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COURT OI' TAX APPEALS

QUEZON CITY
WAGK WAGK GOLF AND
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DECISBION
This i a petition to review the deeision of
the responient Comulssioner of Ilrternal Revenus assess—
ing against and demanding from petitisner the sum
.rmummmmmm-m
mw-mm-nmummnmuu
utthhraﬂmhmnmmmm

1953 to 1962,
Petitioner is a mtﬁ and nopeprofit corpors=

‘th&ummmmummmqm

the following purposes, to wit:
'Mlth mmm
":gd ormed are to foster,
and m 1munu athletie omar—
entertainments of all kindsj
malntain and conduet = club

il



DECISION o
CRa Cass ho. 1977

| 1%s clublouse aod established 'tﬂ.th'ln 1%s peeuises, acong o
uﬁ-.,nm:ﬁnihmnt whapedn !'n&(l ani drinks are
served, Acooriing to ths by-lewe of petitioner’s eluby
uﬁm'm restaurtnt cemnot be availed of by the
Mﬂblﬁmmﬁﬁauﬂbm:mhhm
suslusively t9 ite menbers, as vell as to the imuedlate
fumilies nf mewrbers end to .Il_n gueats and visitors n:l'_'
sue'l pmerkers, : '. ;

| Petitiensr has mever pald percertige bex on the
mnmwummmm-tmhun
MMHMHHlﬂﬂMm ina apticles
dlmtmmmnfﬂtimuutm
tain mm for m:m_'_khn of mﬂh,

léss for the disteibution thereof, Its Lncome of
STofit doss mot Lmure o the Demefit of ary tnitvidual
mn:mun. mmmmum
mmmmumm

i mmmumummaumam_
records of petitioner's bar and Testaurant,.respomlent's
mmmnmmnnm'
'mnmmmﬂnmmu.mmum
'n-nhi.lua,Mumw.mw
munmmwmcw. that the club Be
'Mmmm in sonvection with the
emunnriumm:-uhmu,hmmu,
268,909,430 Lnolustve of sureherge apd co:grocise
.m1mmmmmm1mhiﬂm
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mﬁm - )
CIA Cask bue 1977 . e

Pursuant to seld recomwerdation, ¢ "lotice To Faxpayer”

‘m sait teo petitioner mmm ad fustwant of 1its

tex Llability 1 the sum of ¥265,909,30, In & latter
dated Maven 26, !963, petitioner, ﬂu-mh its nuditm-.
Js Se Zuluets & Oo,y dlsputed thé slleged tax liability
apd requested the' buresu to desist from effesting the
proposed --:uum h-n of mtiinm': opposi=
tion, the Negioval Direetor, flegioral Distriet Ne, W,
{uezoe City, esiorsed ths mstber to the reszopdent for-
the wesolution of the legel issues raised by petitioner,
In o lettar duted Javusry 15, 196%, respondent pequired
the Hegionei Jireetor %o corduct erother 1m=mnm
of MIIWI taw liabllity,

Wheroupon, in o letter doted September 23, 1964,

 pesponlent sssessed petitioner in the sum of P263,909,30

a8 percettege tax, surcharge ‘n'ul onproride penliios

'hﬂluﬁlﬁmmﬁﬁﬂium;ﬁmhm‘ :

soyering the period from 1953 to 1962, Patitioner
wrota respontent & lotter on Novesber 18, 196%, cone
testing the validity of the cssesswont wid Pequesting

_hat it be oancelled sni withdrewn on the ground that

it 1s exmenpt from texution belns a nemmstock and none

mﬂt corporation, - In s lotter dated Uetober 28, 1915!._

respondent denied the request for the eancelletion

. wod withdepwal of She assesurent sllegirg thut natle -

tloner’s bar snd _restaurant wes belng namm not
on g tw rormprofit huh. Hemce, this appeals
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DAGKSION » . 2Pkl
ﬂ?ﬂmﬂlﬂgjm' " ’

~ §T “ . S ) A -

Prior to Che assaaswent in guestion, ﬁtltum
had been sloilarly assossed by respondent Cor deficiency
mmmmmemw*ﬁhwﬁo
a8 keepor of a bar and restaursnt, which wea 1ikowise
eppecied to thls Sourt, but subsequently withdrawn by

