/ REPUBLILT OF THE PHILIPPINES
COURT OF 1AX APPEALS
MANILA

MANMILA POLO CLUB,

Petitioner,
GoToire
- versus = GASE NC. 293
oy e
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DECISION

Un Januazy 12, 1955, the respondent assessed
against the petitioner the sums of #2062,635,42 and
F70,547,82 as income tax for the years 1947 and 1948,
respectively, on the income realized by the latter
from the sales of its real property situated in Pasay
City, conputed as followss

Petitioner sought a reconsiderxation of the
assessment alleging that it is » social club which is
exerpt from income tax under Section 27(h) of the Naw
tional Internal Mevenue Codes thot it was forced to
sell a portion of its real property to the U.5, Ammy,
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which hed previcusly occupied it incident to its
operations in the Yhillppines; thst 2 portion consiste
ing of 20,000 gquare meters was donated to the Phil-
ippine Covexnment; that the rest consisting of 20,800
square meters was sold to the Manils Yellow Taxicab
Coe p the same not being sufficient for its club activie
ties; and that ne perxt of the proceeds of the seles
of said propesty inured to the benefit of any of its
membors, the same having been used exclusively te ace
quire ond develop another propexty in Mskati (Forbes
vark) for the pupposes for which the club was organe
ized, Petitioner alsc alleged that the computation
of the tax is exronecus becasuse the value of certain
improvements and expenses incident to the sales wexe
not taken inte account in detemmining the profit reale
ized from the tronsactions. The request for reconsid-
erstion was denied on the following groundss

1o m SRS S0UTAL "R Sty T

Section e¢) of the Tax Code because its

rimary purpose, as clearly shown in its

«lowg, is to promote the of polo,
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ed to $47,099.56 only.* (See Exhs. L ond
B ppe 168-169, MR records. )

Heving failed to secure » reconsidevation of
the decision of respondent, petitioner has appealed
to this Courte The fellovdng issues have been raised

in this sppealt
| (ITWumEﬂﬁimuln-
ﬂalclubmluum” “ﬁithoﬁw-
enue Code, 28 contended g - Iy OT
m-ﬁodumm;swm;!ﬂ
section, os contenddéd by respondenti

(2) "hether or not petiticnez, as a so-
cial club or sn sthletic club, is subject
to the income tax on the gain dexived by it
from the sales of its Pasay preperty:

(3) "hether oxr not the fraud penalty
of S0% has been properly imposed; and

(4) or not the income tax in
the sums of 635.42 and "0, 547,02, a6
cosputed by respondent, is correct.

After the filing of respondent's answer, but
before trial, petitioner filed an urgent motion praye
ing that judgment be rendered "holding that ne income
tax is due from the petiticner for the yeers 1947 and
and 1946 on the ground that the might of the respond.
ent to assess and collect the alleged income taxes from
the petitioner for the said yeors hes already prescribed
under the previsions of Section 5l(d) of the National
Intexncl Revenue Codes®™ The motion was denied in our
resolution of Apxdl 1, 1987, this Court holding -

* o« o » that Section 81(d) is 2 limit-
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made attempt to enforce collection
of the ome tax assessed against peti-
ticnerxr distraint and levy. Accoxdings
1y on Sl(d) of the Revenue Code does
not apply.*
The motion for reconsideration filed by petiticnex
was denied on May 10, 1987,

Ve will now consider the case on the merits.
The first issue relates to the classification of petie
tioner ss on exenpt orvganizatien undexr Section 27 of
the fevenue Code « vhether it is sn sthletic club, as
contended by respondent, ¢r 2 social club, 25 alleged
by petitioness The pertinent provisions of Section

27 of the Revenue Code xead es followss

"SEC., 27,
ﬁﬁh thi tmg g g
-
resr

ved by them as such «

nonep rofi e purposes, no part of the net
Snoons of whieh imeses 1o the Benefit of

any private stockholder or members x x %"
Paragraph (e) of Section 27 exempts from inceme tax
orgenizetions or clubs organized and gperated exclue

sively for athletic pumpeses, aleng with religious,
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choritable, scientific, cultural, and educational
organizations, no part of the net income of vhich
inures to the benefit of any private stockholder ox
individual. Faragraph (h) 2lso exenpts from income
tax clubs crgenized snd operated exclusively for pleas-
ure, recreation, and other nonprofiteble purposes, ne
pazrt of the net income of which inures to the benefit
of any privete stockhelder or member, more commonly
denomineted as social clubs,

Under the Federal Income Tex Law of the United
States, there 18 né nrovision specifically exempting
athletic clubs from income taxs HMHowever, clubs organe
ized for the promotion of athletics and sports of all
kinds solely to provide recrection ond entertainment
of their members are classified ae social clubs and
© azxe exerpt from income tax,

cun S8 FELE TS (ot

2T Totclal ik mtndn e

197 re 24 043, 848, (39 Sords & Phrosesy

546, )

Ouz law, howover, hes provided fox the exenption of
sthletic clubs as a distinet class apart from social
clubses Is petitioner in this case an athletic club or
e social elub?

