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PILMICO-MAURI FOODS CORP., PETITIONER, -versus-. COMMISSIONER OF INTERNAL
REVENUE, RESPONDENT. G.R. No. 175651, THIRD DIVISION, September 14, 2016, REYES, J.

To support deductions for business expenses, official receipts and sales invoices must meet the
requirements provided for in Section 238 of the 1977 Tax Code.

FACTS:

Petitioner was assessed deficiency income, value-added and withholding tax for the taxable year
1996. In the assessment, petitioner’s claim for business deduction on purchases of raw materials
was disallowed on the ground that petitioner failed to support sales invoices which are compliant
with Section 238 of the 1977 Tax Code, particularly in the name of the purchaser and the date of the
transaction. The CTA found that the alterations in the sales invoices gave rise to serious doubts as to
their authenticity. Petitioner argues that Section 29 of the 1977 Tax Code is applicable to determine
the deductibility of an expense, particularly, (1) the expense must be ordinary and necessary; (2) it
must be paid or incurred within the taxable year; and (3) it must be paid or incurred in carrying on
a trade or business. Petitioner argues that, prior to the promulgation of the 1997 Tax Code; the law
does not require the production of official receipts to prove an expense.

ISSUE:

Whether or not Section 238 of the 1977 Tax Code, particularly the requirements on the information
reflected in the receipts and invoices, is applicable to determine business deductibility of expenses?
(Yes)

RULING:

The law intends for Section 29 and 238 of the 1977 Tax Code to be read together, and not for one
provision to be accorded preference over the other. While official receipts are not the only pieces of
evidences which can prove deductible expenses, if presented, they shall be subjected to
examination. The petitioner submitted the receipts as evidence of its business deductions.
Accordingly, Section 238 of the 1977 Tax Code is applicable to determine if such receipts and
invoices may substantiate such claims for deduction.

COMMISSIONER OF INTERNAL REVENUE, PETITIONER, -versus-. NEXT MOBILE, INC.
(FORMERLY NEXTEL COMMUNICATIONS PHILS., INC.), RESPONDENT. G.R. No. 212825, THIRD
DIVISION, December 07, 2015, VELASCO JR., ].

An assessment notice issued after the three-year prescriptive period is not valid and effective.
Exceptions to this rule are provided under Section 222 of the NIRC. Section 222(b) of the NIRC provides
that the period to assess and collect taxes may only be extended upon a written agreement between
the CIR and the taxpayer executed before the expiration of the three-year period.

The general rule is that when a waiver does not comply with the requisites for its validity specified
under RMO No. 20-90 and RDAO 01-05, it is invalid and ineffective to extend the prescriptive period to
assess taxes. However, due to its peculiar circumstances, We shall treat this case as an exception to this
rule and find the Waivers valid for the reasons discussed below.

First, the parties in this case are in pari delicto or "in equal fault." Second, the Court has repeatedly
pronounced that parties must come to court with clean hands. Third, respondent is estopped from
questioning the validity of its Waivers. Finally, the Court cannot tolerate this highly suspicious
situation. In this case, the taxpayer, on the one hand, after voluntarily executing waivers, insisted on
their invalidity by raising the very same defects it caused. On the other hand, the BIR miserably failed
to exact from respondent compliance with its rules. The BIR's negligence in the performance of its
duties was so gross that it amounted to malice and bad faith. Moreover, the BIR was so lax such that it
seemed that it consented to the mistakes in the Waivers. Such a situation is dangerous and open to
abuse by unscrupulous taxpayers who intend to escape their responsibility to pay taxes by mere
expedient of hiding behind technicalities.



DEAN'’S CIRCLE 2019 - UST FACULTY OF CIVIL LAW

FACTS:

Respondent filed with the BIR its Annual Income Tax Return (ITR) for taxable year ending
December 31, 2001. Respondent also filed its Monthly Remittance Returns of Final Income Taxes
Withheld, its Monthly Remittance Returns of Expanded Withholding Tax and its Monthly
Remittance Return of Income Taxes Withheld on Compensation for year ending December 31, 2001.
Later on, respondent received a copy of the Letter of Authority authorizing the Revenue Officer to
examine respondent's books of accounts and other accounting records for income and withholding
taxes for the period covering January 1, 2001 to December 31, 2001.

Sarmiento, respondent’s Director of Finance, subsequently executed several waivers of the statute
of limitations to extend the prescriptive period of assessment for taxes due in taxable year ending
December 31, 2001 (Waivers). Respondent received a Formal Letter of Demand (FLD) and
Assessment Notices/Demand No. 43-734 both dated October 17, 2005 from the BIR, demanding
payment of deficiency income tax, FWT, EWT, increments for late remittance of taxes withheld, and
compromise penalty for failure to file returns/late filing/late remittance of taxes withheld, in the
total amount of P313, 339,610.42 for the taxable year ending December 31, 2001.

Respondent filed its protest against the FLD and requested the reinvestigation of the assessments.
On July 28, 2009, respondent received a letter from the BIR denying its protest. Thus, on August 27,
2009, respondent filed a Petition for Review before the CTA docketed as CTA Case No. 7965. The
former First Division of the CTA rendered a Decision granting respondent'’s Petition for Review and
declared the FLD dated October 17, 2005 and Assessment Notices/Demand No. 43-734 dated
October 17, 2005 cancelled and withdrawn for being issued beyond the three-year prescriptive
period provided by law.

The tax court also rejected petitioner's claim that this case falls under the exception as to the three-
year prescriptive period for assessment and that the 10-year prescriptive period should apply on
the ground of filing a false or fraudulent return. The CTA First Division held that the Waivers
executed by Sarmiento did not validly extend the three-year prescriptive period to assess
respondent for deficiency income tax, FWT, EWT, increments for late remittance of tax withheld and
compromise penalty, for, as found, the Waivers were not properly executed according to the
procedure in Revenue Memorandum Order No. 20-90 (RMO 20-90) and Revenue Delegation
Authority Order No. 05-01 (RDAO 05-01).

Petitioner's Motion for Reconsideration was denied on March 14, 2013. Petitioner filed a Petition
for Review before the CTA En Banc. The CTA En Banc rendered a Decision denying the Petition for
Review and affirmed that of the former CTA First Division.

It held that the five (5) Waivers of the statute of limitations were not valid and binding; thus, the
three-year period of limitation within which to assess deficiency taxes was not extended. It also
held that the records belie the allegation that respondent filed false and fraudulent tax returns;
thus, the extension of the period of limitation from three (3) to ten (10) years does not apply.

ISSUE:
Whether or not the CIR's right to assess respondent's deficiency taxes had already prescribed? (NO)
RULING:

Section 203 of the 1997 NIRC mandates the BIR to assess internal revenue taxes within three years
from the last day prescribed by law for the filing of the tax return or the actual date of filing of such
return, whichever comes later. Hence, an assessment notice issued after the three-year prescriptive
period is not valid and effective. Exceptions to this rule are provided under Section 222 of the NIRC.
Section 222(b) of the NIRC provides that the period to assess and collect taxes may only be
extended upon a written agreement between the CIR and the taxpayer executed before the
expiration of the three-year period. RMO 20-90 issued on April 4, 1990 and RDAO 05-01 issued on
August 2, 2001 provide the procedure for the proper execution of a waiver.

The Court has consistently held that a waiver of the statute of limitations must faithfully comply

10
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with the provisions of RMO No. 20-90 and RDAO 05-01 in order to be valid and binding.

In the instant case, the CTA found the Waivers because of the following flaws: (1) they were
executed without a notarized board authority; (2) the dates of acceptance by the BIR were not
indicated therein; and (3) the fact of receipt by respondent of its copy of the Second Waiver was not
indicated on the face of the original Second Waiver.

To be sure, both parties in this case are at fault. Here, respondent, through Sarmiento,
executed five Waivers in favor of petitioner. However, her authority to sign these Waivers was not
presented upon their submission to the BIR. Similarly, the BIR violated its own rules and was
careless in performing its functions with respect to these Waivers. It is very clear that under RDAO
05-01 it is the duty of the authorized revenue official to ensure that the waiver is duly
accomplished and signed by the taxpayer or his authorized representative before affixing his
signature to signify acceptance of the same. It also instructs that in case the authority is delegated
by the taxpayer to a representative, the concerned revenue official shall see to it that such
delegation is in writing and duly notarized. Furthermore, it mandates that the waiver should
not be accepted by the concerned BIR office and official unless duly notarized.

Both parties knew the infirmities of the Waivers yet they continued dealing with each other on the
strength of these documents without bothering to rectify these infirmities. In fact, in its Letter
Protest to the BIR, respondent did not even question the validity of the Waivers or call attention to
their alleged defects.

In this case, respondent, after deliberately executing defective waivers, raised the very same
deficiencies it caused to avoid the tax liability determined by the BIR during the extended
assessment period. It must be remembered that by virtue of these Waivers, respondent was given
the opportunity to gather and submit documents to substantiate its claims before the CIR during
investigation. It was able to postpone the payment of taxes, as well as contest and negotiate the
assessment against it. Yet, after enjoying these benefits, respondent challenged the validity of the
Waivers when the consequences thereof were not in its favor. In other words, respondent's act of
impugning these Waivers after benefiting therefrom and allowing petitioner to rely on the same is
an act of bad faith.

On the other hand, the stringent requirements in RMO 20-90 and RDAO 05-01 are in place precisely
because the BIR put them there. Yet, instead of strictly enforcing its provisions, the BIR defied the
mandates of its very own issuances. The BIR stood to lose millions of pesos in case the Waivers
were declared void, as they eventually were by the CTA, but it appears that it was too negligent to
even comply with its most basic requirements.

The general rule is that when a waiver does not comply with the requisites for its validity specified
under RMO No. 20-90 and RDAO 01-05, it is invalid and ineffective to extend the prescriptive period
to assess taxes. However, due to its peculiar circumstances, We shall treat this case as an exception
to this rule and find the Waivers valid for the reasons discussed below.

First, the parties in this case are in pari delicto or "in equal fault." In pari delicto connotes that the
two parties to a controversy are equally culpable or guilty and they shall have no action against each
other.

Here, to uphold the validity of the Waivers would be consistent with the public policy embodied in
the principle that taxes are the lifeblood of the government, and their prompt and certain
availability is an imperious need. Taxes are the nation's lifeblood through which government
agencies continue to operate and which the State discharges its functions for the welfare of its
constituents. As between the parties, it would be more equitable if petitioner's lapses were allowed
to pass and consequently uphold the Waivers in order to support this principle and public policy.

Second, the Court has repeatedly pronounced that parties must come to court with clean hands.
Parties who do not come to court with clean hands cannot be allowed to benefit from their own
wrongdoing. Following the foregoing principle, respondent should not be allowed to benefit from
the flaws in its own Waivers and successfully insist on their invalidity in order to evade its
responsibility to pay taxes.

11
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Third, respondent is estopped from questioning the validity of its Waivers. While it is true that the
Court has repeatedly held that the doctrine of estoppel must be sparingly applied as an exception to
the statute of limitations for assessment of taxes, the Court finds that the application of the doctrine
is justified in this case. Verily, the application of estoppel in this case would promote the
administration of the law, prevent injustice and avert the accomplishment of a wrong and undue
advantage. Respondent executed five Waivers and delivered them to petitioner, one after the other.
It allowed petitioner to rely on them and did not raise any objection against their validity until
petitioner assessed taxes and penalties against it. Moreover, the application of estoppel is necessary
to prevent the undue injury that the government would suffer because of the cancellation of
petitioner's assessment of respondent's tax liabilities.

Finally, the Court cannot tolerate this highly suspicious situation. In this case, the taxpayer, on the
one hand, after voluntarily executing waivers, insisted on their invalidity by raising the very same
defects it caused. On the other hand, the BIR miserably failed to exact from respondent compliance
with its rules. The BIR's negligence in the performance of its duties was so gross that it amounted to
malice and bad faith. Moreover, the BIR was so lax such that it seemed that it consented to the
mistakes in the Waivers. Such a situation is dangerous and open to abuse by unscrupulous
taxpayers who intend to escape their responsibility to pay taxes by mere expedient of hiding behind
technicalities.

It is true that petitioner was also at fault here because it was careless in complying with the
requirements of RMO No. 20-90 and RDAO 01-05. Nevertheless, petitioner's negligence may be
addressed by enforcing the provisions imposing administrative liabilities upon the officers
responsible for these errors. The BIR's right to assess and collect taxes should not be jeopardized
merely because of the mistakes and lapses of its officers, especially in cases like this where the
taxpayer is obviously in bad faith.

COMMISSIONER OF INTERNAL REVENUE, PETITIONER,
-versus- DASH ENGINEERING PHILIPPINES, INC., RESPONDENT. G.R. No. 184145, THIRD
DIVISION, December 11, 2013, MENDOZA, J.

The 120+30-day period in Section(d) (now subparagraph C) requires that upon the inaction of the CIR
for 120 days after the submission of the documents in support of the claim, the tax payer has to file its
judicial claim within 30 days from the lapse of the said period. The 120+30 day period under Sec. 112
is mandatory and jurisdictional that a judicial claim for refund must be denied if the same has been
filed beyond the period prescribed as the Court of Appeals cannot validly acquire jurisdiction over the
claim.

FACTS:

Dash Corporation filed its monthly and quarterly VAT returns for the period January 1, 2003 to June
30, 2003. On August 9, 2004, it filed a claim for tax credit or refund representing the unutilized
input VAT attributable to its zero-rated sales. Subsequently, by reason of the CIR’s inaction, Dash
was compelled to file a petition for review with CTA on May 5, 2005. The CTA Division rendered its
Decision partially granting Dash’s claim. On the matter of the timelines of filing of the judicial claim,
the Tax Court found that Dash’s claims for refund for the first and second quarters of 2003 were
filed within the two-year prescriptive period which is counted from the date of filing of the return
and payment of tax due. CIR moved for reconsideration but the same was denied.

Aggrieved, CIR elevated the case to the CTA En Banc arguing, among others, that the petition for
review filed by Dash was filed out of time. The CTA En Bang, in its decision, upheld the decision of
the CTA Division, ruling that the judicial claim was filed on time because the use of the word “may”
in Section 112(D) (now subparagraph C) of the NIRC indicates that judicial recourse within thirty
days after the lapse of the 120-day period is only directory and permissive and not mandatory and
jurisdictional, as long as the petition was filed within the two-year prescriptive period. The Tax
Court further reiterated that the two-year prescriptive period applies to both administrative and
judicial claims.

After the denial of its motion for reconsideration, the CIR filed a Petition for Review arguing that the
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judicial claim was filed out of time because Dash failed to comply with the 30-day period referred to
in Section 112 (D) (now subparagraph C) of the NIRC, citing the case of CIR V. Aichi where the Court
categorically held that compliance with the prescribed periods in Section 12 is mandatory and
jurisdictional.

ISSUE: Whether or not the judicial claim was filed out of time? (YES)
RULING:
Petition Granted.

