WEPUBLIC OF YTHE SRTLIA T RS
YWIRT OF TAX APPEALS
oA iR f

ST. STEPHEN'S ASSOCIATION
and ST. STEPHEN'S CHIMESE

GIRLS SCHOOL,
Fetitioners,
c'T.h'
- VETSUS CASE NO, 173
COLLECTOR OF INTERNAL REVENUE 2%, /%57
Respondent. !

DECISJION

The respondent assessed against the petitioners,
the St. Stephen®s Association (hereinsfter referred
to as the Mtuiatl’.m} and the St. Stephen's Chinese
Girls School (hereinafter referred to as the School),
donor's and donee's gift taxes on the sum of §9,252,48
which was allegedly received as gift by the School
from the Association on Jenuary 20, 1950, MHaving fail-
ed to secure @ reconsideration of the decision of rese
pondent helding them liable for said gift taxes, peti.
tioners elevated the case to this Court fer review,
After trial and the submission of the case for
decisiony, the question was reised as regards the juris-
diction of this Court to entertain the appesls On this
question, this Court held that the appeal was filed
‘ beyond the 30-day period prescribed in Section 11 of
Republic Act Mo. 1125, Consequently, the appeal was
ordered dismissed in our resclution of August 15, 1956,
The case was elevoted to the Supreme Court which held
that the sppeal was timely filed and the records were

repanded to this Court for decision on the merits,
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(See Gs R. No. Lel11238, August 21, 1958, )

ihile the case was pending ¢onsideration by this
Court, specifically on August 27, 1958, respondent
took steps to enforce collection of the taxes and pen-
alties nssessed againsti petiticners by distraint and
levye (n September 10, 1958, petitioners filed an upe
- gent metion to restrain respondent from executing the
warrant of distraint and levy &{ssued by the lsttex.
Upon suggestion by this Court, to avoid unnecessary
and protracted proceedings, petiticners filed a sure-
ty bond with the Buresu of Internal Revenue te secure
payment of the entire smount involveds The surety
bond filed with the Buresu of Intemal Hevenue having
been approved by respondent, the urgent wmetion te res-
train the collection of said taxes was withdrawne

We will now, therefore, consider the case on the
merits. The sole issue raised by the parties is whee
ther or not the amount of #9,252,48 which was recelived
by the School from the Asscciation on Jenwexy 20, 1950
is subject te the gift texes assessed by respondent,

The facts have been correetly stated by counsel
for petitioners, which we quotes

"Sometime in 1903, Bishop Brent of

the Protestant Episcopal Church of the

United States of America in the Philipe

pines founded the St. hen's Chu

(hereinafter called ) with the

following objectivest (1) to attract all

Chinese residents in the Philippines who 4

had no place of worship, and (2) to con-

vert the Chinese residents to Christianity.

fne major problem that confronted the

Church was the bringing up of the @Ghildren

of ite members in accordance with the pre-

cepts of Christianitys At that time, there

was one school for Chinese boys which was
eslled the AnaloLChinese Schonl. but there
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was no scheol for girls. Fr. He E. Stude
ley, who was then the glﬁtll priest of the
Church, conceived the idea of establishing
a school for young ge girls for the
fellowing puzposest (1) to reise the educa-
tional standaxd of Chinese gixlsz (2) to

ng Chinese girls into the Churchji and
3) to provide Christisn wives for young

ese men, thus establishing Christian
homese VWith the help of the prominent weme
m:tmm:%u;run:mu ug:t-.
ance ended e scopa "
St. Stephen's g:l.nm Girls Scheool (here-
inafter called the School) wes finally ese
tablisheds

“This School was whelly administered,
maintained and supported by the Church.
Enroliment was limited because of lack of
rocms and fagilitiess More than that, the
-!Itmmn

and m-upn?d in 1931 the m’w-
ciation) with this objectives

To ort and maintain schoel
or schools rein the arts, sciences
and other studies embraced in 2 kine

en, primary, intemmediate,

hi u:llanduhmmm
of instruction are taught to chile
dren of Chinese parent or of Chi-~
nese descente® (%u t A=l)
“The Association took over the adminis-

tretion and management of the School from the
Chuzehe To solve the recurrent financial dif-

tion solicited ons from
the members of the Church and the Chinese come
murdtys An amount of was
collected and this sum was as Endowe

Fund was tumed over by the Associae
tien to the Schoel as 2 School Funde At pre=
sent, the School Fund is one of the main

sources of funds for the support of the
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The interest earmed by the Endovment
Fund as of Jonuary 1, 195C was 11,993,709,

“As zlre> stated, the School was et
tablished in 1917 but it was incorporated
only in 1932 in view of the provisions of
Section 3 of Act lie. 2706 to the effeet that
any private school should incorporate undex
the prrovisions of Act No, 1459 ( oration
Law) in ordex to be reccgnized by the Governe
ment. After the incorporstion of the Schecl,
the administration of its affairs devolved
upon its boaxd of trustees., However, the
administration and centrol over the &\dow-
ment Fund remained with the Association. Hence,
it was expressly stated in parzagraph 7 of the
;ﬁi%ﬁs of Incorporstion of the Schoel (Exhe

