LEPUBLIC OF HE l’&?W?’z§&i‘
COURT OF TAX AFTEALR
QUIZOR OV

MANUEL L. QUEZON EDUCATIONAL
INSTITUTION,

cetitioner,

P

- yversusgs - C.T.h cACST WO, 383

THE COMMISSIONER CF INTERNAL
REVENUE,

Fespondent

f R N4 / 50

This is a petiticn to review the decision Ol .es-
pondent Commissioner of Intcrnal Revenue dated September
30, 1961, aszsessing against petitioner Wanuel L., Quezon
Educational Instituvion, the sum i Bl
ing deficiency fixed and fercentage Laxes, interest and
penalties for the fiscal year onded March 31, 1278

Petitioner 1is a donestic corgotatiod which operates
Hidalgo, Manila. Pursuant to Lsftter of Autherity No. L1535
an investigation of the business tax aspect

for fiscal year ended March 31
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DECISION -
CTA CASE NO., 3532

sald examiners
were paid by petitioner on

examination booklets and rentals from typewriting books

Conseguently, respondent assessed and de
petitioner the amounts of 21,005.41 as gradua
tax for the fiscal year 2nded March 31,

as fixed and percentage

vear,

found thait no percentage and

its receipts from

taxes as contractoy

gl

SULCR’I”p AL

inclusiva of

Bl ,737.61 computed as foliows: (Annex "AY,

records)

1. Graduated Fixed Tax on S5ales
Gross receipps re e s e B115,000.33
Graduated fixed tax due. . 500.00
25% surcharge .« + . < o . 125,685

625,00

4% int. fr. 4-20~77 to 7-20-80 286.77
20% int. fr. 8-1-80 to 7-21-3L _ 142,64

3%~contractors tax

Gross receipts . . « . . . 2 7,435.65

3% tax due thereon . . . . 223.15

25% surcharge 55,80
278.69

14% int. fr. 4-20~77 to 7-20~80 128,014

20% int. fyr. 8~1-82 1o 7-21-81 64,12

i
S
i
|
}

Fixed tax as contractor
FY 3~-31-78 . .

B ® « - e

25% surcharge . . . . . . . 25.00

125.08
14% int. f:. 4-20-77 to 7-30-80 57.35
20% int. fr. 8-1-80 to 7~-21-81 28.73

1878 and
for

interest, o

fixed taxe

manded from
ted fixod
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TOTAL AMCUNT DUE

In a letter dated Novembar 26, 1981

v

records), petiticner requested
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CTA CASE NOG.

3532

assessment assa2:ting thiat thece

are related school activities with

vities

in the pr

Section 24 of the National Internal Revenue Code. Howaver,
the request was denied by respondent in a letter Jdated
august 31, 1982, which was received by petitioner on Sep-
tember 22, 1982 (Annex "B", p. 7, CTA records). iience,
petitioner appealed to this Court.

The basic issuz for res it ion is whether the activi-
ties of petiticvner in selling examination booklets and
rating typing books tc students are subject ko the afore-
said deficiency business taxes.

The graduated fixed tax was assessed auainst teti-
tioner for selling examination booklets to students pur-
suant to Section 192(2) ¢f the National Internal Revenue
Code, the pertinent porticn of which reads:

"SEC. 122. Fixed taxes. Xxx
(2) Persons nct subiject to wer & -

Lyery parson who 1is not required to pay the

percentage tax presgxlbed under this Title shal

pay for each taxable year in which the person

shall engage in businezs a fixed annuzl tax based

apon his gross annual sales during the preceding

taxable year, as fcllows:
i KA HXE
Five Hundred pesos, if the amcunt of the

aross annual sales exceeds ore hundred thousand

pesos but does not exceed one hundrced £ifty

thcusand pesos; xxx XxxX"
while the fixed and percentage taxes wers imposed upon
petitioner for renting lypewriting books to students,

')