The 120+30 day period under Sec. 112 is mandatory and jurisdictional. Section 112(D) (now
subparagraph C) of the NIRC provides that:

Sec. 112. Refunds or Tax Credits of Input Tax x x x (D) Period within which Refund or Tax Credit of
Input Taxes shall be Made. — In proper cases, the Commissioner shall grant a refund or issue the tax
credit certificate for creditable input taxes within one hundred twenty (120) days from the date of
submission of complete documents in support of the application filed in accordance with Subsections
(A) and (B) hereof. In case of full or partial denial of the claim for tax refund or tax credit, or the
failure on the part of the Commissioner to act on the application within the period prescribed above,
the taxpayer affected may, within thirty (30) days from the receipt of the decision denying the claim or
after the expiration of the one hundred twenty day-period, appeal the decision or the unacted claim
with the Court of Tax Appeals.

Petitioner is entirely correct in its assertion that compliance with the periods provided for in the
above quoted provision is indeed mandatory and jurisdictional, as affirmed in this Court’s ruling in
San Roque, where the Court En Banc settled the controversy surrounding the application of the
120+30-day period provided for in Section 112 of the NIRC and reiterated the Aichi doctrine that
the 120+30-day period is mandatory and jurisdictional. Nonetheless, the Court took into account
the issuance by the Bureau of Internal Revenue (BIR) of BIR Ruling No. DA-489-03 which misled
taxpayers by explicitly stating that taxpayers may file a petition for review with the CTA even before
the expiration of the 120-day period given to the CIR to decide the administrative claim for refund.
Even though observance of the periods in Section 112 is compulsory and failure to do so will
deprive the CTA of jurisdiction to hear the case, such a strict application will be made from the
effectivity of the Tax Reform Act of 1997 on January 1, 1998 until the present, except for the period
from December 10, 2003 (the issuance of the erroneous BIR ruling) to October 6, 2010 (the
promulgation of Aichi), during which taxpayers need not wait for the lapse of the 120+30- day
period before filing their judicial claim for refund.

The case at bench, however, does not involve the issue of premature filing of the petition for review
with the CTA. Rather; this petition seeks the denial of DEPI’s claim for refund for having been filed
late or after the expiration of the 30-day period from the denial by the CIR or failure of the CIR to
make a decision within 120 days from the submission of the documents in support of respondent’s
administrative claim.

In accordance with San Roque, respondent's judicial claim for refund must be denied for having
been filed late. Although respondent filed its administrative claim with the BIR on August 9, 2004
before the expiration of the two-year period in Section 112(A), it undoubtedly failed to comply with
the 120+ 30-day period in Section 112(D) (now subparagraph C) which requires that upon the
inaction of the CIR for 120 days after the submission of the documents in support of the claim, the
taxpayer has to file its judicial claim within 30 days after the lapse of the said period. The 120 days
granted to the CIR to decide the case ended on December 7, 2004. Thus, DEPI had 30 days
therefrom, or until January 6, 2005, to file a petition for review with the CTA. Unfortunately, DEPI
only sought judicial relief on May 5, 2005 when it belatedly filed its petition to the CTA, despite
having had ample time to file the same, almost four months after the period allowed by law. As a
consequence of DEPI's late filing, the CTA did not properly acquire jurisdiction over the claim.

CAMP JOHN HAY DEVELOPMENT CORPORATION, PETITIONER,
-versus- CENTRAL BOARD OF ASSESSMENT APPEALS, REPRESENTED BY ITS CHAIRMAN HON.
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CESAR S. GUTIERREZ, ADELINA A. TABANGIN, IN HER CAPACITY AS CHAIRMAN OF THE
BOARD OF TAX (ASSESSMENT) APPEALS OF BAGUIO CITY, AND HON. ESTRELLA B. TANO, IN
HER CAPACITY AS THE CITY ASSESSOR OF THE CITY OF BAGUIO, RESPONDENTS. G.R. No.
169234, SECOND DIVISION, October 2, 2013, PEREZ, J.

A taxpayer questioning the correctness of an assessment of real property tax must comply with the
requirement of “payment under protest” since it is a condition sine qua non before such protest or
appeal may be entertained. Moreover, a claim for exemption from payment of real property taxes does
not actually question the assessor’s authority to assess and collect such taxes, but pertains to the
reasonableness or correctness of the assessment by the local assessor, a question of fact which should
be resolved, at the very first instance, by the LBAA.

FACTS:

Respondent City Assessor of Baguio City notified petitioner about the issuance against it of real
property tax assessment. In response, petitioner questioned the assessments for lack of legal. The
City Assessor replied that the subject RPT was issued on the basis of the approved building permits
and pursuant to Sections 201 to 206 of RA No. 7160. Consequently, petitioner filed with the Board
of Tax Assessment Appeals (BTAA) an appeal. BTAA enjoined petitioner to first comply as to the
payment under protest of the subject real property taxes before the hearing of its appeal. Aggrieved,
petitioner elevated the case before the CBAA.

The CBAA denied petitioner’s appeal and remanded the case to the LBAA for further proceedings
subject to a full and up-to-date payment of the realty taxes on subject properties. Undaunted by the
pronouncements in the abovementioned Resolutions, petitioner appealed to the CTA En Banc. The
CTA En Banc found that petitioner has indeed failed to comply with Section 252 of RA No. 7160.
Hence, it dismissed the petition and affirmed the subject Resolutions of the CBAA. Moreover,
adopting the CBAA's position, the court a quo ruled that it could not resolve the issue on whether
petitioner is liable to pay real property tax or whether it is indeed a tax-exempt entity considering
that the LBAA has not decided the case on the merits.

ISSUE:

Whether or not respondent CTA En Banc erred in dismissing for lack of merit the petition and
accordingly affirmed the order of the CBAA to remand the case to the LBAA for further proceedings?
(NO)

RULING:

The petition is denied. To begin with, Section 252 emphatically directs that the taxpayer/real
property owner questioning the assessment should first pay the tax due before his protest can be
entertained. As a matter of fact, the words “paid under protest” shall be annotated on the tax
receipts. Consequently, only after such payment has been made by the taxpayer may he file a protest
in writing (within thirty [30] days from said payment of tax) to the provincial, city, or municipal
treasurer, who shall decide the protest within sixty (60) days from its receipt. In no case is the local
treasurer obliged to entertain the protest unless the tax due has been paid.

Secondly, within the period prescribed by law, any owner or person having legal interest in the
property not satisfied with the action of the provincial, city, or municipal assessor in the assessment
of his property may file an appeal with the LBAA of the province or city concerned, as provided in
Section 226 of RA No. 7160. Thereafter, within thirty (30) days from receipt, he may elevate, by
filing a notice of appeal, the adverse decision of the LBAA with the CBAA, which exercises exclusive
jurisdiction to hear and decide all appeals from the decisions, orders, and resolutions of the Local
Boards involving contested assessments of real properties, claims for tax refund and/or tax credits,
or overpayments of taxes.

In the present case, the authority of the assessor is not being questioned. Despite petitioners’
protestations, the petition filed before the court a quo primarily involves the correctness of the
assessments, which are questions of fact, that are not allowed in a petition for certiorari, prohibition
and mandamus. The court a quo is therefore precluded from entertaining the petition, and it
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appropriately dismissed the petition.

Moreover, a claim for exemption from payment of real property taxes does not actually question the
assessor’s authority to assess and collect such taxes, but pertains to the reasonableness or
correctness of the assessment by the local assessor, a question of fact which should be resolved, at
the very first instance, by the LBAA.

In other words, by providing that real property not declared and proved as tax-exempt shall be
included in the assessment roll, Section 206 of RA No. 7160 implies that the local assessor has the
authority to assess the property for realty taxes, and any subsequent claim for exemption shall be
allowed only when sufficient proof has been adduced supporting the claim.

To reiterate, the restriction upon the power of courts to impeach tax assessment without a prior
payment, under protest, of the taxes assessed is consistent with the doctrine that taxes are the
lifeblood of the nation and as such their collection cannot be curtailed by injunction or any like
action; otherwise, the state or, in this case, the local government unit, shall be crippled in dispensing
the needed services to the people, and its machinery gravely disabled.30 The right of local
government units to collect taxes due must always be upheld to avoid severe erosion. This
consideration is consistent with the State policy to guarantee the autonomy of local governments
and the objective of RA No. 7160 or the LGC of 1991 that they enjoy genuine and meaningful local
autonomy to empower them to achieve their fullest development as self-reliant communities and
make them effective partners in the attainment of national goals.

FIRST LEPANTO TAISHO INSURANCE CORPORATION, PETITIONER, -versus-COMMISSIONER OF
INTERNAL REVENUE, RESPONDENT. G.R. No. 197117, THIRD DIVISION, April 10, 2013,
MENDOZA, J.

As to service/contractors and purchases, petitioner contends that both parties already stipulated that
it correctly withheld the taxes due. Thus, petitioner is of the belief that it is no longer required to
present evidence to prove the correct payment of taxes withheld. As correctly ruled by the CTA Second
Division and En Banc, however, stipulations cannot defeat the right of the State to collect the correct
taxes due on an individual or juridical person because taxes are the lifeblood of our nation so its
collection should be actively pursued without unnecessary impediment.

FACTS:

Petitioner is a non-life insurance corporation and considered as a “Large Taxpayer”. After
submitting its corporate income tax return for taxable year ending December 31, 1997, petitioner
received a Letter of Authority, dated October 30, 1998, from respondent Commissioner of Internal
Revenue (CIR) to allow it to examine their books of account and other accounting records for 1997
and other unverified prior years.

On December 29, 1999, CIR issued internal revenue tax assessments for deficiency income,
withholding, expanded withholding, final withholding, value-added, and documentary stamp taxes
for  taxable year  1997.  Petitioner @ protested the said tax  assessments.

During the pendency of the case, particularly on February 15, 2008, petitioner filed its Motion for
Partial Withdrawal of Petition for Review of Assessment Notice Nos. ST-INC-97-0220-99; ST-VAT-
97-0222-99 and ST-DST-97-0217-00, in view of the tax amnesty program it had availed. The CTA
Second Division granted the said motion.

Consequently, on May 21, 2009, the CTA Second Division partially granted the petition. It directed
petitioner to pay CIR a reduced tax liability of P1, 994,390.86.

Petitioner’s Motion for Partial Reconsideration was likewise denied by the CTA Second Division in
its October 29, 2009 Resolution. Unsatisfied, petitioner filed a Petition for Review before the CTA En
Banc. The CTAEn Bancaffirmed the decision of the CTA Second Division.

Petitioner contended that it was not liable to pay Withholding Tax on Compensation on the P500,
000.00 Director’s Bonus to their directors, specifically, Rodolfo Bausa, Voltaire Gonzales, Felipe Yap,
and Catalino Macaraig, Jr., because they were not employees and the amount was already subjected
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to Expanded Withholding Tax. The CTA En Banc, however, ruled that Section 5 of Revenue
Regulation No. 12-86 expressly identified a director to be an employee. As to transportation,
subsistence and lodging, and representation expenses, the expenses would not be subject to
withholding tax only if the same were reimbursement for actual expenses of the company. In the
present case, the CTA En Banc declared that petitioner failed to prove that they were so. As to
deficiency expanded withholding taxes on compensation, petitioner failed to substantiate that the
commissions earned totaling P905, 428.36, came from reinsurance activities and should not be
subject to withholding tax. Petitioner likewise failed to prove its direct loss expense, occupancy cost
and service/contractors and purchases. As to deficiency final withholding taxes, “petitioner failed to
present proof of remittance to establish that it had remitted the final tax on dividends paid as well
as the payments for services rendered by the Malaysian entity.” As to the imposition of delinquency
interest under Section 249 (c) (3) of the 1997 National Internal Revenue Code (NIRC), records
reveal that petitioner failed to pay the deficiency taxes within thirty (30) days from receipt of the
demand letter, thus, delinquency interest accrued from such non-payment.

Petitioner moved for partial reconsideration, but the CTA En Banc denied the same in its May 27,
2011 Resolution. Hence, this petition.

ISSUE:

Whether or not the CTA En Banc erred in holding petitioner liable for deficiency taxes? (NO)

RULING:

For taxation purposes, a director is considered an employee under Section 5 of Revenue Regulation
No. 12-86. The non-inclusion of the names of some of petitioner’s directors in the company’s Alpha
List does notipso facto create a presumption that they are not employees of the corporation,
because the imposition of withholding tax on compensation hinges upon the nature of work
performed by such individuals in the company. Moreover, contrary to petitioner’s attestations,
Revenue Regulation No. 2-98, specifically, Section 2.57.2. A (9) thereof, cannot be applied to this
case as the latter is a later regulation while the accounting books examined were for taxable year
1997.

As to the deficiency withholding tax assessment on transportation, subsistence and lodging, and
representation expense, commission expense, direct loss expense, occupancy cost,
service/contractor and purchases, the Court finds no cogent reason to deviate from the findings of
the CTA En Banc. As correctly observed by the CTA Second Division and the CTA En Banc, petitioner
was not able to sufficiently establish that the transportation expenses reflected in their books were
reimbursement from actual transportation expenses incurred by its employees in connection with
their duties as the only document presented was a Schedule of Transportation Expenses without
pertinent supporting documents. Without said documents, such as but not limited to, receipts,
transportation-related vouchers and/or invoices, there is no way of ascertaining whether the
amounts reflected in the schedule of expenses were disbursed for transportation.

With regard to commission expense, no additional documentary evidence, like the reinsurance
agreements contracts, was presented to support petitioner’s allegation that the expenditure
originated from reinsurance activities that gave rise to reinsurance commissions, not subject to
withholding tax. As to occupancy costs, records reveal that petitioner failed to compute the correct
total occupancy cost that should be subjected to withholding tax, hence, petitioner is liable for the
deficiency.

As to service/contractors and purchases, petitioner contends that both parties already
stipulated that it correctly withheld the taxes due. Thus, petitioner is of the belief that it is no
longer required to present evidence to prove the correct payment of taxes withheld. As
correctly ruled by the CTA Second Division and En Banc, however, stipulations cannot defeat
the right of the State to collect the correct taxes due on an individual or juridical person
because taxes are the lifeblood of our nation so its collection should be actively pursued
without unnecessary impediment.
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As to the deficiency final withholding tax assessments for payments of dividends and
computerization expenses incurred by petitioner to foreign entities, particularly Matsui Marine &
Fire Insurance Co. Ltd. (Matsui),'” the Court agrees with CIR that petitioner failed to present
evidence to show the supposed remittance to Matsui.

The Court likewise holds the imposition of delinquency interest under Section 249 (c) (3) of the
1997 NIRC to be proper, because failure to pay the deficiency tax assessed within the time
prescribed for its payment justifies the imposition of interest at the rate of twenty percent (20%)
per annum, which interest shall be assessed and collected from the date prescribed for its payment
until full payment is made.

