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Prtitionor 11 a -dt:la" arﬁﬁ'.lrd ﬁnrpurutlm“
rrzaged in the rmtim end umg-wrt of hotels,
. dnns gad other allted busi: s, : .

Fﬂlﬂﬂt to i1tz trticlsl uf !ncurrurdtlm,
1t 1f cepenized with ar anthorized u:-:ltul of
ﬁ.wb,hm.no divided tnto 90U gompon stocks and.
100 preferred stocks u,ith 4 por n‘.'.m af #14000,00
euch’ share,. ﬂth partimhr :arrnm to its
preferred :;w, retitioner's nrtﬂ.eln af ine

: =y W S
sarporation provides sz Tellows: :

LEVFIlNy - That tho autharised
onpital stéeak of sald corpoarstion .
‘(a8 suended February 27, 1997) shall
be G MLLLICH JEB0S (WY, 0304000,00) .
/it 1 sndoe Curvensy, oivided Lnte
iay domero (300 lhﬁru 3 Comnmon

. Stogh and CGER DNDKED ti-‘m} shares

of speferred '
Birend B fatoated venoe #1‘,4}," 3,00

nqh anare, . = N
Exgent in those cases whele ﬂ,u!

law ppovides "therwise, only Coussen

| Stoek 'shell de entitied te voting
. vights end . heldeys -f ssld shares
my be e 'amnatt'ba_-nur-'

" paretion,
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ticn, tefore lr:{ngutﬂhtim shell
e msde to the dors of the Common
Stogk, an? ghull bhe entitled to e
other dizteibution,

€s The Froferred Stook shell not
br corvertidle into any other zheres
or seeurities of the Corparation,

Ds The Cerporation uey redges
the whole or any part of the Yreferred
tock then ovtstanding uper a in
sagh te the ha of such erred
Stock THOTSAND pPeaOR
ll"'l..mf‘qﬂﬂ' & ahare, together w1 ¥
all scorued and umpeid dlvidasds there-

in Pnilippine : o The Cor-

uo:bm,_ no case
retire o Freaferred dtogk within ten
years from the date of its ismie.

e = x x x
The aboye conditions shall he
Tt i e aeepernticar
In sconrdanoe with the provision of the
artiela aforesuotsd, feetions 4y T, € and & portien
of Seetion D thereof were printed st the back of
the certifieater of preferred steck ilzsved by
petitioner,
The face of the cortifiestes of preferred
stoek fssved Y2y petitioner states as follows:
THIS CYRTIFING THAT

in persen or bWy upon gure
render of this Cortif operly
endoreed ”
IN WITAROS UTrOF, the seid
tion hes cevesd this Certd-
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anthorizsed offigers and Lo he sealed
with the fisal of the Copporetion

Hecretary T President
fotitioner curricd these jrefdrved stocks ‘hs
part of its capital strueture in its records or
perticularly ia its Balsnoe Sheet for the yesr
. ending Decenber 31, 19%%, in whiah 1t was stated,
under the subshsading *Stcektioléers Squity”, thats

10 m &t #1,000,00

par vuloe par ﬂv.:ng'zas-

sued ard Sutstandling,

100 shares P00, 0000

SR N
 Totdl faldetn uﬁu L9589, 958,00

In 1958, netitioner paid dividend on its ore-
ferred stoak in the smmunt of #10,000,.00, Thie
ssount wes then clateed by It in fte 1958 dinceme
tax retura (¢ filed on Mareh 24,. 1950 as dcduet-
ible joterest exrense.

On September 16, IM}, respordent secesgrd
petitionar in the sum of P2,360., ag deficipney
incone tax, inglusive of interest therern on
the theory that the dividends im guestion ave
not interests under dection 78 of Frverve Foe
gulations N, 2 lsplementing Seotiom 30(5)(1) of

! '
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the “atlorsl Internel "evenus Code and, 13 tirre-
Ffore not dednetible expease, Irtiticuer neid
2813 amount and then {iled & olalu {=r refund,

Iherecafter, withcut weiting for the A=elsicr
of prespondent, petitiorer filed the present
petition fer review, seeking the relurd of zald
snount.

