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bECIasION

Fetitioner Mareial I'. Iichsuco, Ine. gues-
tions » decision of respondent Commissioner of
Internal Hevenue declaring 1t a persomal holding
m_ummmmtﬁamm |
against 1t the amount of #29,369.06 as perscaal
heolding company tex for the said year. ]
Jeetion 63 of the Tetional insternsl Hevenue !
Code iwi;o;:- tax of 455 of the undlstriduted :
income of a personal holding company. Under |
Section ¥ of said Code, s persensl holding company |
lumnlmmmtuﬁltlmtBMItm R
gross incose fs personal holding eowpsny ineose us s
defined in Seotion 65 snd 4f at any time during
the last half of the tuxable year more than 508 3
1 in value of its ovtstanding stoek is owned, direct- :
- 1y or indirectly, by or for mot mere than five indi- £
'_ viduals. I
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Petitioner admites under paragraph £ of its Ol
smended petition for review that "during the year
; 1958, five (5) of the twelve stockholders of Har-
| elal ?. Lichameo, Inc. together owned more than
504 of the company's outstanding espitel stoei "
With this admission, it may be stated that the
stoek ownership requirement for a personal heolding
company has been sstisfied. Consequently. the
legality of the respondgnt's assessment depends

upon <hether the gross income of petitioner during
the taxable year in question consisted of st

least E04 personal holding company income as
defined in Section 65 of the Hevenue Code, whieh
reads ag followss

BEC, 65, Wﬂ
=i m.
m ters “personal
holding income™ means the
porticn of the gross income which
consists of:

(a) Dividends, interest (other
than interest it rent ae
defined in subsection hereof),
royslties (other then =mineral oil,
or ga: royslties), and sanuities.

The term “royalties", as herein used,

includes income from umlm:.
patents, and other simi revenues
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o=t x0ept in caso regulsr l
ealers in stoeck or fties (as de-
fined 1n subseetion of section 1

eighty-four), gains the sale or
exchange of stoek or securities.

(e) .
—Ogins from ﬁ !mﬁm

ure
in sny commodity on or subjeet to the
raoles of a board of trade or ecom-
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4 molity excha This subsection

p shall not spply to guins by & producer
3 procesgor, merchant. or handler of the
commodity which arise cut of bong

[ids hedging transsctions reasonably
Mu-ur to the conduet of itas busi-
ness in the asnner in which such busi~
ness 18 custesarily and usually con-
dueted by others.

(4) . shmounte
includible in compu net in-
come of sstates and trust under sec-
tion rifty-six; and gains from the
sale or other -ruulm of any ine
terest in an esta ar trust.

LI) oy —
(1) s Ire o ract
uader which the mpﬂltlm is to
furnish personal servieca. if some
person other than the corporation has
the right to designate (by name cr by
degeription) the individusl who i3 to
orm the urvuu or if the indi-
ﬁhl who 18 to p-r*-u the services
13 designeted (by name or by deserip-
tion) 1n the racty and (2) amounts
reeeived from the sale or other dis-
position of such s contraet. This
subgection shall a vith respect
to amounts recel for services undep
a particular contract only 1f st sowe
!'lll during the hzubln twanty=

* n velue of
th- outst -tuh of thl eorpors-

tion is owned, directly or indirectly,
irututhluﬂhthlﬂm per-

the one to perform; such servieces.

compensa :
from Mm-r received) tln use
ofy, or right to use, Ill'ﬁplrltr of the
corporation in any case where, at any
time Auring the tuxable y twenty-
five or more in value of
the outsta uﬂmuthmm-
tion is owned, direetly or 1

Lt - 2 0 g™y % fa - e el

noted t 'u:-'u.:fm un) as
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to the use of the property, whether
such right is obtained directly froa
the corporation or by sesns of s sub-
leage or other arrangement,

(g) ~=fonts, unless con-
sti % S8k ; or sore
of the gross inocome- or the

m o this -m’.ﬁg. the ters

8" means compensation, however
designated, for the use of, or ri

to use, anzcﬂg and the !ntm a0
debts owed te the corporation, to the
extent such deabts represent t&- price
for which real croperty held prinoerily
for ssle to gustomers in the ordinary
courpe of its trade or business was
pold or exchanged by the corporation;
but does not include amounts con=
stituting personal holéing company
ineome under subssetion (7).