' :.mmmmm-mtmrummﬁm

!ﬂlm.l.l axenpting mtm.u, siellorly situsted
as petitioner, from fized asd percestase Saxen 1n core
section with the cperstlon of thelr bar and rostaurant,

The douinant lssues raised 16 tals oppesl nre twoe
folds 4 8 '
1. Whother or cob the pight of respondent I3 sgsess

mmuﬂmﬁmhw.mnﬁﬁnh

1959 has'alresdy proserided; an »
2 Whather or wot petibtioner 1s Liable for the
wﬂmu'lmmﬂ sompponise

4 pmu.uu in ulmltm vith the opgration of 1its hl'

mwhmmmmmmmmaumu
mm.ummtmmammm

hwmmu:wruumm

1953 to 1959 hns alvesdy presorided, Apparently, petie

. tioner is of the impression that respondsnt's right bo

mkmmulmmusmum
uwoamotmmmu-mm'
mwmamr



as provided in the suseeding

mtla ¢ taxes shall de '
was s X X X, ng supplied,)

Ve ars, however, of the opinion that the petitioner's
case 13 governed by Seotion 322(a) of the Mevemue Code,
MWMML

In the case of a felse or froudulent
return with internt to evede Sax or

N e o A
" mmaﬂumm “ﬂmm-
sityy freud or of guinslon. (Underlining sups

(n is undisputéd that petitioner had mot filed ary
WMHMulimsnrihwnﬁ
restcurent bocsuse it hos been oumm exemption from
tuxa®lon sinee 1ts opganization, Under this otrcums
:hmwmmmwh-ﬂmuuuhum
unamn-mmmmmormumm
_wrmmmmmumm. (ﬂ-publur.
Mﬂmmlwhﬂm Iu.v.cam:rlu
Appesls, 16 mm; fallgaren Lumber. b«h.xm Ve
umormm..haamshml Ita#mrittuith-
onlasion was dlscowsred on Mupoh 1, 1963, Wher emeulner
the basis of the assessment, Ilerce, the Jovernvent had
teni (10) years from thetr date, or until March 1973,
 within vbioh o essess petitlomer, Petitionsr was
assassod oo Ceptember 73, 195%, or loss than 2 yeers
alftar the dissovery of the oudsslon, s¢ taab Lt 1a
cloar that the uspesatiant was =adse well ﬂmmm 12
mrhmﬁiwwiﬂt_?

1245 ~.



D18 IOK
- CTA CASE WO« 1977 .

‘ ‘ '.'

Hﬂlmmucnm“ritnnfm:mc. | :
The hir mn m:lnh responient predicated hi.s asg08s=
© ment is found in Sections 178, 183 and 191 of the mm"
Code, the ralevant m;oa of vhl.th are munhm
quoted for convenience:

tmﬁu Geotions 183 and 191 orthn lhruml
Codey mumwtutumwmm of
Internal Reverue v, The Club Pilipine Ine, de Ceduy

v 246




 DECISION « 1
.GTA CASE 10, 1977

-3

5 SCak 321, stated:

fﬁ"’" or livelihood is

when used without guale
ey T i Bl
> activitiss fap apal 'n; 1ive) inood
oy 2% & e 1% geads
& of Tax Appes Uslly bo, =111
M‘a 1 visg- ﬂg: 'v

: - L ]
dyeaney, et & tional Club of
-,W-.ﬂ; Yo, Le12178, Aug. 21,
1959, the facts of whizh are sihtlar’ to the
ones Itw Fm'clﬂ‘h elie Noor, .
LT van, 27, 1 ) :

1t 1is the contention of respondent that potitioner
wes engaged hmmmu_mlhﬁm '
. Pestaurant for gain or profit as siown by thess cire
ounstances, to wit: (1) thet the bar and restaursnt
‘eatered iniiserisinately to the publie and (2) that
the profits derived from Lts operation, although mot
; tnurlsg to the benefit of any indivicusl metder bave

/



L

STA CAGE KO, 1977

A been up-u for parpanent WH, mqﬁutum of

w and ot-lur fixed masets, which ultimstely lmure -
to the benefit of its nnhn
. ( Hll established is the rnlc th-t the determings= .