It is worthy to note that tax revenue statutes are not generally intended to be liberally construed.
Moreover, the CTA being a highly specialized court particularly created for the purpose of reviewing
tax and customs cases, it is settled that its findings and conclusions are accorded great respect and
are generally upheld by this Court, unless there is a clear showing of a reversible error or an
improvident exercise of authority. Absent such errors, the challenged decision should be
maintained.

COMMISSIONER OF INTERNAL REVENUE, PETITIONER,
-versus- SAN ROQUE POWER CORPORATION, RESPONDENT. G.R. No. 187485, EN BANC,
February 12, 2013, CARPIO, J.

Clearly, San Roque failed to comply with the 120-day waiting period, the time expressly given by law to
the Commissioner to decide whether to grant or deny San Roque’s application for tax refund or credit.
It is indisputable that compliance with the 120-day waiting period is mandatory and jurisdictional.
Failure to comply with the 120-day waiting period violates a mandatory provision of law.

There is no dispute that the 120-day period is mandatory and jurisdictional, and that the CTA does not
acquire jurisdiction over a judicial claim that is filed before the expiration of the 120-day period. There
are, however, two exceptions to this rule. The first exception is if the Commissioner, through a specific
ruling, misleads a particular taxpayer to prematurely file a judicial claim with the CTA. Such specific
ruling is applicable only to such particular taxpayer. The second exception is where the Commissioner,
through a general interpretative rule issued under Section 4 of the Tax Code, misleads all taxpayers
into filing prematurely judicial claims with the CTA. In these cases, the Commissioner cannot be
allowed to later on question the CTA’s assumption of jurisdiction over such claim since equitable
estoppel has set in as expressly authorized under Section 246 of the Tax Code.

Clearly, BIR Ruling No. DA-489-03 is a general interpretative rule. Thus, all taxpayers can rely on BIR
Ruling No. DA-489-03 from the time of its issuance on 10 December 2003 up to its reversal by this
Court in Aichi on 6 October 2010, where this Court held that the 120+30 day periods are mandatory
and jurisdictional. San Roque, however, cannot benefit from BIR Ruling No. DA-489-03 because it filed
its judicial claim prematurely on 10 April 2003, before the issuance of BIR Ruling No. DA-489-03 on 10
December 2003. To repeat, San Roque cannot claim that it was misled by the BIR into filing its judicial
claim prematurely because BIR Ruling No. DA-489-03 was issued only after San Roque filed its judicial
claim. At the time San Roque filed its judicial claim, the law as applied and administered by the BIR
was that the Commissioner had 120 days to act on administrative claims.

FACTS:

On October 11, 1997, San Roque entered into a Power Purchase Agreement ("PPA") with the
National Power Corporation ("NPC") to develop hydro-potential of the Lower Agno River and
generate additional power and energy for the Luzon Power Grid, by building the San Roque Multi-
Purpose Project located in San Manuel, Pangasinan. The PPA provides, among others, that San
Roque shall be responsible for the design, construction, installation, completion, testing and
commissioning of the Power Station and shall operate and maintain the same, subject to NPC
instructions. During the cooperation period of twenty-five (25) years commencing from the
completion date of the Power Station, NPC will take and pay for all electricity available from the
Power Station.

On the construction and development of the San Roque Multi- Purpose Project which comprises of
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the dam, spillway and power plant, San Roque allegedly incurred, excess input VAT in the amount of
$559,709,337.54 for taxable year 2001 which it declared in its Quarterly VAT Returns filed for the
same year. [San Roque] duly filed with the BIR separate claims for refund, in the total amount of
$559,709,337.54, representing unutilized input taxes as declared in its VAT returns for taxable year
2001.

However, on March 28, 2003, San Roque filed amended Quarterly VAT Returns for the year 2001
since it increased its unutilized input VAT to the amount of $560,200,283.14. Consequently, San
Roque filed with the BIR on even date, separate amended claims for refund in the aggregate amount
of #560,200,283.14.

CIR’s inaction on the subject claims led to the filing by [San Roque] of the Petition for Review with
the Court of Tax Appeals] in Division on April 10, 2003.

The CTA Second Division required San Roque to show that it complied with the following
requirements of Section 112(B) of Republic Act No. 8424 (RA 8424) to be entitled to a tax refund or
credit of input VAT attributable to capital goods imported or locally purchased: (1) it is a VAT-
registered entity; (2) its input taxes claimed were paid on capital goods duly supported by VAT
invoices and/or official receipts; (3) it did not offset or apply the claimed input VAT payments on
capital goods against any output VAT liability; and (4) its claim for refund was filed within the two-
year prescriptive period both in the administrative and judicial levels.

The CTA Second Division found that San Roque complied with the first, third, and fourth
requirements.

For the first, second, third, and fourth quarters of 2001, [San Roque] filed its VAT returns on April
25,2001, July 25, 2001, October 23, 2001 and January 24, 2002, respectively. These returns were all
subsequently amended on March 28, 2003. On the other hand, San Roque originally filed its
separate claims for refund on July 10, 2001, October 10, 2001, February 21, 2002, and May 9, 2002
for the first, second, third, and fourth quarters of 2001, respectively, and subsequently filed
amended claims for all quarters on March 28, 2003. Moreover, the Petition for Review was filed on
April 10, 2003. Counting from the respective dates when San Roque originally filed its VAT returns
for the first, second, third and fourth quarters of 2001, the administrative claims for refund (original
and amended) and the Petition for Review fall within the two-year prescriptive period.

San Roque filed a Motion for New Trial and/or Reconsideration on 7 April 2006. In its 29 November
2007 Amended Decision, the CTA Second Division found legal basis to partially grant San Roque’s
claim. The CTA Second Division ordered the Commissioner to refund or issue a tax credit in favor of
San Roque in the amount of #483,797,599.65, which represents San Roque’s unutilized input VAT
on its purchases of capital goods and services for the taxable year 2001.

The Commissioner filed a Motion for Partial Reconsideration on 20 December 2007. The CTA
Second Division issued a Resolution dated 11 July 2008 which denied the CIR’s motion for lack of
merit.

The Commissioner filed a Petition for Review before the CTA EB praying for the denial of San
Roque’s claim for refund or tax credit in its entirety as well. The CTA EB dismissed the CIR’s petition
for review and affirmed the challenged decision and resolution.

The Commissioner raised the following grounds in the Petition for Review:

I. The Court of Tax Appeals En Banc erred in holding that [San Roque’s] claim for refund was
not prematurely filed.

[I. The Court of Tax Appeals En Banc erred in affirming the amended decision of the Court of
Tax Appeals (Second Division) granting [San Roque’s] claim for refund of alleged unutilized
input VAT on its purchases of capital goods and services for the taxable year 2001 in the
amount of P483,797,599.65.
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ISSUE:
Whether or not San Roque’s claim was filed prematurely as argued by the CIR? (YES)
RULING:

On 10 April 2003, a mere 13 days after it filed its amended administrative claim with the
Commissioner on 28 March 2003; San Roque filed a Petition for Review with the CTA. From this we
gather two crucial facts: first, San Roque did not wait for the 120-day period to lapse before filing its
judicial claim; second, San Roque filed its judicial claim more than four (4)
years before the Atlas doctrine, which was promulgated by the Court on 8 June 2007.

Clearly, San Roque failed to comply with the 120-day waiting period, the time expressly given by law
to the Commissioner to decide whether to grant or deny San Roque’s application for tax refund or
credit. It is indisputable that compliance with the 120-day waiting period is mandatory and
jurisdictional. The waiting period, originally fixed at 60 days only, was part of the provisions of the
first VAT law, Executive Order No. 273, which took effect on 1 January 1988. The waiting period was
extended to 120 days effective 1 January 1998 under RA 8424 or the Tax Reform Act of 1997. Thus,
the waiting period has been in our statute books for more than fifteen (15) years before San
Roque filed its judicial claim.

Failure to comply with the 120-day waiting period violates a mandatory provision of law. It violates
the doctrine of exhaustion of administrative remedies and renders the petition premature and thus
without a cause of action, with the effect that the CTA does not acquire jurisdiction over the
taxpayer’s petition. Philippine jurisprudence is replete with cases upholding and reiterating these
doctrinal principles.

San Roque’s failure to comply with the 120-day mandatory period renders its petition for review
with the CTA void. San Roque’s void petition for review cannot be legitimized by the CTA or this
Court because Article 5 of the Civil Code states that such void petition cannot be legitimized "except
when the law itself authorizes its validity." There is no law authorizing the petition’s validity.

This Court cannot brush aside the grave issue of the mandatory and jurisdictional nature of the 120-
day period just because the Commissioner merely asserts that the case was prematurely filed with
the CTA and does not question the entitlement of San Roque to the refund. The mere fact that a
taxpayer has undisputed excess input VAT, or that the tax was admittedly illegally, erroneously or
excessively collected from him, does not entitle him as a matter of right to a tax refund or credit.
Strict compliance with the mandatory and jurisdictional conditions prescribed by law to claim such
tax refund or credit is essential and necessary for such claim to prosper. Well-settled is the rule
that tax refunds or credits, just like tax exemptions, are strictly construed against the
taxpayer.2L The burden is on the taxpayer to show that he has strictly complied with the conditions
for the grant of the tax refund or credit.

San Roque cannot also claim being misled, misguided or confused by the Atlas doctrine because San
Roque filed its petition for review with the CTA more than four years before Atlas was
promulgated. The Atlas doctrine did not exist at the time San Roque failed to comply with the 120-
day period. Thus, San Roque cannot invoke the Atlas doctrine as an excuse for its failure to wait for
the 120-day period to lapse. In any event, the Atlas doctrine merely stated that the two-year
prescriptive period should be counted from the date of payment of the output VAT, not from the
close of the taxable quarter when the sales involving the input VAT were made. The Atlas doctrine
does not interpret, expressly or impliedly, the 120+30 day periods.

In fact, Section 106(b) and (e) of the Tax Code of 1977 as amended, which was the law cited by the
Court in Atlas as the applicable provision of the law did not yet provide for the 30-day period for the
taxpayer to appeal to the CTA from the decision or inaction of the Commissioner. Thus,
the Atlas doctrine cannot be invoked by anyone to disregard compliance with the 30-day
mandatory and jurisdictional period.

Whether the Atlas doctrine or the Mirant doctrine is applied to San Roque is immaterial because
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what is at issue in the present case is San Roque’s non-compliance with the 120-day mandatory and
jurisdictional period, which is counted from the date it filed its administrative claim with the
Commissioner. The 120-day period may extend beyond the two-year prescriptive period, as long as
the administrative claim is filed within the two-year prescriptive period. However, San Roque’s fatal
mistake is that it did not wait for the Commissioner to decide within the 120-day period, a
mandatory period whether the Atlas or the Mirant doctrine is applied.

There is nothing in RMC 49-03 that states, expressly or impliedly, that the taxpayer need not wait
for the 120-day period to expire before filing a judicial claim with the CTA. RMC 49-03 merely
authorizes the BIR to continue processing the administrative claim even after the taxpayer has filed
its judicial claim, without saying that the taxpayer can file its judicial claim before the expiration of
the 120-day period. RMC 49-03 states: "In cases where the taxpayer has filed a ‘Petition for Review’
with the Court of Tax Appeals involving a claim for refund/TCC that is pending at the administrative
agency (either the Bureau of Internal Revenue or the One- Stop Shop Inter-Agency Tax Credit and
Duty Drawback Center of the Department of Finance), the administrative agency and the court may
act on the case separately.” Thus, if the taxpayer files its judicial claim before the expiration of the
120-day period, the BIR will nevertheless continue to act on the administrative claim because such
premature filing cannot divest the Commissioner of his statutory power and jurisdiction to decide
the administrative claim within the 120-day period.

On the other hand, if the taxpayer files its judicial claim after the 120- day period, the Commissioner
can still continue to evaluate the administrative claim. There is nothing new in this because even
after the expiration of the 120-day period, the Commissioner should still evaluate internally the
administrative claim for purposes of opposing the taxpayer’s judicial claim, or even for purposes of
determining if the BIR should actually concede to the taxpayer’s judicial claim. The internal
administrative evaluation of the taxpayer’s claim must necessarily continue to enable the BIR to
oppose intelligently the judicial claim or, if the facts and the law warrant otherwise, for the BIR to
concede to the judicial claim, resulting in the termination of the judicial proceedings.

What is important, as far as the present cases are concerned, is that the mere filing by a
taxpayer of a judicial claim with the CTA before the expiration of the 120-day period cannot
operate to divest the Commissioner of his jurisdiction to decide an administrative claim
within the 120-day mandatory period, unless the Commissioner has clearly given cause for
equitable estoppel to apply as expressly recognized in Section 246 of the Tax Code.

There is no dispute that the 120-day period is mandatory and jurisdictional, and that the CTA does
not acquire jurisdiction over a judicial claim that is filed before the expiration of the 120-day period.
There are, however, two exceptions to this rule. The first exception is if the Commissioner, through a
specific ruling, misleads a particular taxpayer to prematurely file a judicial claim with the CTA. Such
specific ruling is applicable only to such particular taxpayer. The second exception is where the
Commissioner, through a general interpretative rule issued under Section 4 of the Tax Code,
misleads all taxpayers into filing prematurely judicial claims with the CTA. In these cases, the
Commissioner cannot be allowed to later on question the CTA's assumption of jurisdiction over such
claim since equitable estoppel has set in as expressly authorized under Section 246 of the Tax Code.

Thus, a general interpretative rule issued by the Commissioner may be relied upon by taxpayers
from the time the rule is issued up to its reversal by the Commissioner or this Court. Section 246 is
not limited to a reversal only by the Commissioner because this Section expressly states,
"Any revocation, modification or reversal" without specifying who made the revocation,
modification or reversal. Hence, a reversal by this Court is covered under Section 246.

Thus, the only issue is whether BIR Ruling No. DA-489-03 is a general interpretative rule applicable
to all taxpayers or a specific ruling applicable only to a particular taxpayer.

BIR Ruling No. DA-489-03 is a general interpretative rule because it was a response to a query
made, not by a particular taxpayer, but by a government agency tasked with processing tax refunds
and credits, that is, the One Stop Shop Inter-Agency Tax Credit and Drawback Center of the
Department of Finance. Clearly, BIR Ruling No. DA-489-03 is a general interpretative rule. Thus, all
taxpayers can rely on BIR Ruling No. DA-489-03 from the time of its issuance on 10 December 2003
up to its reversal by this Court in Aichi on 6 October 2010, where this Court held that the 120+30
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day periods are mandatory and jurisdictional

However, BIR Ruling No. DA-489-03 cannot be given retroactive effect for four reasons: first, it is
admittedly an erroneous interpretation of the law; second, prior to its issuance, the BIR held that the
120-day period was mandatory and jurisdictional, which is the correct interpretation of the
law; third, prior to its issuance, no taxpayer can claim that it was misled by the BIR into filing a
judicial claim prematurely; and fourth, a claim for tax refund or credit, like a claim for tax
exemption, is strictly construed against the taxpayer.

