G.R. No. L-26298. September 28, 1984 (Case Brief / Digest)

Title: CMS Estate, Inc. vs. Social Security System and Social Security Commission

Facts: CMS Estate, Inc., a domestic corporation engaged in real estate and logging,
challenged its compulsory coverage under the Social Security Act (Republic Act No. 1161)
as determined by the Social Security Commission. The company began its real estate
operations on December 1, 1952, and later expanded into the logging business, with
amended articles of incorporation filed on June 18, 1956. The logging operation launched on
April 1, 1957. On August 1, 1958, CMS Estate enrolled with the Social Security System
(SSS) for its real estate business and on September 6, 1958, remitted initial premiums for
its logging business. Subsequently, the company demanded a refund, arguing that its
logging business was not yet subject to compulsory coverage. This was denied by the SSS.
CMS Estate filed a petition with the Social Security Commission to ascertain the effective
date of compulsory coverage for the logging business, which ultimately led to the
Commission’s resolution subjecting CMS Estate to coverage as of September 1, 1957. The
motion for reconsideration was denied, prompting CMS Estate to appeal to the defunct
Court of Appeals. Due to the purely legal questions involved, the case was certified to the
Supreme Court.

Issues:

1. Whether the contributions required under the Social Security Act are in the nature of
excise taxes.

2. Whether there was an independent contractor relationship between petitioner CMS
Estate and Eufracio D. Rojas during logging operations.

3. Whether a company is immediately covered for Social Security with respect to new and
independent business ventures it subsequently engages in.

4. Whether a corporation must be treated as a single employing unit for purposes of
coverage under the Social Security Act.

5. The appropriateness of the liberal interpretation of Section 9 of the Social Security Act on
the question of compulsory membership of employers.

Court’s Decision:

The Supreme Court dismissed the appeal, upholding that:

1. Social Security contributions are not taxes but are a result of the legislative exercise of
the police power for social welfare purposes.

2. Eufracio D. Rojas was not an independent contractor but an employee of CMS Estate,
thereby entitled to coverage under the Social Security Act.

3. Once an employer is covered by the Social Security System in one line of business, it will
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be automatically covered for any new lines of business, regardless of the two-year
stabilization period.

4. The corporation should be treated as a single unit for Social Security coverage purposes,
regardless of its separate business ventures.

5. A liberal interpretation of Section 9 is justified by the law’s intent to provide broad
coverage and promote social justice.

Doctrine:

The case established that employer contributions to the Social Security System are not
considered taxes; instead, they are deemed an exercise of the police power for social
welfare. Once an employer is subject to compulsory coverage for one line of business, any
subsequent new lines of business are automatically covered, reinforcing the goal to reach as
many workers as possible for social security.

Class Notes:

- Social Security contributions are not taxes but a result of the exercise of police power.

- An independent contractor differs from an employee in terms of management control,
power of appointment, and provision of equipment necessary for operation.

- Employers with more than one line of business are considered covered under the Social
Security Act for all lines, following the initial coverage.

- The Social Security Act is to be interpreted liberally to maximize coverage and promote
social justice as stated in the Philippine Constitution.

- Relevant Statutes: Republic Act No. 1161 (Social Security Act), as amended by RA 2658.

Historical Background:

The Social Security Act was enacted to fulfill the social welfare objectives of the Philippine
Constitution. In the 1950s and 60s, the need to provide social protection to the labor force
became a legislative priority, culminating in the establishment of the Social Security
System. The Act, and subsequent amendments, were aimed at giving workers security
against disability, sickness, old age, and death. This case reflects the judicial support for
expansive interpretation and application of social welfare legislation, with the ruling
reinforcing the principle that such laws should cater to as broad a segment of the workforce
as feasible.
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