'uu or assessment hy the mpmmt is pﬁsupnnly

correct m the h:auu has the hmlm of prwinu I.tl

| ' ineorrectness, It I.l m that a1l presusptlons are :
,unm#mmum-mﬂu. Howe

W,Mmuptmummonhumm

3 mmmmmﬂmu

nuhmmlrﬂmtnrm iammn'.
Goll, of Int, Hev,, UT4 Case fo, 251, Jan, 23, 1958,

. aff'd in Gui. Ko, Le13656, Jam, 31, 1962 Viterdo v,

Golls of Int, Heve, CTA Case Ko, 363, Jes, 26, 1958)
Jamsen v, Goll, of Int, m.; CIA Case No, 232, June

39, 1958 Vedine v, Coms, of Int, feve, GTA Case lo,

1245, Decs 27, 197%) ) |
mmuwm-mmm.tmmj

_¢lusion that petitioter catered imdlsdrisinately to

the piblié ares (1) the muperous soclal affairs hald
in the eluby. (2) the parssnal experiende of nis exeminers
(3) the resords of sslesj and (4) the emormous profits
allegedly derived from the operation of he bar and
| e assertion of exaniner ARmadul Sarspuiiln that
m-mamm“mmﬂhwm

based on alleged mevspajer reports that social effairs -
' | , : | pa g

?
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DSCISIOH -
CTA ALY #9. 1997

9

nad hun bheld therein eni that he :ttacm in his meno=

' ultl“mt to mwmt o mspnper elippings a8
' proof thereof,

4An sxasinotion of the m of tals cuse, howe

' m roveals that the alleged mmpcr elippings sre
oot sttached to the examirer's recorty neithar are they

tn the BIR yecopds, Mmmmuarm,suu,-

' nthpt wns made to M these newsparer s1ipoings,

mnummamzwhumntu leterrive

' mmmnlm.nnmmdt ltuwlﬂhtmt

mm“mmmnaﬂummm in
guestlion ard would tharefore be fmweterisl tu the case
at base (Coll, of Int, Wew, v, Benipayo, % 304 1&3,
anhmumfoﬂuﬂﬂmnamﬁmﬂm

'mmmwwmmwmnuu
or by an indeperdent caterer? Mow sre ws to ascertaln
- whether the saldaffulrs vers hosted by members of the
Mumﬂ Wﬁﬂwm sdnitted

muummmmmumwmm
nuwmnmmmummmnuu

‘mmﬂﬂmhhﬂmmmmu i
hamﬂwmmwmumuﬂu .

end that he 414 not bother to fird out wio tosted tie
affsire, supplisd tae food sad driiks served thereat.

We find more worthy of bellef petitionar's evie
mmﬂhmm“mmm
mmmmwmamwm

-"‘ e manbams af L. % & =

.+ 249



DEGTSION

CTA CASE KOG, 1977
. w - ’

laws, m-mu&mmnmmmmuu

by the ﬂ.uh'u menbers snd nover by their guests, e

accordingly told that lupundint falled to establish

by convineing evidence thal the soefnl affairs held at

the elud were Open Inilserisinstely to ths public and

" not mluilﬂl; to its wembers and their guests.

ixaniner nmmu n.ln mun-a tMt on two

. scsusions he personally et €6 the alub's restauranmt

m.mmmm-uarmmaw-mm

mm-m:wmmm. lused on these

. ineidents, he coneluded that petitioner's bar nlli

“rostaur-nt was cuiering 1m1mmnuw to the publie, ]

| mhmttﬂthtmhnﬁntam
nttﬂdnbmwm:mntm“twmlm
.‘ummmmaummmmm“m
mtma“umammmumpmm
,mwm'ummunm The by-
laws of the elub pronibits the use of its fueilitiss,
‘umuunrfﬁdanahmﬁm The
mummumummm,mum
mesber of the elub, was a violstdon of its byelawa, .
-There As no evidetws to show that petitioner has
 knowledgs' or sbetted the violution eommitted bty
1ta orployaes, In fact, the club’s gemersl ——
mm.mmummamw
mummmutmmummhm.
mw-mum-mmhﬁmmum