It appears thot petitioner is & non-stock cor-
poration srganized on August 18, 1909 for the purpose
of "the maintenance of » club to promote sccial interw
course among men, and to provide a2 place for them to
meet and have social getherings, recrestion end enter-
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toirment." (Pare Second, Ayticles of Incomporation,
Exhe Me ) Section 2 of its By-Laws providess
"Sece 2, The object of this Club shall

be to promote the game of Fole, other athle-

Give ippectamity fon soetel intemesures o

Visitors thereto. The buiidings snd iand

Slub and theve shell siweys be mainteined '

LB 51 Lt e, S

for residents and places eof entextainments

for membexs, but not as @ place of business,

:fth::mt:;‘n_gbo regular propexr business
Te enable it to carxxy cut its objectives, it acguired
a parcel of land in Pasay under & trust agreement proe
viding that "said land should be used for the puzpose
cf encouraging, promoting and developing the game of
polo and/er sny and all other outdooy, amateur athlee
tic sports, games, exercises and pursuits, and the cone
ducting, playing and enjoyment thereof, and for any pure
peses cr uses incidental or convenient thereto, includ-
ing a polo and country club, and/or other sthletic club
or clube.®

While the name adopted by petitioner is "Manila
Polo Club®, its activities are not limited to the game
of pelo. Of the 750 members of the club, only 15 are
pele playing memberse It has provided facilities for
ecther games and sports for the entertainment ond recrefe
tion of its members, such as, bewling, badminton, swime
ming, tennis, basebell, volleyball, scftbell and parlor

gares. 1t hes alse » dancing pavilion for its members.
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From the evidence of recoxd, it appears to us that
the facilities provided by the club to enable its mem.
bers to participate in athletic games and sports are
designed sclely to provide recreation and entertaine

/nttolnittmmmumupMM-

1t is essentially a ciub oryanized and opeorated exclu-
sively "for pleasure, rocreation, and other none-nrofit.
sble purposes®™ within the meaning of paregraph (h) of
wﬁﬂ.wm-uﬂunmj

Put whether petitioner is an sthletic club or a
soeial club is of little or mo significance in the
resolution of the question whether it is exempt frem
or lishle to the income tax on the gain realized from
the sale of its Pasay propertys Let us first conside
er the case from the viewpoint of respondent that pe-
uumiimathWEuuhﬂmtttl exenpticn
is govemned by paragreph (e) of Section 27,

As alrveady stated, petitioner was corpelled to
sell a substantisl portion of ite Pesay property to
the Us S. Government because £t was needed by the U.S
Ammye The remainder became inadequate for its elub
activities 80 that it was deemed necessary to sell or
dispose of it at a reasonable prices A portiocn was in
fect sold to the Manile Yellow Taxicab Co, and another
pertion, consisting of about 2 hectares, was donated
to the Government for use as pork and playgrounds
Nespondent considers the gain realized by petitioner
from the sales a8 taxable income by virtue of the pro-
viso conteined in persgreph (e) of Section 27 "That
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the income of whatever kind end character frem any
of its preperties, real or personal, or from ony activie.
ty conducted for profit, regardless of the disposition
made of such income, shell be lisble to the tax imposed
under this Code."

In the case of the Union Chuxrch of Manila, 2
comporation or assoclation orgenized and operated
exclusively for religious purposes, & similar gues-
tion was presenteds The facts of the case aze &s fole
lows?t '

“{1) The Union Church of Menila is a

associnti and
co on or !“'“ w-:“-
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his Office wzs 'of the opinion that the

is subject to income taxg even if such ine
cone is to be used by the Unioen Church of

Manila in the puxchase of a new church site
and the con on thereon of & new church

hul.um;' s conclusion, it sppesrsy is
redi on section 30 of the Income Tox
s which states that *profits from

the sale of property, real or perscnal,'

sre considered generally as part of the

axable income of exerp zationse "

See Opinion We, 48, S, of 1959, of the

Secretary of Justices )

The case wes finally submitted to the Secretary
of Justice, whe rendered an opinion to the effect that
the gain to be redlized by the Union Church frem the
:ﬂnﬂlt:”“pmwﬂhﬁgmm
come taxe Ye ore queting pertinent portions of said
epinien (Op. Mo, 45, S, of 1956) with which we are in

entire agreement’

"We have examined the hi of this
legal gﬂlﬁﬂ.m which wes ollsmy found
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der this chapter.,® Despite its sweeping
m.m%-—m.ummu
lmdmm:ﬁ of In-
t Revenue (50 Phils. 618), held that
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Ve
(45 Phile 397, 360 Cose 578) thet G
tion of the e was ultinate test
of the Supreme Court revemed
the of lower court sustaining
the cssossment income taxes on said ine
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come of the plaintiff, it sppea that
the same was used for carrying com the plaine
qmw: religious charitable and educational

