set or of the corporatien. Dy

convert the treasury stook to stoek

dividends does noct alter the fast that

property was distributed.”

Heedless to say, in the (Umur case, after mani-
mlatinne of corporate stoecks, the stogkholders €111
had the same mumber of sheres although they had re-
ceived sash distribution cut of the carnings or pro-
fits of the corporation. The stoek senipulations
were evidently nade to disguise s distribution in
cash of profits of the corperation and the clsar
iatent wae to allew the stockheolders to evade payuent
of taxes for oash dividends in the year of reesipt.
In the cune at bar, petitioners did not recelive any
cash or property after the transactieng there was
merely an ingcrease in the oumber of thelr shwres.

¥ith due regerd to the very essence of the

transagtion involved herein, we hold that petitioners

did not realise income subject to the tax prescribed

. Vi + TTRTTES =S



OECISIon
CTA CARE 85U, 1826

13

lo dsetions 81(b) mnd 29(a) of the Setiomal Intermal
fevenue Code. Having arrived =t this conslusion, it
necessarily follows that netitioners are nst liable
for intarast snd S0 sureharge

WHERKFURE, the decisions appenled from are
bareby reversed and petitionsrs are declarsd nmot
1lisble for defleiency invome tax Cor their receipt
of steck alvidends in 1955. o cests,

80 UMDBRED,

Jusgon Cilty  OCetober 30, 1967.

BARLUA L. h'ﬂﬁfm
LAesoeistes Juiga

4E CUACHA

AOMAN M, THALI '

vreelding Judge
fj;-_[» 7N
[~z L, LSS
,fL-"'"A" ,"ﬂ_,,ﬁrf
s idtas n. hivh
ssgoeiauts Judge
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