PAC LS TON |
CTh CASE M. 1977

1

solf, Isclated infraciions are boumd to arise sinee
some w:lters may not ivow all the members of the club
and fear of offending = member may make them raiumﬂt
to inguire &mmmnaﬂlﬁ, for fmdor ulmu'h-
is a member, Juch wiiters would h srome to presune
that ﬁu‘uh- is in the resteursnt or bor 13 s moaber
stharwise be has no business beling thers,

Arother thing that untam azainst the lhltr
nn-lution reaehed by respondent 1s that ths period in
question is from 1953 to 1962 whiile the experierse
related by the exsminer took place soxetime Ln 1963
whon petitiorer's snse was essignsd to him for imvese
tization, In other words, the inoldents testlified to
by the m refors not to the period in guestion
-mmumwmtmm weetice obbslined
mhhm&mmm“. tmmu :
int, Sev, v. Denlpayo, siliBae) -

Respondent 1ikewise argues thet the voluminous
Pecords of sales of potitioner's ber and restiumnnt.
are Lmlum- ﬂut it was eatering not oniy to 1ts.
renbers, mnuunummmumum
publie as well, :

As shown b;"th evidenca, the total suu. ef the
bar and restaursnt for the yesws in jguestion m‘
P197739452.05 and P2,762,175.29, or s total comblined
sales of Py 535,627.36. Dased on these figures, rese
pondent consludes that the sales appear to de grossly
dumtlmh to the number arlllblra of the alud

eo251



OUCISIGH «
CTh CASE KG. 1997

12

entitlsd Lo the serviees of the tar snd restaupsnt, ‘
Looking into the elub's byelavs, we find the fole

 lowing memberships (1) propristary, (2) associste,

(3) playing, (W) soelil, (5) speeisl assceiste, (6) ocoure

tesy service, (7) service, and (8) jJunior mesbers, Fropries

tary mesbers are limited té orly W00 for the first 1§
yoars from lts insorporation but mey be inéredsed aftere
wards, Otheér kinds of mesbers are oot m;pi to lisle
tation in nusber, _
Petitioner clalms thet the wembersiip in the alub
average 800 a year during the perloed in question, Asge
suning that the 400 proprietary wembers have not iseressed
. sinoce the club's incorpopntion upy to the perlcd involved
hers, 1t woull mot be unressonchle to sssume that the
rest of the mewbers (7 kinds) mumbered about %00, or o
totsl aversge meubership of 500 o year for the pericd
The average dally sales of the bar snd festaur.nt
 based 6n 1ts gross seles of P4,535,627.36 for the peried
irvolved here (10 years) would only be about P1,200,00,
faking as basls en average mpmbership of 200 s year, the
average daily rm-u per mecber, imeluiin; nis !'amllr
am suesta, would enly amount to M,50, or M™5,00 a
mm, We¢ are unsble to see hew a dnily purchase of }
P1.50 per sember which includes his fi;r!.l,r anl gussts
would be velusirous so os to inileste that the sales
were being mnde indiserininately to the put.lu.‘ Gn