(h) W
e or ges
e, unless (1) constituting Rm
ner ? or more of the grass ine
cone, (2) the deduetions relating
to axpenses, other than compensation
for 1 sarvices rendsred bhy
santun or more of the gross income.
Petitioner ig a domestic corporation organiszed
und registered with the lecuritiss snd Rxehange
Comnipsioner sometime in 1951. The principal
subsaribers are the spouses Yareisl 7, lichaueo
and Jessie C, Lichsueo, while their brother Thomas
%, ldchaveo, their mother, luiss ¥, Licheuco, and
Vieteria V, Yerrers ere the other nominal invor-
poraters. The primary purpose of the corporation

is to engase in real estate bmsiness but it was

~ also authorised to set as agent, sttorney-in-faet,

purchasing agent and general agent, It sppears
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that the reasons why the Liehsuco spouses decided

to form this femily corporstion were te subdivide

into small lots and sell on installment basis &

big residential land in intipole. then to dis=

tribute te each of their children shares of stoek .

in the corporation in sueh amcunts as the spouses P |

wished to donate to their children. |
For the taxable year 1958. petiticser filed

its income tax return declaring therein s net

income of P40 908.10 on which it paid the cor-

responding income tax. A breskdown of the income

for the said year shows that it had the following

soureces of gross income:

Uross income from properties . . F2h 160,00 © t
Pividends received . . . - . . - 1-4?,2;3_.,;3 e
“’ o] I

i 1 -
-_J P _-._-I B U e o

earned . . - o e o o A
ofls from the sale of
uh‘.;...¢..=..... 7.020,00

Income iavestment in Bsek

Fay eertificates. . oo oo eudad2.30

TOTALG aecoes oo 2080040
Of the smount of 711,212.30 received by petitioner
as dividends from other corporations, ooly 258
thereof or F2,003.00 was declsred as timable in-
come, pursuant to Seetion 2h(a) of the Revenue
Coda. Henece, only the smount of +62,000.88 wes
reported as its gress income.

After examination of petitioner's income

tax return for 1958, respondent considered the
following as personal holding company inccme:

‘
o b & e iy
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"dvidends (25%) - B 2,60
_ .‘_.,,,_.___-. | “::_u.. .‘ 5| K 'd',o
3 w i ‘lﬁt-“'--'

income L

TOTAL FERSOMAL HOLDING

| Inasmuweh - the - - .ncome of peti .o
| fer ‘he o il i p624080,88. respondent
eontends thaet = loner | personal holding company
asame = D3, 98390 mmeals e B0 eyulesas
962.,080,00 = BOF - a9, 664 .70) . Consequently.
respondent eonsi - petitiener = personal
holding company  jeet to the persona
company tax under feetion 63 = Revenue Code
Parenthetically. 't o o coted Vo in
computing the amount of #29 369 .08 . - 0
personal holding company - pondent based
on . net income of F§5,37.07 = o0 o RO 908 8.
The difference of Pik,h3 29 was . certain o
mission income of peti omer £ 957 . erronecus-
ly included by respondent - income for 958. Re-
spondent ool o o i 5 hds o ter to coun-
0w petitioner dated Jovember 0, ' (Annex
A of the Fetl . for Feview and the Amended Fetl-
tion for Feview) but continues to neclude the
P1h 439,29 o part of the ncome of the taxpayer
for 7+ of the personal holding company
i may aise B tated that fe manan «f the
personal holding compeny ineome requirement. re-
“pondent now allege on page ' of his memorandus
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that the felleuwing aia i pesrciss) RSNy e
pany income - peti
Dividend regel 1 . 3] 1.1”! (1]
Commi - -‘:ﬁ.«'.ﬂ;l “,m:‘h
-

Gross . o properti:
fale Ve

”'ﬁ:i" S > - -

Under Seetios '\ of v DLovuwn: Code; Fmsei,
iy m Geswyect pursuaat = whideh s oseveesT g
i@ e Mewiak persenal aesvilass, LY (@) sens peare
sww other . the cerporstion . the ight to
designate = nmame & | dscewiptienm) o Wmie
vidual who (@ ‘o perferm "l colaus, & AL the
indtvidual whe s Un Eefsss B aSvieee e
inoignated by name = By Gmowsiloon e the Geme
Gumafy, and 47 (W of pess Gies Guring T t==sbie
year 25% o more ‘& - of | outstanding stoek
of ‘he corporatis= 1 owned direetly & fo0d .
", by = for the individual who = performed. =
i peplain, @ =iy e deelisded by same er W
Swecsiption) a0 i eme . perform sueh oo
Inasmueh . ~ .pondent - dered the comal - ons
earned - petitioner 1o the sw=  $26,620,50
amount received . . . personal service ‘witraect
ews peti oo and  he Thomas de la fime & Co..
1td. of England. the First, nadl i Susiaiin, ques
“om o whether ¥ .« . P oo 0 "designated
e Gk memieaat s e one U@ perform sueh servi®
. De - Bue = some person othe  than pet 'loner

L R S ———— "“—.‘

T Npra— N

A
|
) .

