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### Title: Commissioner of Internal Revenue vs. A. Soriano Corp. (ANSCOR)

### Facts:

ANSCOR was formed in the 1930s by Don Andres Soriano, a U.S. resident alien, with a
capitalization  of  PHP  1,000,000.  Over  the  years,  through  stock  dividends  and  direct
subscriptions,  Don Andres and his  immediate family,  who were all  non-resident aliens,
increased their  shareholdings significantly.  Following Don Andres’s  death in  December
1964, ANSCOR underwent several corporate actions including increasing its capital stock,
reclassifying shares, and redeeming stock dividends from Don Andres’ estate.

In 1967, in anticipation of potentially adverse U.S. tax implications, Doña Carmen Soriano
requested a ruling from the U.S. IRS regarding the exchange of common for preferred
shares.  The  IRS  deemed the  exchange  a  recapitalization  scheme.  Consequently,  Doña
Carmen and Don Andres’ estate exchanged their common shares for preferred shares.

Subsequently,  ANSCOR  redeemed  a  substantial  number  of  common  shares  from  Don
Andres’ estate, purportedly to reduce the company’s foreign exchange remittances and to
begin a “Filipinization” of the ownership.

The Commissioner  of  Internal  Revenue (CIR)  assessed deficiency withholding taxes  on
ANSCOR for these transactions under Sections 53 and 54 of the 1939 Revenue Code, linking
them to Section 83(b),  which discusses the tax implications of  distributions mimicking
taxable dividends. ANSCOR contested the assessments, citing tax amnesty provisions and
legitimate business purposes behind the transactions.

ANSCOR’s challenge of the CIR’s assessments led to a review by the Court of Tax Appeals
(CTA), which ruled in favor of ANSCOR. The CIR’s appeal to the Court of Appeals (CA) was
dismissed, affirming the CTA’s decision. The CIR then escalated the case to the Supreme
Court.

### Issues:

1. Whether ANSCOR’s redemption of stocks and exchange of common with preferred shares
are “essentially equivalent to the distribution of taxable dividend,” thereby making the
proceeds taxable.
2.  Whether  ANSCOR can avail  of  the tax  amnesty  under  Presidential  Decrees  for  the
transactions in question.
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3. Whether the redemption and exchange have legitimate business purposes, therefore,
excluding them from being considered as distributions of taxable dividends.

### Court’s Decision:

The Supreme Court partially granted the petition by the CIR:

– The Court ruled that the redemption of 82,752.5 stock dividends from Don Andres’ estate
is considered as essentially equivalent to the distribution of taxable dividends, making it
subject to withholding tax. This conclusion was drawn from the fact that the redemption
represented a realization of gain, as the redeemed stocks were primarily derived from stock
dividends, which are considered income as opposed to the return of capital.

– However, the Court affirmed the non-taxability of the exchange of common with preferred
shares, as this transaction did not result in a flow of wealth (i.e., realized income) but rather
was a reclassification of shares that did not alter the shareholders’ proportional interests.

### Doctrine:

The case reiterates the doctrine that the taxability of a transaction under Section 83(b) of
the 1939 Revenue Act hinges on whether the transaction is “essentially equivalent to the
distribution of  taxable dividends.”  This  determination is  fact-specific  and considers the
timing, manner, and economic reality of the transaction.

### Class Notes:

– Stock dividends, when issued, are not taxable; the tax implication arises only upon their
redemption if such action is deemed equivalent to the distribution of taxable dividends.
–  Transactions  with  legitimate  business  purposes  can  still  be  taxed  if  the  result  is  a
realization of gain or profit not exempted by law.
– Tax amnesty provisions are strictly construed against the taxpayer; the withholding agent
in transactions subject to withholding tax is considered the tax collector, not the taxpayer,
and thus cannot avail of tax amnesty for duties pertaining to withholding.

### Historical Background:

The case unfolds against the backdrop of the 1939 Revenue Act’s provisions on corporate
dividends and capital transactions, emphasizing the complexity of tax law in dealing with
corporate  strategies  such  as  stock  redemption  and reclassification.  It  underscores  the
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challenges  the  tax  authorities  face  in  distinguishing  between  legitimate  corporate
restructuring  efforts  and  maneuvers  designed  to  evade  tax  liabilities.