11
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CTA CASE NO. 3532

4

pursuant to Sections 192(1) and 2085{(17) of the same Coae,

which are qnocsd insofar a2s ap
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"{1) Persons sublect to percentage tax., -
Un1e53 otherwise provided, every person sn-
w3 in a businecs on which the percentage
tax is imposed shall pay a fixed amnual
e hundred pesos”,

"SEC. 2045. FC“ntJCtQES, proprietors
cr operators ©f dockvards. ana othevrg. -~
A contractor's tax of theee Eer cenfun

gross receipt is hereby imposed on the
following:

Petitlioner assails the legality of tne

of the above taxes contending that it is not liable forx
business taxes asg its continuing activities in
examination bocklets and renting typewriting books to
students are not and have never been conducted for profit,
but are undertaken purely in aid of its funcition as an

cducational institution; that its purchace of examinaiior

Lol

booklets and the sale thereoi to students for use in

examinations given periciically during each school vear
is éesigned primarily ©o prevent anomaliss and insus
clean and crderly examinations: and that whatever amcunts

-

charged to gtudents for the purchase of tho booklets were

barely sufficient to defray the cost of said ariticles mnd

overhead expencses in the Landling and
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to students. 1t

Fada
N

argued, likewise, that petitiocoper has

never been engaged in busine

m

books for profit, apart and discinct from i1ts operaticn as
an educational institution; that the practice of renting
books specifically typing books to students o ifhe secra-
tarial department is to lessen the financial burden of
gsaid students and not with the intertion to profit frowm
£, petitioner
has been consistently sustaining losces in the renting of
these books as well as in the sale of ‘examination bOOK
by reascn of the cverhead expenses in the handling thereof,
In his answer to the petition for review, rez_ondant
alleges as special and affirmative defenses that ihe
activities of petitioner are business transactions

and distinct from the operation of an aducational insti~

T

tution and arz not related school activities in accwrdange

e Pugt |

with Section 24(a) of the Tax Code; and that the derign

& woodvg il oy
notive and purpose benind thege activities hovevar nobla

Respondent iz in exror. The zub

petitioner are not business transactions sepsra

¥
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y
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distinct from the operation «f an =&

3., S S e o S T
aucational nstivution

e e ) .
are related scheool activities in accordance with
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CTA CAGE MO, 333

1A

.

Section 24(a) of the Revenue Code, and the purposa behind
these activities is determinative of whether petiticner
is engaged in the business of selling examination booklets
and renting books.

The pertinent portion of Section 24(a) of the Tax
Code reads:

-

"trivate educational
COCK Or none stown, ghal

ot
i
=

st 1 ¥ percent
of thelr taxable net ir o ~ion of
the schotl, related school it nd on their
passive investment income consisting of incerest.,
dividends, royalties, and the like: Frovided,
heowever, that leJOQ ﬂs r@ﬁﬁi”ed by a pzivate
educaticnal lﬂut;t Or non-
stock, from a domes ;' he subject
to the Lnter-cnnpc roguhe

section (c) hereof,”

In his letter to respondent dated Novembsi 25, 16821
requesting for reconsideration of the assessment, peti-
tioner’'s auditor explains the nature cf petitioner’s
activities in question s follows: (p. 3L, Bi2 records)

"Distribution of examination booklets. —

For purpeses of sinplicity, uniformity, and

ir
more importantly economy of large e¢ale, the

Univergity undertakes the procurenent of

..La

examinatisn booklets and some lakboratory
supplies for the bencfit of its students. The

amcunt paid bhy the students is barely enough
te reimburse the costs to the University.
T RBefore a student is allowed to =it down in
n examination he is reguired to obtain from
the administration office an examination
beooklat which also serves as permit to take
an examinatioen. Furthehmufa, the University
does not operate a store that sell these items
indiscriminately to the ’H“l]“

n
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U
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-~

Lending of books. - Certain books pre
cribed to be used are too expensive for some
ecretarial students %o buy. For reason of

economy, scme students prefer to ray a
armount as reimbursement for the use of
University bocks, . It is only the
department where some bQOnu ara lend
cf its own department.”