- 1 .
\ o i

- I )
o I T .9 2o i ] "
— e & St e e = LS = SEESEEE L e T bl o A = T



PECISION -

S w"’-t’.ﬂ’ as the Aadividssl b & T
ENNE s S
There & mo Sl that, 5o respondent alleges,
. ¥arelsl P. lichaweo, e in (e pEosidesh of
ieseny. A9 @ eiliclyess loapee el @R 56
Fisesetic) figere. Be i=c liarscs gl 45 Wi
Settad Piahaan. Mo 4n nilse & cefpameiiss lowpes

@ W Bel0ish printer Thomas Rue & Co.,
IAd, @o @ w5 of ceweillaaable weunihge and -
s, Bat nowhere o . mo - does
e of the ease 0 that = o other
than peti ‘oner had the right = designate. by
name - by deseriptien, "r. = ' F. Lichauco

2 the individual who was to perfors the .
for De ' Rue  leither | the = 55 hat
Mp. Marcial P. Lichauco was the ind  lidual who =
designated. v === or by & . ptiem, i the
person v perferm msh sasilaed. Me o alhes of
Joai. 40 has been shown (. not oaly ¥r Mareda
P. Liehaueo but lso hi  brother Thomas < ndered
the =+viass in questiss 7% De = Rme, AN =5
weals were be sald o0 Mp Mareial 7. Lichaueco
el e 45 the eentrast with De ii Rwe innessw
e L peeosenta o frem England o0 o om him,
he ©'d, "You do ' need  lawyer, What you need
o @ sempmoselaiion a5 agent® lp, W@, t.i:a.),
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An » of i nature of the

rendered te = . formed for Be foe peti-
tioner - through Ti.-—«. ¥ [Lichaweo | =
Maiwiod P ldchaweo, soowal: that 4t 5 Wealleally
the work of v agent. which = neluded = "he
secondary purpese the taxpayer  Accompanying
% Da = Rue repre —wio tim t& s Ceativ Bank

el 25 he say wich to ' &= & connegtion
Zth - blading Tor printing = =
rency  bonds. when the gontraet i
AT the lowe  bidder making ngquiries
det - »s what would be needed  how mush 't o
¢ost and what personnel should = hi  te look
after De = Fue ' exhidi'© imn ¢ trade show; look-
ing into the possibili = of De ° FHue entering
into an informs perteershd - th | goed Filipine
printing fiso for the setting up of . machinery in
Manils for the printing of postage stamps and
cigarette strip stamps) Leing requested to offer
v sae o Be U Fue waknote eounting machine to
the Central Bank which he Sank rejected; nd
securing the printing in verious ¥arila newspepers
of - rtatement thet wou | make the Filipine reading
@  mare consclous of the smperiority of Pe
Hue  work in conneetion - th the printing of
I ppine paper curreney - = these and othep
dimilar servi. do not by any streteh of the
imagination requi . the t ot or skill of = welle

—




known corperati-n p @ afloenti.
i%i degFass wiained fn e Uniled 8%y
. conside i ot ge BAE s

s on ef . Revenme Code = u =
eopy  the United States Fede . Income Tax lew
on ‘i subjeet (See I.A.C. (00, Bess '3

7y HoReCo S, See. 5024e7; TN Huw. Aety

Sou. WO3/e/y 1936 Rev. Ast, Bes. 1 Jny Ge
amended 937 Rev. Act, See. || gpee uise 7 1
G, Lay of Pedernl Imssws Taxation, pe 22). A0
wavirued in he Umited “totes, he provision |
L ntended m:lr to ﬁuh waw of "incorpo-
rated talents ™ which @ o W aveldanee i
through the fermation of = corporation whereby
the individua who 1s pr 1y = o ‘peoP=
porater. enters nto s contract with the earpo-
ratien t' perform pereonal serviges for = per-
son o persons whom the corporation might deaignate
s o nominal ¢ s but for whd ' corvices
the ecorporation cellects wmuch bigger amount rom
the person or persons for wvhom the . ‘eess are
sctually performed. Thus the ndividual schieves
S0 mmenity oo high individual rates by
having  corperstion accumulate most of the ~un

~ - paying the < only the normal corporate
Lt (7 Mertens, Law of Vedera lasss Taxatien,
s . By Y @oisw ef the parsonal helding

o B
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@ el Gxlent of the degignated i el f
the i lled or talented person wowld '.
Wt high neome  rater. The highly skilled
or talented person, who 1. & Tioal . the serviges,
Lo slesre named o designated 'n the contraet with
the real employers.