'

'Seventh - That the amount of
money te be used in the maintenance
of said ‘schosl shall be such sums
tha'% may be received from -

h,’ni %M&, the
o ssiong e Fntrt:nt Epige

copal Chureh in the United States

of Amexica, tuition fees, or fxum

the public thru donations, bequest,
fte endowment, or other s urces.’
Exhibit C-2, Underscoring supolied)

"The members of the beard of trustees
of the School are elected from the members of
the boazd of trustees of the Association,
vacancy in the board of the School is filled

a majority vote of the members of the board

trustees of the Association. All acts of
the School®%s board of trustees are subject to
control by the board of trustees of the Asso-
ciation, (See Bxhibits C-l and Dil) The
treasurer of the School performs the duties
designated to him by the treasurer of the As-
gsocieotion. (Art. ¥, Sec. 4, By<lLaws of Schoel)
In reality, therefore, the affairs of the
School t0 be managed and conducted
by the Association,

"“Un Jenuarxy 20, 195C, the Asscciation
delivered to the Schocl a na Danking Coze
g:ntim Check Mo, VB-423C]1 in the amount of

2252,48 as School Fund. This amount was
part of the P11,993,09 earned by the Endow.
went Fund as of January 1, 1950, The balance
of #2,740,6]1 was retained by the Asseo¢iation
for the future use of the Schoole The transe.
fer was entered on page 1 of the journal
(Bxhibhit F.l) and page 5% of the ledger (Exhe
ibit G.l) of the Association, Receipt of
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this smount was also entered by the booke

keeper of the School, Mrs Jaime Hizo, on

Januaxy 214 19%, on pa?u 49 of the gchool's

ledgexr (Bxhibit E-1)¢ The account on page

A9 of the School's ledger (Exhibit Bel)

is captioned *Giftsy Donations - Received®,

Buring the routine inspection of the hbooks

of the School by one of the examiners of

the BPuregu of Intermal Revenue, the examiner

came acrass this particular entry on page

49 of the School's ledger. Gecause the ac- .

count on this page is ated 'Donations,

Gifts = Received,* respondent assessed

against petitioners in his Assessment Notice

Moe Clu300BL50, dated October 15, 1990! the

amounts of #98,70 and ®699,07 as donor's

and dence's gift taxes plus surcharges and

interests:" (Pp. l-4 andum for Petie

tioners, March 24, 1 )

There is no dispute that the Associaticr was
crganized primarily to operate =nd meintein the Schocl
through veluntary contributions, The Asscciation ace
cumulsted the amcunt 5( BR0000,0C through veluntary
contributions for the support of the Scheel. This
amount was deposited vith the China "anking Corpora-
tion and wes earmarked as Endowment Pund, As of Jane
vary 1, 195, said deposit eaxned interest in the sum
of P11,993.09, On Januery 20, 1950, the sum of PFG250.48
was given by the Associastion to the Scheol, the said
amougt having been taken from the interest earned by
the PEndowment Fund.

Responden’ contends that nlthough the donations
made by the varicus contributers teo the Pndownent Fund
of the Association are not texable and that the amount
of £9,292,48 was given by the Association tc the School
"in compliance of the Associstion®s avowed purpose
and objective to suppert and maintain® the Schoel, the

said amount wes a gift by the Assoeciation to the
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School and is subject to both démor's and donee's
gift texes. "e quote from the decision of respondent
of July 11, 19554

: 1

dated April 64 1955 in view of the find-
I:: of thie Office that the said contribue
tions, while th constitute gifts or donaw
tions by the ributers to the Asscciation,
are severally exerpt fm th: dnnol't nnd
dnu'u g.i.ft tﬂm ALs: ie _not der

: p
tx.zntm. that tlh said transfer has
quality of a gift even if we should

admdt and cnnl:l.m the alleged special re-
lationship between the Mauun and tho
Schools® (Exh, 7, page 47, B.1.8. records;
enphasis supplied. )

It is admitted that the sum of 19,252,458 was de-
rived by the Association from funds obtained by it by
means of contributions from persons who sympathized
with its purpose and objective of maintaining and supe-
perting the Scheol, and that the transfer of said a=
mount to the Schocl was in compliance with such
purpese and objective. V Under these facts, we are of
the opinion that the trensfer by the Association to
the School of the sum of $9,252,48 was not a transfer
by way of gifte The said smount formed part of the
trust fund which the Association was under obligation
to give to the School, ‘he varicus contributors to
the Endowment Fund of the Association gave theirx

100

74



DECISION o
C.T.As CASE NG, 173

=T
contributions not for the support and maintenance of
the Asscciation but of the Schocl. Accordingly, when
the Association treneferred to the School an smount
taken from the Endowvment Fund, the transfer was not
a gift by the Asscciation to the Schooli {t wes a gift
by the vericus contributors to the MJ And rese
pondent himself edunits that "the gifts or dmat:lo;nl
by the contributors to the Associaticn, are severally
exempt from the donor's snd donee's gift taxes.™ (See
decision of respondent dated July 11, 1965, guoted
above, )