It is not controverted that petitioner selis exa-
mination booklets only for the bernefit of itz students for
purposes of uniformity, economy and for the prevention

of irvegularities, at an amc :ni barely scfficient

rr

Lo
reimburse the cousts to the University; and that it docs
not cperate a store Lhat sells these items to the public.
It is not also disputed that these booklets szerve s
permits to take the examinations, which are wpart ard
parcel of a school's operations. Clearly, the sale of
examination booklets to petiticncr's students to be used
exclusively for said examinations, i1s a related zchool

activity.

Similarly, the renting c¢f typiny books to students

cnly cf the secretarial departmernt of the University, igs

alsoc a connected school activit,y. These bocks zre not
regular school books but are priwmarily for clasziocm

study, to be used for js=l

one gemaster, and are de pr2--

ciated over a pericd of two years or four semesters (Exh.

"o ‘ v e 3 o o e b e g = e B § :

A", petiticoncr's envelope) as the pages are i newsprint
1 [ T bR ok - M - \

miy. (S5ee Bxh. "BY, petitioner's envelope.) The purpose
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behind this activity is to enable studen to make use

of these books at affordable prices; since the rent

charged for each bock hardiy covars the cost of the book
and its handling expense. Certainly,; the renting of these

bocks to petitioner's students for reasonsg of econony
assist them in their typing studies, is plainly a related
school activity.

Tw prove its contention th2t it carried on the

activities in q.cstioi
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tioner presenced the statements of income Fron zZaies of

examination booklets and from book rentals

its Assistant Chief Accountant

to 1977, 1977 to 1978 and 1981 o 1982, shcwing losses

sustained in these activitics., The statsment for the
scheol year 1977 to 1876, the year involved, is rervoduced
hereunder: (Zxh. "A", petitioner’s envelope)

HCHOOJ—J"}AL"L{ lff / / 1‘ 7 A

3
Y. Exam. bocklets school supplics,& I.D
Sales of ex lets rlies ¢ DL 2115,005.15
Less: Cost € 8 5,987.77

D o £

A D e

QOoOoDCunQoOT
O R QW

— 4)‘;[7 Ua i;.’ 3416;459-.7?

= of beoblets, supplies &
fa 1,454.64)
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Arts Law
Note: Selling price of booklets B 0.25 2 (.70
Cost 0.18  _0.57
Overprice B (.07 2 (.12

Selling priga of thesis papeu
Cost
Cverprice

it

Sk U
e
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e
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E
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pe

v
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Selling price of I.D. Card
Cost
Overprice

I1. Book Rental

Rental Income B 7,439,065
Depreciation (50% of Coul, B3,8%23.00

Salary < clerk _3.939.090 _7.862.00
Cain (Loss) ' (& 422.25)

b

The Total Cost of the typing
B7,8456.00 @ R19.80 pexr unit
is paper bound & made of n«

The books are deprecial
of 2 vears oy 4 semesters.

=
C
e
lu
-

Note that the overprice on the items sold to students

was not encugh to coveir the cost ot the itemzs and the hand-

ling expenses, resulting in losses from thase activitiesg.
The statement of income from szales of examinaticon

booklets and from hocok rentais for the school year 19756 to

1977, (Lxh, "C-1", petitioner‘'s envelope) likewise reflected

fou

losses from these activities in the amcunts of 81,630.79

and B824.95, respectively, and that for the scheol yaor

1981 to 1982, losces in the amounts of P1,625.45 and B3580.35,
regpectively, (Exh. "E", p. &9, CTA records). ‘he veracity

of the above statements was not impugned by respondent.

espondent, however, ingists that when peitit
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deemed to have encagad in business subject to the fized
and percentage taxes, regardless of whether profit was
realized or not. This is not tenable.

