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### Title:
J. M. Tuason & Co., Inc. vs. Collector of Internal Revenue

### Facts:
On November 6, 1951, Varsity Hills, Inc., the owner of five residential parcels in Quezon
City, partnered with J.  M. Tuason & Co., Inc.—a corporation specializing in developing
subdivisions—for  the  enhancement  of  these  lands  into  a  subdivision.  According to  the
agreement, Tuason & Co. would oversee the comprehensive development of the property,
including the recommendation of  sales prices and terms of  payment upon the owner’s
approval. The contract also granted Tuason & Co. the authority to perform various acts like
signing contracts of lease or sale and collecting accounts due to the owner for a 10%
commission on sales and an additional 8% as an “administration fee.”

From the fourth quarter of 1951 to the second quarter of 1953, Tuason & Co. received
P282,862.70 as a sales commission and P116,331.21 as an “administration fee.” However,
the Collector of Internal Revenue assessed a broker’s tax on the 8% administration fee,
leading Tuason & Co. to pay under protest and subsequently demand a refund, which was
denied. This refusal prompted Tuason & Co. to appeal to the Court of Tax Appeals, which
upheld  the  assessment.  The  company  then  appealed  to  the  Supreme  Court  of  the
Philippines.

### Issues:
1. Whether the “administration fee” received by J. M. Tuason & Co., Inc. for its services
under the contract with Varsity Hills, Inc. is subject to the broker’s tax.
2. Whether the contract between J. M. Tuason & Co., Inc. and Varsity Hills, Inc. constitutes
an indivisible contract of brokerage, making all fees subject to the broker’s tax.

### Court’s Decision:
The Supreme Court affirmed the decision of the Court of Tax Appeals, holding that the
administration fee falls within the scope of brokerage services and is thus subject to the
broker’s tax.  The Court reasoned that the contractual  duties,  including the subdivision
development and other so-called administrative acts, are integral to the brokerage service
and cannot be distinguished from acts of a real estate broker as defined by law. The Court
concluded that the contract was a single, indivisible agreement due to the inseparability of
the consideration for both the subdivision development and the brokerage services, with no
distinct apportionment of fees for the separate services rendered.
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### Doctrine:
1. A contract with an indivisible consideration involving multiple acts or services related to
the sale or lease of real estate is considered an indivisible brokerage contract.
2.  Activities  integral  to  the  preparation and completion of  real  estate  sales,  including
subdivision  development  and  administrative  duties,  when  stipulated  under  a  single
consideration, fall  within the realm of brokerage services and are subject to brokerage
taxes.

### Class Notes:
– In contracts involving real estate brokerage, services beyond mere facilitation of a sale or
lease—for instance, subdivision development or administration related to the sale—can be
considered  part  of  brokerage  duties  if  the  contract  does  not  distinctly  separate
compensation  for  these  services.
– A broker’s tax applies to the total compensation received under an indivisible contract that
does not specify amounts attributable to separate services beyond traditional brokerage.
– An indivisible contract is characterized by a single consideration for multiple services,
where  the  separation  of  fees  for  distinct  services  is  not  feasible  or  stipulated  by  the
contracting parties.

### Historical Background:
This case highlights the comprehensive scope of brokerage services within the real estate
industry,  especially  in  scenarios  where  developmental  and  administrative  tasks  are
intertwined with sales activities. It also underscores the legal perspective on the taxation of
such services in the Philippines, reflecting the broader regulatory approach to real estate
transactions  and the  professionals  involved.  This  decision  reinforces  the  principle  that
contracts  must  clearly  delineate  compensations  for  different  services  to  avoid  blanket
classification under brokerage, subjecting all payments to corresponding taxes.