Bven granting that the transfer of 79,252,497 by
the Association to the School was a gift within the
meaning of the Gift Tex Law, is the Associstion, s
comporate legal entity, subject te the donor's gift
tax? Respondent claims thet it is subject to the tax,
citing Paul, Fed, Estate & Gift Taxation, Vols 11, pe
964, Petitioners alleged that only individuals are
lisble, citing Section 108 of the Revenue Code, which
providess

W - (a)
There mu :- L e :m:‘ .wunu-
transfer
#‘E‘ s 0
a corp a8 prO=-
vided in section g
*(b) The tax shall 3&.’ whether the
- trensfer is in trust or rwise, whether
tlu gift is direct or indireect, and vhether
the nrop is real or perscnal, tasngible
or intangible.® (Emphssis supplied. )
Section 108 of the Revenue Code was copied
the Federal Gift Tex Law of the United States. V¥ The

law specifically impeses the doner's gift tex enly on

101
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dndividuals, This pmdm has been interpreted by
the U. 5. Treasury Department to mean that where a
corporation makes a gift, the gift is deemed, forxr pur-
poses of the Gift Tax Law, to Lave been made by the
individual stockholders and not by the cosporation.|
The Us S. Treasury regulasticns implementing the Gift
Tax Law enumerstes exarples of taxable gifts, aumong
which is the followings
*{1) Transfer of property by 2 core

poration to E is a g:l.ft to the latter from

the stockholders of the cerporation. If

B himself is a stockholder, the transfex,

not being & distribution from esmings or

in ligud on to which B {s entitled as

a stockholder, is = to him from the
other ltoeklmid-n.' 86.2, Regulae

tions 108 3 Fazx.

ot e Ay Poders] 'mes.ﬁ“?
This intempretation finde justification in the provie
sion that the tax shall sapply whether the aift is
dirvect or jndirget. ‘here a corporation makes 2 dona-
tion, the same is deemed to ave besen made by the stocke
holders indirectly throuch the coxporation., “In such
case, the corporation is not required to file 2 retaxn
or to pay the =ift tax. The stockholders are the ones
required to file donor's gift tai returns in respect of
their individual shares in the donation. ' (See Joseph
P. Crockett, The Federal Tax System of the United States,
A Suxvey of Law and Administration, page 78, )

1

For the requirements for the filing of donor's
gift tax returns, see Section 11%, Hev. Code.
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It is clear, therefore, that the Association is
not subject to the donor's gift tax on the transfer
by it to the Schooi'of the sum of #9,252,48, Neither
may the members of the Association be held liable to
the tax it sppearing that the share of each in the
donation did not exceed #1.000.00.1 (See lst indorse-
ment dated December 20, 1954 of Examiner Rinalde P.
ALopoz. page 12, B.I.R. records, )

We now come to the taxability of the School, the
recipient of the sum of #9,252,48, Whether the donae
tion is treated as gifts of the ind1Vidu§l,members of
the Association or as gifts of the persons who contribe
uted to the Endowment Fund of the Association, it ape

ears that each contxigutor gave not more than #»1 ,00,CO,
V)Zhder the law, gifts by an individual donor tc a donee
not exceeding #1,000,00 are not subject to the donor's
and donee's gift taxes. (Sec. 112, Rev. Code.)\)

For purposes of the donee's gift tax, where gifts
are made by two or more donors in favor of the same
donee, the gifts made by each donor are considered sep=-
arately from the gifts of the o;her donors and are en=
titled to separate exemptions. For this reason, the
law requires that separate returns be filed by the
donee covering gifts received from each individual do-
nox, zsbc. 115(b), Rev, Codel7' Therefore, the Schocl,

’ Effective September 15, 1950, donations orxr
gifts in favor of educational institutions irrespec=
tive of amount are not subject to the donort's gift
tax, pursuant to section 4 of Republic Act No, 579,
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as recipient of the gifts of the individual cantribu-
tors to the Endowment Fund of the Association or of
the individual members of the said Association who gave
not move than °1,000,00 sach, is net sﬁbjoct to the
donee's gift tax in respect of the sum of #9,252,48 re-
éeived by it from the Association.

Included in the assessment is the sum of R2A0,(0
as “"gompromise penalty® for failure of petitioners to
file donor's and donee's gift tax returns. e have cone
sistently held that the imposition by respondent of
“compromise penalties® is unadthorized and illegale
{UeS.T. ve Colls of Int. Rave, CuT.As Nes 10, Septs 10,
1996, affd. on this point in G, Re Ncse L=11274 & L=
11280, Nov. 28, 195€. )\

POR THE FURBGUING ¢ NSIDERATIONS, the decision
appesled from is reversed. Accordingly, respondent is
hereby ordered to release ond cancel the surety bond
filed by petitiocners to guarantee payment of the quese
tioned assessment. lic costs.

SO ORDEERED,

Manila, May 23, 1959,

e e~
Associate Judge

I CONCUR

-

MART
Fresiding Judge

Assocliate Judge Auguste M. Luciano did not take part.
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