In the case " bar, he'u &=  ndlication ' |
that petitioner corporation ) designed to avoid
the income tax due from ¥, P Lichaueo ‘hrough the
forsation of . persosal holding company. The
corporation o organized to engage in legitimate
stEiEn, Yieehdy, e serwiess of Np, Narefal
P. Lichaueo wiiw s . v valusble ssset:. bdut
the contraet ~ th De la Rue ' not specifically
regui - his serviee by name or by deseription.
o doubt De la FRue probably desired his services.
L e oEen were equally perforamed by Moo
Tl M. ldchauco. Even more, o o Ghove,
petitioner o incorporated = = while the
services now und ~ question were not rendered until
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e, I% eam adlly T oedd el N, el P
Tl ahennns dammed] =0 Glemn adreeEa e e Qs
Fom= Qs puresssl aerrieen S 3 Fadussa W e
aesep iy Juer B A0 Be of @ 388 e peledesuiall
E. vt im0 PRe680.50. The luuswt mss i |
| iy el oF § inEseger casaasl 0 5 gl tisate
feailpme =GR RO FESESe 6 deslesEiem v mBe e
wReEERG T G Poals YaEme, Jvem IF A% Lo cemek o
Inssmuch o = persen other oo Ll
ol the pight = designate, by name ~ = . ip=
Glsm: Np, Maretal P lishesss e Ubs (edbsldnsl |
e woo b perferm the seesiase Witk De s Bue, |
e Mp. Wl 0 P Lichauco o mot designated.
name - by &ocoptl o m the e the
$26,620,50, < pe | e o 0 commissions
in s Gasable ian 998 MR set = SEsetSeeee &
amount « . under . personal servi.. gontraet
wiilh e Teswe de o Rue & Co.; Ltd, @ England,
Consequently, '« = not : personmal holding company
‘noome . oo of determining whether peti
e 0 o persons holding company in o oo
el e 958, W10 ohi: conclusion, | becomes
e o Gecide whether Mp Marelal P, \,
Ldehaneo, @f smas s Suriag Wi Lusshle pees
958,  direct o indireetly, 255 or more

= d 1
CTA CASE NO. 7% :
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in valne of the outstanding stoek of petitioner
eorporation, 't any rete, 1t is alleged by peti-
tioner on page 35 of its memcrandus, and it S8 not
disputed by responfent, that neither “srelsl ¥,
liohsneo nor his bDrother Thomas owmr 255 of peti-
tionaer'a outstanding capitsl stoek. And as tes-
tified by “r, "sreial /', Lighsuweo, out of the total
shares of petitioner corparatien of I,050 en
Jasvary 1, 1958, he owns only 3,000, which is
only 11.168 in valve of the eutstanding stoek (pp.
127-126, t.s.n.).

fatiticoer also argues that the personal
holding ecompany income requirement has not been
sstisfied Docavse its income from rents during
the taxable yesr 1956 13 not only #2%,160.00 but
actually $31,180.00 as the d1fference of #7,020,00,
declared as proceeds from the sale of palay in its
income tax return also reprosented rentals of
properties transferred by the !‘Achasuco lm:/é
the petitioner ecorporstion gometime in 1956. Vin-
der fection 65(g) of the Nevenue Code, 1f rents | |
congtitute 504 or more of the corporation's pross hl
income, the game cannot be considered personal \‘\
holding company income. Since the totsl rental
income of #31,180.00 1s 1n excess of 504 of its
gross income of enly #62,080,00, petiticoer con-
tends that the gross incose reguirement for &
personal holding company has not been satisfied.
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With the exelusion, however of the sum of
#26,620.00, representing commisslons carned from
Thomas de la Roe & Co., Ltd. of England. from the
personal holding company income of petitioner, the
question as to whetier the sum of #7,020.00,
declared as prooeeds from the sale of palay,
represented rentals has become moot  If the
following are the personsl holding company in-
eome of petiticner as elaimed by respondent on
page 11 of his memorandum -

Dividend received s e 8 8 & 'u'mni

Commissions earned . . . . . . 26,620,
Grosa income from properties . 24,160,

with the exclusion of the sum of P26,620.00, the
amount of personal holding company income is
reduaed to P2,392.81, If the total gross income
of petitioner is #70,W90.00, #h2,392.41 1s only
60.13% of gross income. Imasmuch ss it 18 nee-
esssary that at least 80X of the serporation's
gross income be “personsl holding company in-
come," petitionsr can not be considered a per-
sonal holding company.

WHTREFOR:, the deeision of respondent Com-
nissioner of Internal Revenue declaring petitiocner
Marcial P. ldchawco, Imc, & personal holding com-
peny in the tazable year 1958 and requiring it
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to pay the sum of #26,309.08 as personsl holding
eompeny tex for that year is hereby reversed.
No costs.

80 ORDERED.

Quezon City, August 7, 1967.