San Roque, therefore, cannot benefit from BIR Ruling No. DA-489-03 because it filed its judicial
claim prematurely on 10 April 2003, before the issuance of BIR Ruling No. DA-489-03 on 10
December 2003. To repeat, San Roque cannot claim that it was misled by the BIR into filing its
judicial claim prematurely because BIR Ruling No. DA-489-03 was issued only after San Roque filed
its judicial claim. At the time San Roque filed its judicial claim, the law as applied and administered
by the BIR was that the Commissioner had 120 days to act on administrative claims. This was in fact
the position of the BIR prior to the issuance of BIR Ruling No. DA-489-03. Indeed, San Roque
never claimed the benefit of BIR Ruling No. DA-489-03 or RMC 49-03, whether in this Court,
the CTA, or before the Commissioner.

COMMISSIONER OF INTERNAL REVENUE, PETITIONER,
-versus- BANK OF THE PHILIPPINE ISLANDS, RESPONDENT. G.R. No. 134062, FIRST DIVISION,
April 17,2007, CORONA, J.

Admittedly, the CIR did not inform BPI in writing of the law and facts on which the assessments of the
deficiency taxes were made. He merely notified BPI of his findings, consisting only of the computation
of the tax liabilities and a demand for payment thereof within 30 days after receipt.

In merely notifying BPI of his findings, the CIR relied on the provisions of the former Section 270 prior
to its amendment by RA 8424 (also known as the Tax Reform Act of 1997). Accordingly, when the
assessments were made pursuant to the former Section 270, the only requirement was for the CIR to
"notify" or inform the taxpayer of his "findings.” Nothing in the old law required a written statement to
the taxpayer of the law and facts on which the assessments were based. The Court cannot read into the
law what obviously was not intended by Congress. That would be judicial legislation, nothing less.

FACTS:

In two notices dated October 28, 1988, CIR assessed respondent BPI's deficiency percentage and
documentary stamp taxes for the year 1986 in the total amount of #129,488,656.63.

In a letter dated December 10, 1988, BPI, through counsel, replied that “the deficiency assessments
are no assessments at all. The taxpayer is not informed, even in the vaguest terms, why it is being
assessed a deficiency. The very purpose of a deficiency assessment is to inform taxpayer why he has
incurred a deficiency so that he can make an intelligent decision on whether to pay or to protest the
assessment. This is all the more so when the assessment involves astronomical amounts, as in this case.
We therefore request that the examiner concerned be required to state, even in the briefest form, why
he believes the taxpayer has a deficiency documentary and percentage taxes, and as to the percentage
tax, it is important that the taxpayer be informed also as to what particular percentage tax the
assessment refers to xxxx.”

BPI received a letter from CIR dated May 8, 1991 stating that: “although in all respects, your letter
failed to qualify as a protest under Revenue Regulations No. 12-85 and therefore not deserving of
any rejoinder by this office as no valid issue was raised against the validity of our assessment... still
we obliged to explain the basis of the assessments”

BPI requested a reconsideration of the assessments stated in the CIR’s May 8, 1991 letter which was
denied. BPI filed a petition for review in the CTA.

CTA dismissed the case for lack of jurisdiction since the subject assessments had become final and
unappealable. The CTA ruled that BPI failed to protest on and it denied reconsideration in a
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resolution dated May 27, 1996.

The CA reversed the tax court’s decision and resolution and remanded the case to the CTA for a
decision on the merits. It ruled that the October 28, 1988 notices were not valid assessments
because they did not inform the taxpayer of the legal and factual bases therefor. It declared that the
proper assessments were those contained in the May 8, 1991 letter which provided the reasons for
the claimed deficiencies. Thus, it held that BPI filed the petition for review in the CTA on time. The
CIR elevated the case to this Court.

ISSUE:

Whether or not the October 28, 1988 notices were valid assessments? (YES)

RULING:

The CIR argues that the CA erred in holding that the October 28, 1988 notices were invalid
assessments. He asserts that he used BIR Form No. 17.08 (as revised in November 1964) which was
designed for the precise purpose of notifying taxpayers of the assessed amounts due and
demanding payment thereof. He contends that there was no law or jurisprudence then that
required notices to state the reasons for assessing deficiency tax liabilities.

BPI counters that due process demanded that the facts, data and law upon which the assessments
were based be provided to the taxpayer. It insists that the NIRC, as worded now (referring to Section
228), specifically provides that:

“the taxpayer shall be informed in writing of the law and the facts on which the assessment is
made; otherwise, the assessment shall be void.”

According to BP], this is declaratory of what sound tax procedure is and a confirmation of what due
process requires even under the former Section 270.

BPI's contention has no merit. The present Section 228 of the NIRC provides:

Sec. 228. Protesting of Assessment. — When the [CIR] or his duly authorized representative
finds that proper taxes should be assessed, he shall first notify the taxpayer of his
findings: Provided, however, That a preassessment notice shall not be required in the
following cases:

XXX XXX XXX

The taxpayer shall be informed in writing of the law and the facts on which the
assessment is made; otherwise, the assessment shall be void.

Admittedly, the CIR did not inform BPI in writing of the law and facts on which the assessments of
the deficiency taxes were made. He merely notified BPI of his findings, consisting only of the
computation of the tax liabilities and a demand for payment thereof within 30 days after receipt.

In merely notifying BPI of his findings, the CIR relied on the provisions of the former Section 270
prior to its amendment by RA 8424 (also known as the Tax Reform Act of 1997).

Accordingly, when the assessments were made pursuant to the former Section 270, the only
requirement was for the CIR to "notify" or inform the taxpayer of his "findings." Nothing in the old
law required a written statement to the taxpayer of the law and facts on which the assessments
were based. The Court cannot read into the law what obviously was not intended by Congress. That
would be judicial legislation, nothing less.

Jurisprudence, on the other hand, simply required that the assessments contain a computation of

tax liabilities, the amount the taxpayer was to pay and a demand for payment within a prescribed
period. Everything considered, there was no doubt the October 28, 1988 notices sufficiently met the
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requirements of a valid assessment under the old law and jurisprudence.

The sentence the taxpayers shall be informed in writing of the law and the facts on which the
assessment is made; otherwise, the assessment shall be void was not in the old Section 270 but was
only later on inserted in the renumbered Section 228 in 1997. Evidently, the legislature saw the
need to modify the former Section 270 by inserting the aforequoted sentence. The fact that the
amendment was necessary showed that, prior to the introduction of the amendment, the statute
had an entirely different meaning.

Contrary to the submission of BPI, the inserted sentence in the renumbered Section 228 was not an
affirmation of what the law required under the former Section 270. The amendment introduced by
RA 8424 was an innovation and could not be reasonably inferred from the old law. Clearly, the
legislature intended to insert a new provision regarding the form and substance of assessments issued
by the CIR.

Considering that the October 28, 1988 notices were valid assessments, BPI should have protested
the same within 30 days from receipt thereof. The December 10, 1988 reply it sent to the CIR did
not qualify as a protest since the letter itself stated that "[a]s soon as this is explained and clarified
in a proper letter of assessment; we shall inform you of the taxpayer’s decision on whether to
pay or protest the assessment."3¢ Hence, by its own declaration, BPI did not regard this letter as a
protest against the assessments. As a matter of fact, BPI never deemed this a protest since it did not
even consider the October 28, 1988 notices as valid or proper assessments.

The inevitable conclusion is that BPI’s failure to protest the assessments within the 30-day period
provided in the former Section 270 meant that they became final and unappealable. Thus, the CTA
correctly dismissed BPI's appeal for lack of jurisdiction. BPI was, from then on, barred from
disputing the correctness of the assessments or invoking any defense that would reopen the
question of its liability on the merits.3Z Not only that. There arose a presumption of correctness
when BPI failed to protest the assessments.

Taxes are the lifeblood of the government, for without taxes, the government can neither exist nor
endure. A principal attribute of sovereignty, the exercise of taxing power derives its source from the
very existence of the state whose social contract with its citizens obliges it to promote public
interest and common good. The theory behind the exercise of the power to tax emanates from
necessity; without taxes, government cannot fulfill its mandate of promoting the general welfare
and well-being of the people.

COMMISSIONER OF INTERNAL REVENUE, PETITIONER, -versus- MANUEL B. PINEDA, as one of
the heirs of deceased ATANASIO PINEDA, RESPONDENT. G.R. No. L-22734, EN BANC, September
15,1967, BENGZON, ].P, J.

By virtue of such lien, the Government has the right to subject the property in Pineda's possession, i.e.,
the P2, 500.00, to satisfy the income tax assessment in the sum of P760.28. After such payment, Pineda
will have a right of contribution from his co-heirs, to achieve an adjustment of the proper share of each
heir in the distributable estate.

All told, the Government has two ways of collecting the tax in question. One, by going after all the heirs
and collecting from each one of them the amount of the tax proportionate to the inheritance received.
This action rests on the concept that hereditary property consists only of that part which remains after
the settlement of all lawful claims against the estate, for the settlement of which the entire estate is
first liable. Another remedy, pursuant to the lien created by Section 315 of the Tax Code upon all
property and rights to property belonging to the taxpayer for unpaid income tax, is by subjecting said
property of the estate which is in the hands of an heir or transferee to the payment of the tax due, the
estate. This second remedy is the very avenue the Government took in this case to collect the tax. The
Bureau of Internal Revenue should be given, in instances like the case at bar, the necessary discretion
to avail itself of the most expeditious way to collect the tax as may be envisioned in the particular
provision of the Tax Code above quoted, because taxes are the lifeblood of government and their
prompt and certain availability is an imperious need.
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FACTS:

Atanasio Pineda died, survived by his wife, Felicisima Bagtas, and 15 children, the eldest of whom is
Manuel B. Pineda, a lawyer. Estate proceedings were had in the Court of First Instance of Manila
wherein the surviving widow was appointed administratrix. The estate was divided among and
awarded to the heirs and the proceedings terminated on June 8, 1948. Manuel B. Pineda's share
amounted to about P2, 500.00.

After the estate proceedings were closed, the Bureau of Internal Revenue investigated the income
tax liability of the estate for the years 1945, 1946, 1947 and 1948 and it found that the
corresponding income tax returns were not filed. Thereupon, the representative of the Collector of
Internal Revenue filed said returns for the estate on the basis of information and data obtained from
the aforesaid estate proceedings and issued an assessment for deficiency taxes.

Manuel B. Pineda, who received the assessment, contested the same. Subsequently, he appealed to
the Court of Tax Appeals alleging that he was appealing "only that proportionate part or portion
pertaining to him as one of the heirs."

The Court of Tax Appeals rendered judgment reversing the decision of the Commissioner on the
ground that his right to assess and collect the tax has prescribed. The Commissioner appealed and
this Court affirmed the findings of the Tax Court in respect to the assessment for income tax for the
year 1947 but held that the right to assess and collect the taxes for 1945 and 1946 has not
prescribed. Accordingly, the case was remanded to the Tax Court for further appropriate
proceedings.

On November 29, 1963 the Court of Tax Appeals rendered judgment holding Manuel B. Pineda liable
for the payment corresponding to his share of the deficiency taxes.

The Commissioner of Internal Revenue has appealed this case before the SC and has proposed to
hold Manuel B. Pineda liable for the payment of all the taxes found by the Tax Court to be due from
the estate in the total amount of P760.28 instead of only for the amount of taxes corresponding to
his share in the estate.

Manuel B. Pineda opposes the proposition on the ground that as an heir he is liable for unpaid
income tax due the estate only up to the extent of and in proportion to any share he received.

ISSUE:

Whether or not Pineda can be held liable for the payment of all the taxes found by the Tax Court to
be due from the estate of his deceased father? (YES)

RULING:

We hold that the Government can require Manuel B. Pineda to pay the full amount of the taxes
assessed.

Pineda is liable for the assessment as an heir and as a holder-transferee of property belonging to the
estate/taxpayer. As an heir he is individually answerable for the part of the tax proportionate to the
share he received from the inheritance. His liability, however, cannot exceed the amount of his
share.*

As a holder of property belonging to the estate, Pineda is liable for the tax up to the amount of the
property in his possession. The reason is that the Government has a lien on the P2, 500.00 received
by him from the estate as his share in the inheritance, for unpaid income taxes for which said estate
is liable, pursuant to the last paragraph of Section 315 of the Tax Code.

By virtue of such lien, the Government has the right to subject the property in Pineda's possession,
i.e., the P2, 500.00, to satisfy the income tax assessment in the sum of P760.28. After such payment,
Pineda will have a right of contribution from his co-heirs, to achieve an adjustment of the proper
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share of each heir in the distributable estate.

All told, the Government has two ways of collecting the tax in question. One, by going after all the
heirs and collecting from each one of them the amount of the tax proportionate to the inheritance
received. This remedy was adopted in Government of the Philippine Islands v. Pamintuan, supra. In
said case, the Government filed an action against all the heirs for the collection of the tax. This
action rests on the concept that hereditary property consists only of that part which remains after
the settlement of all lawful claims against the estate, for the settlement of which the entire estate is
first liable. The reason why in case suit is filed against all the heirs the tax due from the estate is
levied proportionately against them is to achieve thereby two results: first, payment of the tax; and
second, adjustment of the shares of each heir in the distributed estate as lessened by the tax.

Another remedy, pursuant to the lien created by Section 315 of the Tax Code upon all property and
rights to property belonging to the taxpayer for unpaid income tax, is by subjecting said property of
the estate which is in the hands of an heir or transferee to the payment of the tax due, the estate.
This second remedy is the very avenue the Government took in this case to collect the tax. The
Bureau of Internal Revenue should be given, in instances like the case at bar, the necessary
discretion to avail itself of the most expeditious way to collect the tax as may be envisioned in the
particular provision of the Tax Code above quoted, because taxes are the lifeblood of government
and their prompt and certain availability is an imperious need. And as afore-stated in this case the
suit seeks to achieve only one objective: payment of the tax. The adjustment of the respective shares
due to the heirs from the inheritance, as lessened by the tax, is left to await the suit for contribution
by the heir from whom the Government recovered said tax.

MISAEL P. VERA, as Commissioner of Internal Revenue, and JAIME ARANETA, as Regional
Director, Revenue Region No. 14, Bureau of Internal Revenue, PETITIONERS, -versus- HON.
JOSE F. FERNANDEZ, Judge of the Court of First Instance of Negros Occidental, Branch V, and
FRANCIS A. TONGOY, Administrator of the Estate of the late LUIS D. TONGOY, RESPONDENTS.
G.R. No. L-31364, FIRST DIVISION, March 30, 1979, DE CASTRO, J.

The reason for the more liberal treatment of claims for taxes against a decedent’s estate in the form of
exception from the application of the statute of non-claims is not hard to find. Taxes are the lifeblood of
the Government and their prompt and certain availability are imperious need. Upon taxation depends
the Government ability to serve the people for whose benefit taxes are collected. To safeguard such
interest, neglect or omission of government officials entrusted with the collection of taxes should not
be allowed to bring harm or detriment to the people, in the same manner as private persons may be
made to suffer individually on account of his own negligence, the presumption being that they take
good care of their personal affairs. This should not hold true to government officials with respect to
matters not of their own personal concern. This is the philosophy behind the government's exception,
as a general rule, from the operation of the principle of estoppel.