The rule is well sattiedtmatthe plain and crdinary -~
meaning of business is restricted to activities or affairs

where profit is tne purpose oy livelihcod is the rotive

1~ ; vy 98 R | Sty vy Al i g B ET3 e e 3 e
and the term "business” when used without cualification,
- . - IR i s T a Y
as it 18 not gualiified in i stant case, should be

construed in its plein and ordinary meaning, restricted
to activities for profit or livelihcod. (Colliector of
Internal Revenue vs. Manila Lodge Mo, 761 of the BEOR
L-111176, June 4%, 1959, 105 Phil. $83; Ccllectc. £ Intornal
Revenue vs. Sweeney, et al, L-12178, August 2L, 185%, 109
Phil. £9; Collector of Intaernal Revanuvse ve, Convention of
Philippine Baptist Churches, L-118Q7, January 28, 1961,

1 SCRA 114; Collector of Internal Revenue vs. Club FPilirino,

Inc. de Cebu, L-12719%, May 31, 19682, 5 SCRA 321.%

Having eztablished tha

ot

petitioner has net oonfuctad

[y

£s continuing activities of selling examinaticn booklets

{J

and renting typewriting books for the purpose of profit

but only in eid of its operations as an educabio ]
institution, it stands to reagocn that petitioner did nuot

SO engage in business in the vear in question.
Finally, to further strengthen its position, peui-

vioney offered in evidence the letters oif former
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Commissioner Plana end respondent himself finding p=
tioner not liable for deficienc, Buginess taxes aftex
investigation by revenue examinere for the figd
ended Marzh 31, 1977 and March 21, iC22, raspectively.
Both letters are reproduced beiow in Lull: (Bxh. 7C°

petitioner's envelope; xh. "97, p. 85, CtA records.)

Manuel L. Quezon LEldusational
Institution

916 R. Hidalgo Strect

Quiapo, Manila

entlemen:

Please be informed that agcording Lo thes repo t
submitted by the 1hvebt33dt1 1 Yevenue examiners cu
his office covering the pericd from April 1, 19276 to
March 21, 1977, it evepears that as private educabtional
institution, you did not engage in any taxzble busgines
In view therecf, the business tax aspect o¢f the inves-
tigation referred to above nay now be considered closge

!

and terminated.

ly yours,

Manuel L. Quezon Educational
Institution
916 R. Hida

2 . iacormed that upen investigation, no
£~ - -3 Soexen e oon - - - 5
gefigiency huginess tax was fuu e due Lrum vou for the

120
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fiscal year ending Mauc! .
are filing this caze for Zutus

It is however maintained by jespendant th
abovementioned rulings of the Commissicners of Inteznal
Revenue, paerticularly that ¢F Luosgpondant for the fizcal
year 1982, are not applicable to petitioconerts tax

liability for the fiscal year 1978, inzaumuch as ralings

are made by respondsani on a case Lo

The records reveal that the circumstances provalle
ing in the fiscal years ended March 31, 1977 and 13582

are substantially the same as in the

The statements of income from sales of examination

O

bocklets and from rentals cf typing bocks for ih= school

years 1976 to 1977 ard 1981 to 1982 (Exhs. "C-1" &and
"E"), adverted to above, show that petitioner was
engaged in the same activities as la the vyear irvolved

Undcubtedly, petitioner can avail of ithe rulings con-

tained in the letters cited,

i
3
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mind, we tind and

With alli ti
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20 hold that petitioner Manuol L. Quozon Educctional
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mount of BL,737.61 for the figeal
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13

year enced March 31, 12706
WHEREFGORE, thez decision appealed from ghould be a

it is hereby reversed. No cos
20 ORDERED.

Quezon City, Metro Manila, June 18, 1434,

s L g

S

.
Udnran
AMANTE

wWE COMCUR:

(Cn oiLlicial lecave)
CONSTANZIE C. ROBQUIN
Ascocliate Judge