The anly isstie posed befeye the Court i,
whether the payments nade by retitionsr oo {ts
proferred stoeks ir the sum of ¥10,97.,77 in 1°%
are dividends nct deduetible from gress fnocome or,
interests deduetible umder Tootion 3/ (b)(1) of
the latiomel Irternel leveoue Codey, af ilsplemented
by Seetion /i, levenue “epulations Yo, 2 of the
Department of Finarcceo

The pertirent partions of Section 30(b)(1)
of the Revenpe Code and the inplecenting Seotion
70 of Revenve Regulations .o, 2 of tie Departoent
of Pinsnoe read as Collows:

98C, 30, Dedupetiont from gross

inconie==In goaputing net income
there 5811 be allmed oz dednetions-

ih

x K X x Z

(v) luterest:

(1) +=The amcunt of
interest the taxsble yeur

an intebtednoss, exoept on indcbted-
neas irearred of continued to pur-
chage or obligatione the in-
ter-at upon which is t from
taxaticn sas income onder s Title,
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o%C, 78, Intapsst. 2,,x %
5 « GSo=gslind loterest on
premm stoek, which 1s in mnty
a dividend th reon, cammot he de-
ﬂuﬂﬂ in acmunting net 1'“» x =
o compreaensive rule say be 1aid down for
distinguishing in all cases hetween &n lovastaent
in & eorporation and a loan to it (Uelvering, Cos'r,
of Tnternal Revenue v, Righmondy * 4 PR, Cogy 90
P /247 971) Pederal fepopter, 24 Series), 1a
determining dhiother payments made on prelerpred
stogka gre interests on indebledness, or ividends
on investment, the real {ntentien of the parties
mnst be sought, and the intention must turn an
the feets and clrenmstances surrounding euch suse
(Milippine Trost Co. ve Comm, of Internai Revenue,
CTA 367, Jan, 30; 19873 Uelo vo Title Guarentee
4 Teumt Coo, 133 ¥ 24 990, 293)c The dlstinction
betyeen interest and dividend nay be mir stated
g2 Pollows:
t? made by a tion
mwm of stoek T
(mt dednetible), but
on 1te evidengs ot :
mtﬂut (detugtible), llﬂ-n_
sifiostinn of the ins mdar.
wileh the ots are uh in sone-
tines diffienlt, The irtent of the
rﬂﬂ 83 determined froe 211 the

cote and oironmstunges mm
The eherccterieticos of u .

or thst will becoms definite,
wag, of covrse, other fee-
m&-unn. - 1993, M Fed,

217
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Jefferson Banking Lo, v. Yrustees of Martin In-
stitute, (46 Ca. 383, 91 5.7, 453y Comuizsioner
of Internal Revenue v. iroetor ahﬂ’g Inoc.; 9 Cir.,
62 P 24 799}

Whille the designation of securities as pre-
ferred stogk is not conclusive upon the status of
the holder; yot what the pariies in a given case
have called the subject of the contraet is of no
1ittle sipnificance in determining thelr purpose.
and yhere the purpese asut' orized a»d the purpose
declared is the issue of stogk and not the arestion
of debt, the intention te errate o debt shonld be
clear and emwineing (United “tates v. Title CGuar-
antee & Trust Cooy 133 ¥. 22 906), The articies
of inecrporstion call the ceeurities in guestion
as preoferred stocksg nmake it sppear that the
Preferrad Btocke are pert of the avthorized capital
stock of the corporationy and call the iverement
of the freferred Stoer dividend, These features
also ayvear in the recitals of the printed matter
of the preferred stoeks. And the lalanee Sheot
for the year ending Decenber 31, 1958 carries the
Preferred Stocks as part of the Caplital Stock ube
dor the sub=hesding "Stockhalders Eguity.” It
is quite obvious from the nomenclature given by
the Sorporation to the stceks in question and
their increment that the relationship between
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stock shall be without voting power.

sald right restrictel "o the

commen stock - ble a2fter 3

years @@ (10,7,
Upon the foregoing fsets, the Court held that the
ro ationship between preferred stockhnlders and 5
corporation 45 e of corpora on and stoekholders
not that of ereditor and debtor; saying that there
was no definite date for payment of the capita
iinee redemption was at the optiom of the corpore-
e :

WIRNPORE, the decision appealed om {i here-
by effirmed.

‘80 CRDER™D .,

Queson City, lovember 26, 197 .
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