In the instant case, petitioners filed an application (Motion for Allowance of Claim and for an Order of
Payment of Taxes) which, though filed after the expiration of the time previously limited but before an
order of the distribution is entered, should have been granted by the respondent court, in the absence
of any valid ground, as none was shown, justifying denial of the motion, especially considering that it
was for allowance Of claim for taxes due from the estate, which in effect represents a claim of the
people at large, the only reason given for the denial that the claim was filed out of the previously
limited period, sustaining thereby private respondents' contention, erroneously as has been
demonstrated.

FACTS:

Appeal from two orders of the Court of First Instance of Negros Occidental, in Special Proceedings
No. 7794, entitled: "Intestate Estate of Luis D. Tongoy," the first dated July 29, 1969 dismissing the
Motion for Allowance of Claim and for an Order of Payment of Taxes by the Government of the
Republic of the Philippines against the Estate of the late Luis D. Tongoy, for deficiency income taxes
for the years 1963 and 1964 of the decedent in the total amount of P3,254.80, inclusive 5%
surcharge, 1% monthly interest and compromise penalties. The second, dated October 7, 1969,
denying the Motion for reconsideration of the Order of dismissal.
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The Motion for allowance of claim and for payment of taxes dated May 28, 1969 was filed on June 3,
1969 in the abovementioned special proceedings. The claim represents the indebtedness to the
Government of the late Luis D. Tongoy for deficiency income taxes in the total sum of P3,254.80 as
above stated, covered by Assessment Notices, to which motion was attached Proof of Claim.

The Administrator opposed the motion solely on the ground that the claim was barred under
Section 5, Rule 86 of the Rules of Court. Finding the opposition well-founded, the respondent Judge,
Jose E. Fernandez, dismissed the motion for allowance of claim filed by herein petitioner, Regional
Director of the Bureau of Internal Revenue, in an order dated July 29, 1969. On September 18, 1969,
a motion for reconsideration was filed, of the order of July 29, 1969, but was denied in an Order
dated October 7, 1969.

Hence, this appeal on certiorari.
ISSUE:

Whether or not the statute of non-claims Section 5, Rule 86 of the New Rule of Court, bars claim of
the government for unpaid taxes, still within the period of limitation prescribed in Section 331 and
332 of the National Internal Revenue Code?

RULING:

A perusal of the Section 5, Rule 86 shows that it makes no mention of claims for monetary
obligation of the decedent created by law, such as taxes which is entirely of different character from
the claims expressly enumerated therein, such as: "all claims for money against the decedent arising
from contract, express or implied, whether the same be due, not due or contingent, all claim for
funeral expenses and expenses for the last sickness of the decedent and judgment for money against
the decedent." Under the familiar rule of statutory construction of expressio unius est exclusio
alterius, the mention of one thing implies the exclusion of another thing not mentioned. Thus, if a
statute enumerates the things upon which it is to operate, everything else must necessarily, and by
implication be excluded from its operation and effect.

In the case of Commissioner of Internal Revenue vs. llagan Electric & Ice Plant, et al., G.R. No. L-23081,
December 30, 1969, it was held that the assessment, collection and recovery of taxes, as well as the
matter of prescription thereof are governed by the provisions of the National Internal revenue Code,
particularly Sections 331 and 332 thereof, and not by other provisions of law. Even without being
specifically mentioned, the provisions of Section 2 of Rule 86 of the Rules of Court may reasonably
be presumed to have been also in the mind of the Court as not affecting the aforecited Section of the
National Internal Revenue Code.

In the case of Pineda vs. CFI of Tayabas, 52 Phil. 803, it was even more pointedly held that "taxes
assessed against the estate of a deceased person ... need not be submitted to the committee on
claims in the ordinary course of administration. In the exercise of its control over the administrator,
the court may direct the payment of such taxes upon motion showing that the taxes have been
assessed against the estate.”

The reason for the more liberal treatment of claims for taxes against a decedent's estate in the form
of exception from the application of the statute of non-claims is not hard to find. Taxes are the
lifeblood of the Government and their prompt and certain availability are imperious need. Upon
taxation depends the Government ability to serve the people for whose benefit taxes are collected.
To safeguard such interest, neglect or omission of government officials entrusted with the collection
of taxes should not be allowed to bring harm or detriment to the people, in the same manner as
private persons may be made to suffer individually on account of his own negligence, the
presumption being that they take good care of their personal affairs. This should not hold true to
government officials with respect to matters not of their own personal concern. This is the
philosophy behind the government's exception, as a general rule, from the operation of the principle
of estoppel.

Furthermore, as held in Commissioner of Internal Revenue vs. Pineda, supra, citing the last
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paragraph of Section 315 of the Tax Code payment of income tax shall be a lien in favor of the
Government of the Philippines from the time the assessment was made by the Commissioner of
Internal Revenue until paid with interests, penalties, etc. By virtue of such lien, this court held that
the property of the estate already in the hands of an heir or transferee may be subject to the
payment of the tax due the estate. A fortiori before the inheritance has passed to the heirs, the
unpaid taxes due the decedent may be collected, even without its having been presented under
Section 2 of Rule 86 of the Rules of Court.

In the instant case, petitioners filed an application (Motion for Allowance of Claim and for an Order
of Payment of Taxes) which, though filed after the expiration of the time previously limited but
before an order of the distribution is entered, should have been granted by the respondent court, in
the absence of any valid ground, as none was shown, justifying denial of the motion, especially
considering that it was for allowance Of claim for taxes due from the estate, which in effect
represents a claim of the people at large, the only reason given for the denial that the claim was filed
out of the previously limited period, sustaining thereby private respondents' contention,
erroneously as has been demonstrated.

COMMISSIONER OF INTERNAL REVENUE, PETITIONER,
-versus- COURT OF APPEALS, CITYTRUST BANKING CORPORATION and COURT OF TAX
APPEALS, RESPONDENTS. G.R. No. 106611, SECOND DIVISION, July 21, 1994, REGALADQO, J.

It is a long and firmly settled rule of law that the Government is not bound by the errors committed by
its agents. In the performance of its governmental functions, the State cannot be estopped by the
neglect of its agent and officers. Although the Government may generally be estopped through the
affirmative acts of public officers acting within their authority, their neglect or omission of public
duties as exemplified in this case will not and should not produce that effect.

Nowhere is the aforestated rule more true than in the field of taxation. It is axiomatic that the
Government cannot and must not be estopped particularly in matters involving taxes. Taxes are the
lifeblood of the nation through which the government agencies continue to operate and with which the
State effects its functions for the welfare of its constituents. The errors of certain administrative
officers should never be allowed to jeopardize the Government's financial position, especially in the
case at bar where the amount involves millions of pesos the collection whereof, if justified, stands to be
prejudiced just because of bureaucratic lethargy.

FACTS:

It appears that in a letter dated August 26, 1986, herein private respondent corporation filed a claim
for refund with the BIR in the amount of P19,971,745.00 representing the alleged aggregate of the
excess of its carried-over total quarterly payments over the actual income tax due, plus carried-over
withholding tax payments on government securities and rental income, as computed in its final
income tax return for the calendar year ending December 31, 1985.

Two days later, or on August 28, 1986, in order to interrupt the running of the prescriptive period,
Citytrust filed a petition with the Court of Tax Appeals claiming the refund of its income tax
overpayments for the years 1983, 1984 and 1985 in the total amount of P19,971,745.00.

In the answer filed, it was asserted that the mere averment that Citytrust incurred a net loss in 1985
does notipso facto merit a refund; that the amounts of P6,611,223.00, P1,959,514.00 and
P28,238.00 claimed by Citytrust as 1983 income tax overpayment, taxes withheld on proceeds of
government securities investments, as well as on rental income, respectively, are not properly
documented; that assuming arguendo that petitioner is entitled to refund, the right to claim the
same has prescribed
with respect to income tax payments prior to August 28, 1984, pursuant to Sections 292 and 295 of
the National Internal Revenue Code of 1977, as amended, since the petition was filed only on August
28, 1986.

Thereafter, said court rendered its decision in the case, the decretal portion of which declares that
in view of the foregoing, petitioner is entitled to a refund but only for the overpaid taxes incurred in
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1984 and 1985. The refundable amount as shown in its 1983 income tax return is hereby denied on
the ground of prescription. Respondent is hereby ordered to grant a refund to petitioner Citytrust
Banking Corp. in the amount of P13, 314,506.14 representing the overpaid income taxes for 1984
and 1985.

A motion for the reconsideration of said decision was initially filed by the Solicitor General on the
sole ground that the statements and certificates of taxes allegedly withheld are not conclusive
evidence of actual payment and remittance of the taxes withheld to the BIR. A supplemental motion
for reconsideration was thereafter filed, wherein it was contended for the first time that herein
private respondent had outstanding unpaid deficiency income taxes. Oppositions to both the basic
and supplemental motions for reconsideration were filed by private respondent Citytrust.

Thereafter, the Court of Tax Appeals issued a resolution denying both motions for the reason that
Section 52 (b) of the Tax Code, as implemented by Revenue Regulation
6-85, only requires that the claim for tax credit or refund must show that the income received was
declared as part of the gross income, and that the fact of withholding was duly established.
Moreover, with regard to the argument raised in the supplemental motion for reconsideration anent
the deficiency tax assessment against herein petitioner, the tax court ruled that since that matter
was not raised in the pleadings, the same cannot be considered, invoking therefor the salutary
purpose of the omnibus motion rule which is to obviate multiplicity of motions and to discourage
dilatory pleadings.

A petition for review was filed by herein petitioner with respondent Court of Appeals which in due
course promulgated its decision affirming the judgment of the Court of Tax Appeals. Petitioner
eventually elevated the case to this Court, maintaining that said respondent court erred in affirming
the grant of the claim for refund of Citytrust, considering that, firstly, said private respondent failed
to prove and substantiate its claim for such refund; and, secondly, the bureau's findings of deficiency
income and business tax liabilities against private respondent for the year 1984 bars such payment.

ISSUE:
Whether or not the grant of refund was proper?
RULING:

After a careful review of the records, we find that under the peculiar circumstances of this case, the
ends of substantial justice and public interest would be better subserved by the remand of this case
to the Court of Tax Appeals for further proceedings.

It is the sense of this Court that the BIR, represented herein by petitioner Commissioner of Internal
Revenue, was denied its day in court by reason of the mistakes and/or negligence of its officials and
employees. It can readily be gleaned from the records that when it was herein petitioner's turn to
present evidence, several postponements were sought by its counsel, the Solicitor General, due to
the unavailability of the necessary records which were not transmitted by the Refund Audit Division
of the BIR to said counsel, as well as the investigation report made by the Banks/Financing and
Insurance Division of the said bureau/ despite repeated requests. It was under such a predicament
and in deference to the tax court that ultimately, said records being still unavailable; herein
petitioner's counsel was constrained to submit the case for decision on February 20, 1991 without
presenting any evidence.

For that matter, the BIR officials and/or employees concerned also failed to heed the order of the
Court of Tax Appeals to remand the records to it pursuant to Section 2, Rule 7 of the Rules of the
Court of Tax Appeals which provides that the Commissioner of Internal Revenue and the
Commissioner of Customs shall certify and forward to the Court of Tax Appeals, within ten days
after filing his answer, all the records of the case in his possession, with the pages duly numbered,
and if the records are in separate folders, then the folders shall also be numbered.

The aforestated impassé came about due to the fact that, despite the filing of the aforementioned
initiatory petition in CTA Case No. 4099 with the Court of Tax Appeals, the Tax Refund Division of
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the BIR still continued to act administratively on the claim for refund previously filed therein,
instead of forwarding the records of the case to the Court of Tax Appeals as ordered.

It is a long and firmly settled rule of law that the Government is not bound by the errors committed
by its agents. In the performance of its governmental functions, the State cannot be estopped by the
neglect of its agent and officers. Although the Government may generally be estopped through the
affirmative acts of public officers acting within their authority, their neglect or omission of public
duties as exemplified in this case will not and should not produce that effect.

Nowhere is the aforestated rule more true than in the field of taxation. It is axiomatic that the
Government cannot and must not be estopped particularly in matters involving taxes. Taxes are the
lifeblood of the nation through which the government agencies continue to operate and with which
the State effects its functions for the welfare of its constituents. The errors of certain administrative
officers should never be allowed to jeopardize the Government's financial position,2z especially in
the case at bar where the amount involves millions of pesos the collection whereof, if justified,
stands to be prejudiced just because of bureaucratic lethargy.

Further, it is also worth noting that the Court of Tax Appeals erred in denying petitioner's
supplemental motion for reconsideration alleging bringing to said court's attention the existence of
the deficiency income and business tax assessment against Citytrust. The fact of such deficiency
assessment is intimately related to and inextricably intertwined with the right of respondent bank
to claim for a tax refund for the same year. To award such refund despite the existence of that
deficiency assessment is an absurdity and a polarity in conceptual effects. Herein private
respondent cannot be entitled to refund and at the same time be liable for a tax deficiency
assessment for the same year.

The grant of a refund is founded on the assumption that the tax return is valid, that is, the facts
stated therein are true and correct. The deficiency assessment, although not yet final, created a
doubt as to and constitutes a challenge against the truth and accuracy of the facts stated in said
return which, by itself and without unquestionable evidence, cannot be the basis for the grant of the
refund.

Moreover, to grant the refund without determination of the proper assessment and the tax due
would inevitably result in multiplicity of proceedings or suits. If the deficiency assessment should
subsequently be upheld, the Government will be forced to institute anew a proceeding for the
recovery of erroneously refunded taxes which recourse must be filed within the prescriptive period
of ten years after discovery of the falsity, fraud or omission in the false or fraudulent return
involved.23 This would necessarily require and entail additional efforts and expenses on the part of
the Government impose a burden on and a drain of government funds, and impedes or delays the
collection of much-needed revenue for governmental operations.

Thus, to avoid multiplicity of suits and unnecessary difficulties or expenses, it is both logically
necessary and legally appropriate that the issue of the deficiency tax assessment against Citytrust
be resolved jointly with its claim for tax refund, to determine once and for all in a single proceeding
the true and correct amount of tax due or refundable.

In fact, as the Court of Tax Appeals itself has heretofore conceded, it would be only just and fair that
the taxpayer and the Government alike be given equal opportunities to avail of remedies under the
law to defeat each other's claim and to determine all matters of dispute between them in one single
case. It is important to note that in determining whether or not petitioner is entitled to the refund of
the amount paid, it would necessary to determine how much the Government is entitled to collect
as taxes. This would necessarily include the determination of the correct liability of the taxpayer
and, certainly, a determination of this case would constitute res judicata on both parties as to all the
matters subject thereof or necessarily involved therein.