mx&lﬁl -
CIA Cask KOs 1977

13

 the eontrary, 1t shows that not very menmy avall themsolves
of the services of the elud faoilities and thet the prices
of ol IIﬂL Adpirks pre Hunmhit. As a malter af ﬁﬂt,
there is oredible evidense showing that petitionsr, for
the yesrs 195% to 1957 and 1961, hmd redused the jriees
for food and drirks bo provide the wenbers maximuz com=
fort but short of entaliling = loss in iis generzl
oparation, so os iumihmhmnm“tw
and spirit of a MHt ergonizstlon,
( Respondent rurther contends that enormous jrofits
‘hr{u_bnnmnﬂd in the operction of thiburuﬂ
resteurant whioh Andlestes that petitioner was engaged
in bu:lmi. Petitioner for itz part elaims that the
ber and restaursnt, exeept for She yeer 1953, 414 not '
reslize profits but insteed lmburred 1osses, |
Both parties srrived nt different results of the
sveration of the bar snd restaurant beswuse they differ
as to ﬂh.hﬂ.ﬂll‘ of ' dsterclpin: not income, Mesponient
arrived at the nat profits of the hgr and restour-nt - |
by dedueting from 1ts gross ssles omly “dirset expenses”s
whiich sogording to respondent's exsminer consisted oniy
of the cost of pirchases and salaries of employses of
the bar and restaursnt, Petitioner, on the other hand,
deternined the net profits by dedueting from thé croas
sales of the Par and restaurant not conly "direet exs
penges” but also the "Genersl Club ixpsnses®.
We ‘agree with the petitioner that in leterwining
| the profits of the La® snd resteursnt, its shere in the -

» :Jg“ 253 .
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CECISIUR -
Cla CASS Nu. V877

. 1"

genersl olub expenses must be &ldﬂﬂm and not nnir
limited to the eost of purchuses ard salaries of the ene
ployses of the bar end restaursnt, ss claimed by res-
pordent, Tho' "Gonernl Club Sxpenses” consisted of sueh
sarvices snd expenses woleh are common %o all 1is faclle
itles but are not eapeble of alloestion to a particular
freility for the reason that they ecarzot be apportioned
with esrtsinty, These for tnstange inelude, nmeng others,
legsl and audit expenses, salaries cf adsinistrative
ﬁplm. 454 employer's contributlons, printing axe
penges, 'nw.M‘M“tg expenses, We eannot ses any
valid reason viy the ber and restaursnt should mot shave
in these genersl exponses when 1t undoubtedly avalled
itseif of sll of them in its o erstions, The bar and
pestourant ls simittediy o ineldental setivity in the

_ pur#nm for wnich the club was wun'ln@.- It was
onersted ui as a separate or distinet entity but a8

an adjunet of tha elub for the -Mrﬂ"!niﬂm of its
mhlrll thus rental for the spaca 1t ogcupied wnz mot
charged against it, Viewsd from ail thase eireoumstances,
ve think that it is but proper for the bar snd resteupsnt
to chare in the general expenses of the olub, '

( M any rate, sesusing that pstitiscer derived irofit
from the operation of its bar and restaursnt, sush faet
oes £ot necessarily comvert it ioto o profitemaking
anteryrise, IChat a elub mrikas some profit,doss not

rnegessarily meke 1t 2 Wlmm 43 has deen

e 254
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- DUCISION -

A CASE NG 1977

' 15

recarked a olud ghould always strive, whenaver possible,
to have miﬂm:}hm the Suprese Court in Coll, of

| Int, Rew. v, Clib Filijino Tno, de Cebu, supras

uuummsmumm;m

'h!tl,r. Hlpumnt enlls our asttentlon thui po!'ﬂl
reslized from t.hn umutton of the bher and mhmnt

,,mmwrummormm
_hMﬂuﬂ%anmh:ﬂhmwhw |

mmm-ummmuau;. ol

Int, Rew, v, Gs iince Sducafiongl eppes 100 Pnti,

134
mﬂlu mﬂt ralsed by

h not m th

tn the use made

mlxiium l.l! m’

it 15 olaimed w nr.

tihe benefit of its Mi Apmum

ﬂt "Ly q-ptmmu its earnings
m the welue

"17'5" .M“’




 GIA GASE 8Os 1977

16
bers., The property of the corporstion

be sold at ery time ard the profits thn:gf
divided among the stoekholders or members,”

This is too speculative, While
the m of additionsl htdlthn,
Bay to the benefit of tha institue
tion itself, it camnot be positively asserted
that the same will redound to the banefit
of its stockholders, for no one g@ar predict
the finanelsl condl of the imstitution

. wpon L[6s diggolution, x x =X X x 2

WHGHEPORR, the deelsion of pespondent appesled

from is hereby reversedj without gromouncenent as

to coste,
80 QRUSHED, |
Guemon Uity, August 30, 1972,

Ao Al

RAMUE Le AVANCEIA
issoclate Judge