“Such was the lsw, 28 construed judi-
cislly and as applied by adninistrative of e
ficers, vhen the provise was again smended
in 1946 by Republic Act No., 82, The first
mm.m l.:‘ t:;. aﬂiu.:uef the
phrase, 'regordlest on made
of such income.?® 1t is ~that this
vas intended to the purpose of the
proviso, which is te place the pure
view of the tion income real ard
personsl p es even if the same was

_ "another significant change in the
guun is the insextion of the phrase,

or from aﬁlﬂg conducted for profit,’
which cts the exenption
excluding therefrom inccme from any -
neas venture cr activity of the exerpt ore
ganization. The msaning snd scope of this
phrase was the bone of contention in the
case of Jesus Sacred lHesxt College ve Col-

of Internal (G B Voo Le

» DXOme 24, 1954 The defendant
assessed snd : incone texes on pleine
tiff's income from tuition and other fees.
In rendering in favor of the plaine
tiff, whose for refund was fo nerie
torious the Court of First Instance of
lonila Court said, aliss

of simie
to, or
pested i Ry oy - el o
““aui;.mﬁ:hﬁ.m "-T"
exert &lmmpmtaf.mm
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"*Considering the hictory of the z':;vl.-
sion in question, it would seem that
stotute as now amended has restricted the
tax exenption of religicus, educaticnal and
cther organizatione rein %:t.uﬂul only
to the extent of ﬁﬂd:::nﬁ tion
with m te income (a) fxom
the p ve use of tll::l' zeal and pmm
m‘“ rents, M or
gml - RT‘“ rofitable business pure
suits, which prop es or businesses are
essential to, or necessarily connected

MMMHm,ﬂlmmnm
ose of zing @ new site and con
EMIM in a place vhere most
its members now reside, does
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cordance with the ruling of the Secre-
tary of Justice dated Mareh 10, 1959,*

Ve eannot perceive any material difference bee
tween the instant case and that of the Union Church
of Manils, the two cxgenizations being exempt from

income tax under the same paragmaph (e) of Section 27,

considexing petitioner as an athletic club as held

by respondent. |
Would the result be diffevent /if petiticner is

» social club, a5 insisted by it? a social club

sells any of its proporties, the taxsbility of the
gain desived fror the sale depends, 25 a rule, upon
whether the s=le was nade oo an incident of its Tegue
lar sctivities or vhether it wes mede solely for proe
£1t in disrecard of its pumposes.

o Ay o R Kg g B Ko e

ties of the club, 28 here, or whether it
n-mm ﬂmd‘l‘llglﬂ-

m th:lp\wﬂplﬂli- ‘Ml

in business., Gan-

",:.:fu.'ﬂ?,. Suppe 08, 17 AFTR
the perticular nl.o u an

:Fden cR 1%" Iu. m,

It has been held, therefore, thot where.a social club
sold a poertion of its land which had becone valuee
less for its purposes and the proceeds used for ime
provements of other parts of the club's property, -
the psolfit realized from the sale was exenpt from tax.
(Santee Club v, "hite, suprae. ) In anothser case, a
golf club was forced to buy a golf course tract, and,

- 993
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unable to sell the unused portion as a l;lngl_lr unit,
sold it off gradually in smmll percels. The profit
derived from the sales of the unused portion of the
land was held exenpt frem income taxe (/Andexson
Countzy Club, 2 TC 1228, ) The exemptiocn is not lost
even if the proceeds of the sale were invested and
coxned interest pending acquisition of new preperty,
although such intevest constituted substantisl paxt
of the club's incomes (IT 3302, CB 19392, p. 108,
cited in Par, 4398, PH Fed. Toxes, 1955, )

In this case, petitioner wes forced to sell »
substantial portion of its FPasay property becouse it
wae noeded by the U.8. Azmy. As the remaining pere
tion was not enough for its pumposes, it had to dise
pose of the same, and it was generous enocugh to de-
nate a portion to the Government for use as park and
pleyground, The entire proceeds of the sale were used
to scquire another property in Makati and for neces-
sary improvements, sll of which sre essential for the
accomplishinent of the club's puzposes. The disposi-
tion of the Pesay pxoperty and the scquisition of the
new property in Maketi are undoubtedly not only ine
cidentdl but are necessary te accomplish the pumposes
for vhich the petitioner was organized. Ve are, there-
fore, of the opinien that the profit derived by peti-
ticner as 2 social club from the sale of its Pasay
preperty is not subject to incoue taxe \

Heving azrived at the conelusion that the ine
come recliged by petitioner from the sale of its Fasay

224
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property, whether it is considered as an sthletic
club or as a social club, is exempt froem income tax,
we find it unnecessary to pass upon the other ilssues
raised by the parties.

WHEREFORE, the decision appealed from is re-
versed, without pronouncement as to costs.

SO ORDERED,

Mondla, August 31, 19959,
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