COMMISSIONER OF INTERNAL REVENUE, PETITIONER, -versus-

ALGUE, INC., and THE COURT OF TAX APPEALS, RESPONDENTS. G.R. No. L-28896, FIRST
DIVISION, February 17, 1988, CRUZ, J.
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The Solicitor General is correct when he says that the burden is on the taxpayer to prove the validity of
the claimed deduction. In the present case, however, we find that the onus has been discharged
satisfactorily. The private respondent has proved that the payment of the fees was necessary and
reasonable in the light of the efforts exerted by the payees in inducing investors and prominent
businessmen to venture in an experimental enterprise and involve themselves in a new business
requiring millions of pesos. This was no mean feat and should be, as it was, sufficiently recompensed.

It is said that taxes are what we pay for civilization society. Without taxes, the government would be
paralyzed for lack of the motive power to activate and operate it. Hence, despite the natural reluctance
to surrender part of one's hard earned income to the taxing authorities, every person who is able to
must contribute his share in the running of the government. The government for its part is expected to
respond in the form of tangible and intangible benefits intended to improve the lives of the people and
enhance their moral and material values. This symbiotic relationship is the rationale of taxation and
should dispel the erroneous notion that it is an arbitrary method of exaction by those in the seat of
power.

But even as we concede the inevitability and indispensability of taxation, it is a requirement in all
democratic regimes that it be exercised reasonably and in accordance with the prescribed procedure. If
it is not, then the taxpayer has a right to complain and the courts will then come to his succor. For all
the awesome power of the tax collector, he may still be stopped in his tracks if the taxpayer can
demonstrate, as it has here, that the law has not been observed.

FACTS:

The record shows that the private respondent, a domestic corporation engaged in engineering,
construction and other allied activities, received a letter from the petitioner assessing it in the total
amount of P83, 183.85 as delinquency income taxes for the years 1958 and 1959. Algue flied a
letter of protest or request for reconsideration, which letter was stamp received on the same day in
the office of the petitioner. On March 12, 1965, a warrant of distraint and levy was presented to the
private respondent, through its counsel, Atty. Alberto Guevara, Jr.,, who refused to receive it on the
ground of the pending protest.

A search of the protest in the dockets of the case proved fruitless. Atty. Guevara produced his file
copy and gave a photostat to BIR agent Ramon Reyes, who deferred service of the warrant. On April
7, 1965, Atty. Guevara was finally informed that the BIR was not taking any action on the protest
and it was only then that he accepted the warrant of distraint and levy earlier sought to be
served. Sixteen days later, on April 23, 1965, Algue filed a petition for review of the decision of the
Commissioner of Internal Revenue with the Court of Tax Appeals.

ISSUE:

Whether or not the Collector of Internal Revenue correctly disallowed the P75,000.00 deduction
claimed by private respondent Algue as legitimate business expenses in its income tax returns?
(NO)

RULING:

The petitioner contends that the claimed deduction of P75, 000.00 was properly disallowed because
it was not an ordinary reasonable or necessary business expense. The Court of Tax Appeals had
seen it differently. Agreeing with Algue, it held that the said amount had been legitimately paid by
the private respondent for actual services rendered. The payment was in the form of promotional
fees. These were collected by the Payees for their work in the creation of the Vegetable Oil
Investment Corporation of the Philippines and its subsequent purchase of the properties of the
Philippine Sugar Estate Development Company.

Parenthetically, it may be observed that the petitioner had originally claimed these promotional fees
to be personal holding company income but later conformed to the decision of the respondent court
rejecting this assertion. In fact, as the said court found, the amount was earned through the joint
efforts of the persons among whom it was distributed It has been established that the Philippine
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Sugar Estate Development Company had earlier appointed Algue as its agent, authorizing it to sell
its land, factories and oil manufacturing process. Pursuant to such authority, Alberto Guevara, Jr.,
Eduardo Guevara, Isabel Guevara, Edith, O'Farell, and Pablo Sanchez, worked for the formation of
the Vegetable Oil Investment Corporation, inducing other persons to invest in it. Ultimately, after its
incorporation largely through the promotion of the said persons, this new corporation purchased
the PSEDC properties. For this sale, Algue received as agent a commission of P126, 000.00, and it
was from this commission that the P75,000.00 promotional fees were paid to the aforenamed
individuals.

There is no dispute that the payees duly reported their respective shares of the fees in their income
tax returns and paid the corresponding taxes thereon.1Z The Court of Tax Appeals also found, after
examining the evidence, that no distribution of dividends was involved.18

The petitioner claims that these payments are fictitious because most of the payees are members of
the same family in control of Algue. It is argued that no indication was made as to how such
payments were made, whether by check or in cash, and there is not enough substantiation of such
payments. In short, the petitioner suggests a tax dodge, an attempt to evade a legitimate assessment
by involving an imaginary deduction.

We find that these suspicions were adequately met by the private respondent when its President,
Alberto Guevara, and the accountant, Cecilia V. de Jesus, testified that the payments were not made
in one lump sum but periodically and in different amounts as each payee's need arose. 12 It should
be remembered that this was a family corporation where strict business procedures were not
applied and immediate issuance of receipts was not required. Even so, at the end of the year, when
the books were to be closed, each payee made an accounting of all of the fees received by him or her,
to make up the total of P75,000.00.20 Admittedly, everything seemed to be informal. This
arrangement was understandable, however, in view of the close relationship among the persons in
the family corporation.

It is worth noting at this point that most of the payees were not in the regular employ of Algue nor
were they its controlling stockholders.

The Solicitor General is correct when he says that the burden is on the taxpayer to prove the validity
of the claimed deduction. In the present case, however, we find that the onus has been discharged
satisfactorily. The private respondent has proved that the payment of the fees was necessary and
reasonable in the light of the efforts exerted by the payees in inducing investors and prominent
businessmen to venture in an experimental enterprise and involve themselves in a new business
requiring millions of pesos. This was no mean feat and should be, as it was, sufficiently
recompensed.

It is said that taxes are what we pay for civilization society. Without taxes, the government would be
paralyzed for lack of the motive power to activate and operate it. Hence, despite the natural
reluctance to surrender part of one's hard earned income to the taxing authorities, every person
who is able to must contribute his share in the running of the government. The government for its
part is expected to respond in the form of tangible and intangible benefits intended to improve the
lives of the people and enhance their moral and material values. This symbiotic relationship is the
rationale of taxation and should dispel the erroneous notion that it is an arbitrary method of
exaction by those in the seat of power.

But even as we concede the inevitability and indispensability of taxation, it is a requirement in all
democratic regimes that it be exercised reasonably and in accordance with the prescribed
procedure. If it is not, then the taxpayer has a right to complain and the courts will then come to his
succor. For all the awesome power of the tax collector, he may still be stopped in his tracks if the
taxpayer can demonstrate, as it has here, that the law has not been observed.

We hold that the appeal of the private respondent from the decision of the petitioner was filed on
time with the respondent court in accordance with Rep. Act No. 1125. And we also find that the
claimed deduction by the private respondent was permitted under the Internal Revenue Code and
should therefore not have been disallowed by the petitioner.
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COMMISSIONER OF INTERNAL REVENUE, PETITIONER, -versus- COURT OF APPEALS, COURT
OF TAX APPEALS and YOUNG MEN'S CHRISTIAN ASSOCIATION OF THE PHILIPPINES,
INC., RESPONDENTS. G.R. No. 124043, FIRST DIVISION, October 14, 1998, PANGANIBAN, .

Because taxes are the lifeblood of the nation, the Court has always applied the doctrine of strict in
interpretation in construing tax exemptions. Furthermore, a claim of statutory exemption from
taxation should be manifest and unmistakable from the language of the law on which it is based. Thus,
the claimed exemption "must expressly be granted in a statute stated in a language too clear to be
mistaken.”

In the instant case, the exemption claimed by the YMCA is expressly disallowed by the very wording of
the last paragraph of then Section 27 of the NIRC which mandates that the income of exempt
organizations (such as the YMCA) from any of their properties, real or personal, be subject to the tax
imposed by the same Code. Because the last paragraph of said section unequivocally subjects to tax the
rent income of the YMCA from its real property, the Court is duty-bound to abide strictly by its literal
meaning and to refrain from resorting to any convoluted attempt at construction.

FACTS:

Private Respondent YMCA is a non-stock, non-profit institution, which conducts various programs
and activities that are beneficial to the public, especially the young people, pursuant to its religious,
educational and charitable objectives. Private Respondent earned, among others, an income of
P676, 829.80 from leasing out a portion of its premises to small shop owners, like restaurants and
canteen operators, and P44, 259.00 from parking fees collected from non-members. On July 2, 1984,
the CIR issued an assessment to private respondent, in the total amount of P415,615.01 including
surcharge and interest, for deficiency income tax, deficiency expanded withholding taxes on rentals
and professional fees and deficiency withholding tax on wages. Private respondent formally
protested the assessment and, as a supplement to its basic protest, filed a letter dated October 8,
1985. In reply, the CIR denied the claims of YMCA.

Contesting the denial of its protest, the YMCA filed a petition for review at the Court of Tax Appeals
(CTA) on March 14, 1989. In due course, the CTA issued this ruling in favor of the YMCA stating that
the leasing of private respondent’s facilities to small shop owners, to restaurant and canteen
operators and the operation of the parking lot are reasonably incidental to and reasonably
necessary for the accomplishment of the objectives of the private respondents.

Dissatisfied with the CTA ruling, the CIR elevated the case to the Court of Appeals (CA). In its
Decision of February 16, 1994, the CA initially decided in favor of the CIR.

Aggrieved, the YMCA asked for reconsideration. Finding merit in the Motion for Reconsideration
filed by the YMCA, the CA reversed itself.

The internal revenue commissioner's own Motion for Reconsideration was denied by Respondent
Court in its second assailed Resolution of February 29, 1996. Hence, this petition for review under
Rule 45 of the Rules of Court.

ISSUE:

Whether or not the income derived from rentals of real property owned by the Young Men's
Christian Association of the Philippines, Inc. (YMCA) subject to income tax under the National
Internal Revenue Code (NIRC) and the Constitution? (YES)

RULING:

We now come to the crucial issue: Is the rental income of the YMCA from its real estate subject to
tax? At the outset, we set forth the relevant provision of the NIRC:

Sec. 27. Exemptions from tax on corporations. — The following organizations shall not
be taxed under this Title in respect to income received by them as such —
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XXX XXX XXX

(g) Civic league or organization not organized for profit but operated exclusively for
the promotion of social welfare;

(h) Club organized and operated exclusively for pleasure, recreation, and other non-
profitable purposes, no part of the net income of which inures to the benefit of any
private stockholder or member;

XXX XXX XXX

Notwithstanding the provisions in the preceding paragraphs, the income of whatever
kind and character of the foregoing organizations from any of their properties, real or
personal, or from any of their activities conducted for profit, regardless of the
disposition made of such income, shall be subject to the tax imposed under this Code.

Petitioner argues that while the income received by the organizations enumerated in Section 27
(now Section 26) of the NIRC is, as a rule, exempted from the payment of tax "in respect to income
received by them as such,” the exemption does not apply to income derived ". .. from any of their
properties, real or personal, or from any of their activities conducted for profit, regardless of the
disposition made of such income...."

Petitioner adds that "rental income derived by a tax-exempt organization from the lease of its
properties, real or personal, is not, therefore, exempt from income taxation, even if such income is
exclusively used for the accomplishment of its objectives." We agree with the commissioner.

Because taxes are the lifeblood of the nation, the Court has always applied the doctrine of strict in
interpretation in construing tax exemptions. Furthermore, a claim of statutory exemption from
taxation should be manifest and unmistakable from the language of the law on which it is based.
Thus, the claimed exemption "must expressly be granted in a statute stated in a language too clear
to be mistaken."

In the instant case, the exemption claimed by the YMCA is expressly disallowed by the very wording
of the last paragraph of then Section 27 of the NIRC which mandates that the income of exempt
organizations (such as the YMCA) from any of their properties, real or personal, be subject to the tax
imposed by the same Code. Because the last paragraph of said section unequivocally subjects to tax
the rent income of the YMCA from its real property, the Court is duty-bound to abide strictly by its
literal meaning and to refrain from resorting to any convoluted attempt at construction.

It is axiomatic that where the language of the law is clear and unambiguous, its express terms must
be applied. Parenthetically, a consideration of the question of construction must not even begin,
particularly when such question is on whether to apply a strict construction or a liberal one on
statutes that grant tax exemptions to '"religious, charitable and educational properties or
institutions."

The last paragraph of Section 27, the YMCA argues, should be "subject to the qualification that the
income from the properties must arise from activities 'conducted for profit' before it may be
considered taxable." This argument is erroneous. As previously stated, a reading of said paragraph
ineludibly shows that the income from any property of exempt organizations, as well as that arising
from any activity it conducts for profit, is taxable. The phrase "any of their activities conducted for
profit" does not qualify the word "properties." This makes from the property of the organization
taxable, regardless of how that income is used — whether for profit or for lofty non-profit purposes.

Private respondent also invokes Article XIV, Section 4, par. 3 of the Character, claiming that the
YMCA "is a non-stock, non-profit educational institution whose revenues and assets are used
actually, directly and exclusively for educational purposes so it is exempt from taxes on its
properties and income." We reiterate that private respondent is exempt from the payment of
property tax, but not income tax on the rentals from its property. The bare allegation alone that it is
a non-stock, non-profit educational institution is insufficient to justify its exemption from the
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payment of income tax.

As previously discussed, laws allowing tax exemption are construed strictissimi juris. Hence, for the
YMCA to be granted the exemption it claims under the aforecited provision, it must prove with
substantial evidence that (1) it falls under the classification non-stock, non-profit educational
institution; and (2) the income it seeks to be exempted from taxation is used actually, directly, and
exclusively for educational purposes. However, the Court notes that not a scintilla of evidence was
submitted by private respondent to prove that it met the said requisites.

Is the YMCA an educational institution within the purview of Article XIV, Section 4, par. 3 of the
Constitution? We rule that it is not. The term "educational institution” or "institution of learning"
has acquired a well-known technical meaning, of which the members of the Constitutional
Commission are deemed cognizant. 38 Under the Education Act of 1982, such term refers to
schools. The school system is synonymous with formal education, 4 which "refers to the
hierarchically structured and chronologically graded learnings organized and provided by the
formal school system and for which certification is required in order for the learner to progress
through the grades or move to the higher levels." 41 The Court has examined the "Amended Articles
of Incorporation” and "By-Laws"43 of the YMCA, but found nothing in them that even hints that itis a
school or an educational institution. 44

Furthermore, under the Education Act of 1982, even non-formal education is understood to be
school-based and "private auspices such as foundations and civic-spirited organizations" are ruled
out. 43It is settled that the term "educational institution,” when used in laws granting tax
exemptions, refers to a ". .. school seminary, college or educational establishment...." 46 Therefore,
the private respondent cannot be deemed one of the educational institutions covered by the
constitutional provision under consideration.

Moreover, without conceding that Private Respondent YMCA is an educational institution, the Court
also notes that the former did not submit proof of the proportionate amount of the subject income
that was actually, directly and exclusively used for educational purposes. Article XIII, Section 5 of the
YMCA by-laws, which formed part of the evidence submitted, is patently insufficient, since the same
merely signified that "[t]he net income derived from the rentals of the commercial buildings shall be
apportioned to the Federation and Member Associations as the National Board may decide." In sum,
we find no basis for granting the YMCA exemption from income tax under the constitutional
provision invoked.

DAVAO GULF LUMBER CORPORATION, PETITIONER, -versus-COMMISSIONER OF INTERNAL
REVENUE and COURT OF APPEALS, RESPONDENTS. G.R. No. 117359, EN BANC, July 23, 1998,
PANGANIBAN, J.

Petitioner submits that it is entitled to the refund of 25 percent of the specific taxes it had actually paid
for the petroleum products used in its operations. In other words, it claims a refund based on the
increased rates under Sections 153 and 156 of the NIRC. The relevant statutory provisions do not
clearly support petitioner's claim for refund.

A tax cannot be imposed unless it is supported by the clear and express language of a statute; on the
other hand, once the tax is unquestionably imposed, "a claim of exemption from tax payments must be
clearly shown and based on language in the law too plain to be mistaken.”" Since the partial refund
authorized under Section 5, RA 1435, is in the nature of a tax exemption, it must be construed
strictissimi Juris against the grantee. Hence, petitioner’s claim of refund on the basis of the specific
taxes it actually paid

FACTS:

Petitioner is a licensed forest concessionaire possessing a Timber License Agreement granted by
the Ministry of Natural Resources. From July 1, 1980 to January 31, 1982 petitioner purchased, from
various oil companies, refined and manufactured mineral oils as well as motor and diesel fuels,
which it used exclusively for the exploitation and operation of its forest concession. Said oil
companies paid the specific taxes imposed, under Sections 153 and 156 of the 1977 National
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Internal Revenue Code (NIRC), on the sale of said products. Being included in the purchase price of
the oil products, the specific taxes paid by the oil companies were eventually passed on to the user,
the petitioner in this case.

On December 13, 1982, petitioner filed before Respondent Commissioner of Internal Revenue (CIR)
a claim for refund in the amount of P120, 825.11, representing 25% of the specific taxes actually
paid on the above-mentioned fuels and oils that were used by petitioner in its operations as forest
concessionaire. The claim was based on Insular Lumber Co. vs. Court of Tax Appeals and Section 5 of
RA 1435.

It is an unquestioned fact that petitioner complied with the procedure for refund, including the
submission of proof of the actual use of the aforementioned oils in its forest concession as required
by the above-quoted law. On January 20, 1983, petitioner filed at the CTA a petition for review
docketed as CTA Case No. 3574.

The CTA rendered its decision finding petitioner entitled to a partial refund of specific taxes the
latter had paid in the reduced amount of P2, 923.15. The CTA ruled that the claim on purchases of
lubricating oil (from July 1, 1980 to January 19, 1981) and on manufactured oils other than
lubricating oils (from July 1, 1980 to January 4, 1981) had prescribed. Disallowed on the ground
that they were not included in the original claim filed before the CIR were the claims for refund on
purchases of manufactured oils from January 1, 1980 to June 30, 1980 and from February 1, 1982 to
June 30, 1982. In regard to the other purchases, the CTA granted the claim, but it computed the
refund based on rates deemed paid under RA 1435, and not on the higher rates actually paid by
petitioner under the NIRC.

Insisting that the basis for computing the refund should be the increased rates prescribed by
Sections 153 and 156 of the NIRC, petitioner elevated the matter to the Court of Appeals. As noted
earlier, the Court of Appeals affirmed the CTA Decision. Hence, this petition for review.

ISSUE:

Whether or not petitioner is entitled under Republic Act No. 1435 to the refund of 25% of the
amount of specific taxes it actually paid on various refined and manufactured mineral oils and other
oil products taxed under Sec. 153 and Sec. 156 of the 1977 (Sec. 142 and Sec. 145 of the 1939)
National Internal Revenue Code? (NO)

RULING:

At the outset, it must be stressed that petitioner is entitled to a partial refund under Section 5 of RA
1435, which was enacted to provide means for increasing the Highway Special Fund. The rationale
for this grant of partial refund of specific taxes paid on purchases of manufactured diesel and fuel
oils rests on the character of the Highway Special Fund. The specific taxes collected on gasoline and
fuel accrues to the Fund, which is to be used for the construction and maintenance of the highway
system. But because the gasoline and fuel purchased by mining and lumber concessionaires are
used within their own compounds and roads, and their vehicles seldom use the national highways,
they do not directly benefit from the Fund and its use. Hence, the tax refund gives the mining and
the logging companies a measure of relief in light of their peculiar situation. When the Highway
Special Fund was abolished in 1985, the reason for the refund likewise ceased to exist. Since
petitioner purchased the subject manufactured diesel and fuel oils from July 1, 1980 to January 31,
1982 and submitted the required proof that these were actually used in operating its forest
concession, it is entitled to claim the refund under Section 5 of RA 1435.

Petitioner submits that it is entitled to the refund of 25 percent of the specific taxes it had actually
paid for the petroleum products used in its operations. In other words, it claims a refund based on
the increased rates under Sections 153 and 156 of the NIRC. The relevant statutory provisions do
not clearly support petitioner's claim for refund.

A tax cannot be imposed unless it is supported by the clear and express language of a statute; on the
other hand, once the tax is unquestionably imposed, "a claim of exemption from tax payments must
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be clearly shown and based on language in the law too plain to be mistaken." Since the partial
refund authorized under Section 5, RA 1435, is in the nature of a tax exemption, it must be
construed strictissimi Juris against the grantee. Hence, petitioner's claim of refund on the basis of
the specific taxes it actually paid must expressly be granted in a statute stated in a language too
clear to be mistaken.

We have carefully scrutinized RA 1435 and the subsequent pertinent statutes and found no
expression of a legislative will authorizing a refund based on the higher rates claimed by petitioner.
The mere fact that the privilege of refund was included in Section 5, and not in Section 1, is
insufficient to support petitioner's claim. When the law itself does not explicitly provide that a
refund under RA 1435 may be based on higher rates which were nonexistent at the time of its
enactment, this Coure cannot presume otherwise. A legislative lacuna cannot be filled by judicial
fiat.

FERDINAND R. MARCOS II, PETITIONER,
-versus- COURT OF APPEALS, THE COMMISSIONER OF THE BUREAU OF INTERNAL REVENUE
and HERMINIA D. DE GUZMAN, RESPONDENTS. G.R. No. 120880, SECOND DIVISION, June 5,
1997, TORRES, JR., J.

Thus, the Government has two ways of collecting the taxes in question. One, by going after all the heirs
and collecting from each one of them the amount of the tax proportionate to the inheritance received.
Another remedy, pursuant to the lien created by Section 315 of the Tax Code upon all property and
rights to property belong to the taxpayer for unpaid income tax, is by subjecting said property of the
estate which is in the hands of an heir or transferee to the payment of the tax due the estate.

From the foregoing, it is discernible that the approval of the court, sitting in probate, or as a settlement
tribunal over the deceased is not a mandatory requirement in the collection of estate taxes. It cannot
therefore be argued that the Tax Bureau erred in proceeding with the levying and sale of the properties
allegedly owned by the late President, on the ground that it was required to seek first the probate
court's sanction. There is nothing in the Tax Code, and in the pertinent remedial laws that implies the
necessity of the probate or estate settlement court's approval of the state's claim for estate taxes,
before the same can be enforced and collected.

FACTS:

On September 29, 1989, former President Ferdinand Marcos died in Honolulu, Hawaii, USA. On June
27, 1990, a Special Tax Audit Team was created to conduct investigations and examinations of the
tax liabilities and obligations of the late president, as well as that of his family, associates and
"cronies". Said audit team concluded its investigation with a Memorandum dated July 26, 1991. The
investigation disclosed that the Marcoses failed to file a written notice of the death of the decedent,
an estate tax returns, as well as several income tax returns covering the years 1982 to 1986, — all in
violation of the National Internal Revenue Code (NIRC). The Commissioner of Internal Revenue
thereby caused the preparation and filing of the Estate Tax Return for the estate of the late
president, the Income Tax Returns of the Spouses Marcos for the years 1985 to 1986, and the
Income Tax Returns of petitioner Ferdinand "Bongbong" Marcos II for the years 1982 to 1985.

On July 26, 1991, the BIR issued the following: (1) Deficiency estate tax assessment no. FAC-2-89-
91-002464 (against the estate of the late president Ferdinand Marcos in the amount of P23,
293,607,638.00 Pesos); (2) Deficiency income tax assessment no. FAC-1-85-91-002452 and
Deficiency income tax assessment no. FAC-1-86-91-002451 (against the Spouses Ferdinand and
Imelda Marcos in the amounts of P149,551.70 and P184,009,737.40 representing deficiency income
tax for the years 1985 and 1986); (3) Deficiency income tax assessment nos. FAC-1-82-91-002460
to FAC-1-85-91-002463 (against petitioner Ferdinand "Bongbong" Marcos II in the amounts of
P258.70 pesos; P9,386.40 Pesos; P4,388.30 Pesos; and P6,376.60 Pesos representing his deficiency
income taxes for the years 1982 to 1985).

The deficiency tax assessments were not protested administratively, by Mrs. Marcos and the other
heirs of the late president, within 30 days from service of said assessments. On February 22, 1993,
the BIR Commissioner issued twenty-two notices of levy on real property against certain parcels of
land owned by the Marcoses — to satisfy the alleged estate tax and deficiency income taxes of
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Spouses Marcos. On May 20, 1993, four more Notices of Levy on real property were issued for the
purpose of satisfying the deficiency income taxes. On May 26, 1993, additional four (4) notices of
Levy on real property were again issued. The foregoing tax remedies were resorted to pursuant to
Sections 205 and 213 of the National Internal Revenue Code (NIRC).

On June 25, 1993, petitioner Ferdinand "Bongbong" Marcos II filed the instant petition
for certiorari and prohibition under Rule 65 of the Rules of Court, with prayer for temporary
restraining order and/or writ of preliminary injunction.

It has been repeatedly observed, and not without merit, that the enforcement of tax laws and the
collection of taxes, is of paramount importance for the sustenance of government.

ISSUE:

Whether or not the proper avenues of assessment and collection of the said tax obligations were
taken by the respondent Bureau? (NO)

RULING:

Taxes are the lifeblood of the government and should be collected without unnecessary hindrance.
However, such collection should be made in accordance with law as any arbitrariness will negate
the very reason for government itself. It is therefore necessary to reconcile the apparently
conflicting interests of the authorities and the taxpayers so that the real purpose of taxation, which
is the promotion of the common good, may be achieved.

The pivotal question the court is tasked to resolve refers to the authority of the Bureau of Internal
Revenue to collect by the summary remedy of levying upon, and sale of real properties of the
decedent, estate tax deficiencies, without the cognition and authority of the court sitting in probate
over the supposed will of the deceased.

The nature of the process of estate tax collection has been described as follows:

Strictly speaking, the assessment of an inheritance tax does not directly involve the
administration of a decedent’s estate, although it may be viewed as an incident to the
complete settlement of an estate, and, under some statutes, it is made the duty of the
probate court to make the amount of the inheritance tax a part of the final decree of
distribution of the estate. It is not against the property of decedent, nor is it a claim
against the estate as such, but it is against the interest or property right which the heir,
legatee, devisee, etc., has in the property formerly held by decedent. Further, under
some statutes, it has been held that it is not a suit or controversy between the parties,
nor is it an adversary proceeding between the state and the person who owes the tax
on the inheritance. However, under other statutes it has been held that the hearing and
determination of the cash value of the assets and the determination of the tax are
adversary proceedings. The proceeding has been held to be necessarily a proceeding in
rem.

In the Philippine experience, the enforcement and collection of estate tax, is executive in character,
as the legislature has seen it fit to ascribe this task to the Bureau of Internal Revenue.

Thus, it was in Vera vs. Fernandez that the court recognized the liberal treatment of claims for taxes
charged against the estate of the decedent. Such taxes, we said, were exempted from the application
of the statute of non-claims, and this is justified by the necessity of government funding,
immortalized in the maxim that taxes are the lifeblood of the government. Vectigalia nervi sunt rei
publicae — taxes are the sinews of the state.

Such liberal treatment of internal revenue taxes in the probate proceedings extends so far, even to
allowing the enforcement of tax obligations against the heirs of the decedent, even after distribution
of the estate's properties.
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Thus, the Government has two ways of collecting the taxes in question. One, by going after all the
heirs and collecting from each one of them the amount of the tax proportionate to the inheritance
received. Another remedy, pursuant to the lien created by Section 315 of the Tax Code upon all
property and rights to property belong to the taxpayer for unpaid income tax, is by subjecting said
property of the estate which is in the hands of an heir or transferee to the payment of the tax due
the estate.

From the foregoing, it is discernible that the approval of the court, sitting in probate, or as a
settlement tribunal over the deceased is not a mandatory requirement in the collection of estate
taxes. It cannot therefore be argued that the Tax Bureau erred in proceeding with the levying and
sale of the properties allegedly owned by the late President, on the ground that it was required to
seek first the probate court's sanction. There is nothing in the Tax Code, and in the pertinent
remedial laws that implies the necessity of the probate or estate settlement court's approval of the
state's claim for estate taxes, before the same can be enforced and collected.

On the contrary, under Section 87 of the NIRC, it is the probate or settlement court which is bidden
not to authorize the executor or judicial administrator of the decedent's estate to deliver any
distributive share to any party interested in the estate, unless it is shown a Certification by the
Commissioner of Internal Revenue that the estate taxes have been paid. This provision disproves
the petitioner's contention that it is the probate court which approves the assessment and
collection of the estate tax.

If there is any issue as to the validity of the BIR's decision to assess the estate taxes, this should have
been pursued through the proper administrative and judicial avenues provided for by law.

Apart from failing to file the required estate tax return within the time required for the filing of the
same, petitioner, and the other heirs never questioned the assessments served upon them, allowing
the same to lapse into finality, and prompting the BIR to collect the said taxes by levying upon the
properties left by President Marcos.

The Notices of Levy upon real property were issued within the prescriptive period and in
accordance with the provisions of the present Tax Code. The deficiency tax assessment, having
already become final, executory, and demandable, the same can now be collected through the
summary remedy of distraint or levy pursuant to Section 205 of the NIRC.

The omission to file an estate tax return, and the subsequent failure to contest or appeal the
assessment made by the BIR is fatal to the petitioner's cause, as under the above-cited provision, in
case of failure to file a return, the tax may be assessed at any time within ten years after the
omission, and any tax so assessed may be collected by levy upon real property within three years
following the assessment of the tax. Since the estate tax assessment had become final and
unappealable by the petitioner's default as regards protesting the validity of the said assessment,
there is now no reason why the BIR cannot continue with the collection of the said tax. Any
objection against the assessment should have been pursued following the avenue paved in Section
229 of the NIRC on protests on assessments of internal revenue taxes.

Petitioner argues that all the questioned Notices of Levy, however, must be nullified for having been
issued without validly serving copies thereof to the petitioner. As a mandatory heir of the decedent,
petitioner avers that he has an interest in the subject estate, and notices of levy upon its properties
should have been served upon him. We do not agree. In the case of notices of levy issued to satisfy
the delinquent estate tax, the delinquent taxpayer is the Estate of the decedent, and not necessarily,
and exclusively, the petitioner as heir of the deceased. In the same vein, in the matter of income tax
delinquency of the late president and his spouse, petitioner is not the taxpayer liable. Thus, it
follows that service of notices of levy in satisfaction of these tax delinquencies upon the petitioner is
not required by law.

The foregoing notwithstanding, the record shows that notices of warrants of distraint and levy of
sale were furnished the counsel of petitioner on April 7, 1993, and June 10, 1993, and the petitioner
himself on April 12, 1993 at his office at the Batasang Pambansa. We cannot therefore, countenance
petitioner's insistence that he was denied due process. Where there was an opportunity to raise
objections to government action, and such opportunity was disregarded, for no justifiable reason,

38



DEAN'’S CIRCLE 2019 - UST FACULTY OF CIVIL LAW

the party claiming oppression then becomes the oppressor of the orderly functions of government.
He who comes to court must come with clean hands. Otherwise, he not only taints his name, but
ridicules the very structure of established authority.

FERDINAND R. MARCOS I1, PETITIONER,
-versus- COURT OF APPEALS, THE COMMISSIONER OF THE BUREAU OF INTERNAL REVENUE
and HERMINIA D. DE GUZMAN, RESPONDENTS. G.R. No. 120880, SECOND DIVISION, June 5,
1997, TORRES, JR,, J.

Thus, the Government has two ways of collecting the taxes in question. One, by going after all the heirs
and collecting from each one of them the amount of the tax proportionate to the inheritance received.
Another remedy, pursuant to the lien created by Section 315 of the Tax Code upon all property and
rights to property belong to the taxpayer for unpaid income tax, is by subjecting said property of the
estate which is in the hands of an heir or transferee to the payment of the tax due the estate.

From the foregoing, it is discernible that the approval of the court, sitting in probate, or as a settlement
tribunal over the deceased is not a mandatory requirement in the collection of estate taxes. It cannot
therefore be argued that the Tax Bureau erred in proceeding with the levying and sale of the properties
allegedly owned by the late President, on the ground that it was required to seek first the probate
court's sanction. There is nothing in the Tax Code, and in the pertinent remedial laws that implies the
necessity of the probate or estate settlement court's approval of the state's claim for estate taxes,
before the same can be enforced and collected.

FACTS:

On September 29, 1989, former President Ferdinand Marcos died in Honolulu, Hawaii, USA. On June
27, 1990, a Special Tax Audit Team was created to conduct investigations and examinations of the
tax liabilities and obligations of the late president, as well as that of his family, associates and
"cronies". Said audit team concluded its investigation with a Memorandum dated July 26, 1991. The
investigation disclosed that the Marcoses failed to file a written notice of the death of the decedent,
an estate tax returns, as well as several income tax returns covering the years 1982 to 1986, — all in
violation of the National Internal Revenue Code (NIRC). The Commissioner of Internal Revenue
thereby caused the preparation and filing of the Estate Tax Return for the estate of the late
president, the Income Tax Returns of the Spouses Marcos for the years 1985 to 1986, and the
Income Tax Returns of petitioner Ferdinand "Bongbong" Marcos II for the years 1982 to 1985.

On July 26, 1991, the BIR issued the following: (1) Deficiency estate tax assessment no. FAC-2-89-
91-002464 (against the estate of the late president Ferdinand Marcos in the amount of P23,
293,607,638.00 Pesos); (2) Deficiency income tax assessment no. FAC-1-85-91-002452 and
Deficiency income tax assessment no. FAC-1-86-91-002451 (against the Spouses Ferdinand and
Imelda Marcos in the amounts of P149,551.70 and P184,009,737.40 representing deficiency income
tax for the years 1985 and 1986); (3) Deficiency income tax assessment nos. FAC-1-82-91-002460
to FAC-1-85-91-002463 (against petitioner Ferdinand "Bongbong" Marcos II in the amounts of
P258.70 pesos; P9,386.40 Pesos; P4,388.30 Pesos; and P6,376.60 Pesos representing his deficiency
income taxes for the years 1982 to 1985).

The deficiency tax assessments were not protested administratively, by Mrs. Marcos and the other
heirs of the late president, within 30 days from service of said assessments. On February 22, 1993,
the BIR Commissioner issued twenty-two notices of levy on real property against certain parcels of
land owned by the Marcoses — to satisfy the alleged estate tax and deficiency income taxes of
Spouses Marcos. On May 20, 1993, four more Notices of Levy on real property were issued for the
purpose of satisfying the deficiency income taxes. On May 26, 1993, additional four (4) notices of
Levy on real property were again issued. The foregoing tax remedies were resorted to pursuant to
Sections 205 and 213 of the National Internal Revenue Code (NIRC).

On June 25, 1993, petitioner Ferdinand "Bongbong" Marcos II filed the instant petition
for certiorari and prohibition under Rule 65 of the Rules of Court, with prayer for temporary
restraining order and/or writ of preliminary injunction.
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It has been repeatedly observed, and not without merit, that the enforcement of tax laws and the
collection of taxes, is of paramount importance for the sustenance of government.

ISSUE:

Whether or not the proper avenues of assessment and collection of the said tax obligations were
taken by the respondent Bureau? (NO)

RULING:

Taxes are the lifeblood of the government and should be collected without unnecessary hindrance.
However, such collection should be made in accordance with law as any arbitrariness will negate
the very reason for government itself. It is therefore necessary to reconcile the apparently
conflicting interests of the authorities and the taxpayers so that the real purpose of taxation, which
is the promotion of the common good, may be achieved.

The pivotal question the court is tasked to resolve refers to the authority of the Bureau of Internal
Revenue to collect by the summary remedy of levying upon, and sale of real properties of the
decedent, estate tax deficiencies, without the cognition and authority of the court sitting in probate
over the supposed will of the deceased.

The nature of the process of estate tax collection has been described as follows:

Strictly speaking, the assessment of an inheritance tax does not directly involve the
administration of a decedent's estate, although it may be viewed as an incident to the
complete settlement of an estate, and, under some statutes, it is made the duty of the
probate court to make the amount of the inheritance tax a part of the final decree of
distribution of the estate. It is not against the property of decedent, nor is it a claim
against the estate as such, but it is against the interest or property right which the heir,
legatee, devisee, etc., has in the property formerly held by decedent. Further, under
some statutes, it has been held that it is not a suit or controversy between the parties,
nor is it an adversary proceeding between the state and the person who owes the tax
on the inheritance. However, under other statutes it has been held that the hearing and
determination of the cash value of the assets and the determination of the tax are
adversary proceedings. The proceeding has been held to be necessarily a proceeding in
rem.

In the Philippine experience, the enforcement and collection of estate tax, is executive in character,
as the legislature has seen it fit to ascribe this task to the Bureau of Internal Revenue.

Thus, it was in Vera vs. Fernandez that the court recognized the liberal treatment of claims for taxes
charged against the estate of the decedent. Such taxes, we said, were exempted from the application
of the statute of non-claims, and this is justified by the necessity of government funding,
immortalized in the maxim that taxes are the lifeblood of the government. Vectigalia nervi sunt rei
publicae — taxes are the sinews of the state.

Such liberal treatment of internal revenue taxes in the probate proceedings extends so far, even to
allowing the enforcement of tax obligations against the heirs of the decedent, even after distribution
of the estate's properties.

Thus, the Government has two ways of collecting the taxes in question. One, by going after all the
heirs and collecting from each one of them the amount of the tax proportionate to the inheritance
received. Another remedy, pursuant to the lien created by Section 315 of the Tax Code upon all
property and rights to property belong to the taxpayer for unpaid income tax, is by subjecting said
property of the estate which is in the hands of an heir or transferee to the payment of the tax due
the estate.

From the foregoing, it is discernible that the approval of the court, sitting in probate, or as a
settlement tribunal over the deceased is not a mandatory requirement in the collection of estate
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taxes. It cannot therefore be argued that the Tax Bureau erred in proceeding with the levying and
sale of the properties allegedly owned by the late President, on the ground that it was required to
seek first the probate court's sanction. There is nothing in the Tax Code, and in the pertinent
remedial laws that implies the necessity of the probate or estate settlement court's approval of the
state's claim for estate taxes, before the same can be enforced and collected.

On the contrary, under Section 87 of the NIRC, it is the probate or settlement court which is bidden
not to authorize the executor or judicial administrator of the decedent's estate to deliver any
distributive share to any party interested in the estate, unless it is shown a Certification by the
Commissioner of Internal Revenue that the estate taxes have been paid. This provision disproves
the petitioner's contention that it is the probate court which approves the assessment and
collection of the estate tax.

If there is any issue as to the validity of the BIR's decision to assess the estate taxes, this should have
been pursued through the proper administrative and judicial avenues provided for by law.

Apart from failing to file the required estate tax return within the time required for the filing of the
same, petitioner, and the other heirs never questioned the assessments served upon them, allowing
the same to lapse into finality, and prompting the BIR to collect the said taxes by levying upon the
properties left by President Marcos.

The Notices of Levy upon real property were issued within the prescriptive period and in
accordance with the provisions of the present Tax Code. The deficiency tax assessment, having
already become final, executory, and demandable, the same can now be collected through the
summary remedy of distraint or levy pursuant to Section 205 of the NIRC.

The omission to file an estate tax return, and the subsequent failure to contest or appeal the
assessment made by the BIR is fatal to the petitioner's cause, as under the above-cited provision, in
case of failure to file a return, the tax may be assessed at any time within ten years after the
omission, and any tax so assessed may be collected by levy upon real property within three years
following the assessment of the tax. Since the estate tax assessment had become final and
unappealable by the petitioner's default as regards protesting the validity of the said assessment,
there is now no reason why the BIR cannot continue with the collection of the said tax. Any
objection against the assessment should have been pursued following the avenue paved in Section
229 of the NIRC on protests on assessments of internal revenue taxes.

Petitioner argues that all the questioned Notices of Levy, however, must be nullified for having been
issued without validly serving copies thereof to the petitioner. As a mandatory heir of the decedent,
petitioner avers that he has an interest in the subject estate, and notices of levy upon its properties
should have been served upon him. We do not agree. In the case of notices of levy issued to satisfy
the delinquent estate tax, the delinquent taxpayer is the Estate of the decedent, and not necessarily,
and exclusively, the petitioner as heir of the deceased. In the same vein, in the matter of income tax
delinquency of the late president and his spouse, petitioner is not the taxpayer liable. Thus, it
follows that service of notices of levy in satisfaction of these tax delinquencies upon the petitioner is
not required by law.

The foregoing notwithstanding, the record shows that notices of warrants of distraint and levy of
sale were furnished the counsel of petitioner on April 7, 1993, and June 10, 1993, and the petitioner
himself on April 12, 1993 at his office at the Batasang Pambansa. We cannot therefore, countenance
petitioner's insistence that he was denied due process. Where there was an opportunity to raise
objections to government action, and such opportunity was disregarded, for no justifiable reason,
the party claiming oppression then becomes the oppressor of the orderly functions of government.
He who comes to court must come with clean hands. Otherwise, he not only taints his name, but
ridicules the very structure of established authority.

PHILIPPINE BANK OF COMMUNICATIONS, PETITIONER, -VERSUS-
COMMISSIONER OF INTERNAL REVENUE, COURT OF TAX APPEALS and COURT OF
APPEALS, RESPONDENT. G.R. No. 112024, SECOND DIVISION, January 28, 1999,
QUISUMBING, J.

41



DEAN'’S CIRCLE 2019 - UST FACULTY OF CIVIL LAW

The rule states that the taxpayer may file a claim for refund or credit with the Commissioner of
Internal Revenue, within two (2) years after payment of tax, before any suit in CTA is commenced. The
two-year prescriptive period provided, should be computed from the time of filing the Adjustment
Return and final payment of the tax for the year.

When the Acting Commissioner of Internal Revenue issued RMC 7-85, changing the prescriptive period
of two years to ten years on claims of excess quarterly income tax payments, such circular created a
clear inconsistency with the provision of Sec. 230 of 1977 NIRC. In so doing, the BIR did not simply
interpret the law; rather it legislated guidelines contrary to the statute passed by Congress.

It bears repeating that Revenue memorandum-circulars are considered administrative rulings (in the
sense of more specific and less general interpretations of tax laws) which are issued from time to time
by the Commissioner of Internal Revenue. Nevertheless, such interpretation is not conclusive and will
be ignored if judicially found to be erroneous. Thus, courts will not countenance administrative
issuances that override, instead of remaining consistent and in harmony with the law they seek to
apply and implement. Further, fundamental is the rule that the State cannot be put in estoppel by the
mistakes or errors of its officials or agents. As pointed out by the respondent courts, the nullification of
RMC No. 7-85 issued by the Acting Commissioner of Internal Revenue is an administrative
interpretation which is not in harmony with Sec. 230 of 1977 NIRC for being contrary to the express
provision of a statute. Hence, his interpretation could not be given weight for to do so would, in effect,
amend the statute.

FACTS:

Petitioner, PBCom, filed its quarterly income tax returns for the first and second quarters of 1985,
reported profits, and paid the total income tax of P5, 016,954.00. The taxes due were settled by
applying PBCom's tax credit memos and accordingly, the Bureau of Internal Revenue (BIR) issued
Tax Debit Memo Nos. 0746-85 and 0747-85 for P3,401,701.00 and P1,615,253.00, respectively.

Subsequently, however, PBCom suffered losses so that when it filed its Annual Income Tax Returns
for the year-ended December 31, 1986, the petitioner likewise reported a net loss of P14,
129,602.00, and thus declared no tax payable for the year. But during these two years, PBCom
earned rental income from leased properties. The lessees withheld and remitted to the BIR
withholding creditable taxes of P282, 795.50 in 1985 and P234, 077.69 in 1986.

Petitioner requested the CIR, among others, for a tax credit of P5, 016,954.00 representing the
overpayment of taxes in the first and second quarters of 1985. Petitioner filed a claim for refund of
creditable taxes withheld by their lessees from property rentals in 1985 for P282,795.50 and in
1986 for P234,077.69.

Pending the investigation of the respondent CIR, Petitioner instituted a Petition for Review on
November 18, 1988 before the Court of Tax Appeals.

CTA rendered a decision which, as stated on the outset, denied the request of petitioner for a tax
refund or credit in the sum amount of P5,299,749.95, on the ground that it was filed beyond the
two-year reglementary period provided for by law. The petitioner's claim for refund in 1986
amounting to P234, 077.69 was likewise denied on the assumption that it was automatically
credited by PBCom against its tax payment in the succeeding year.

Petitioner filed a Motion for Reconsideration of the CTA's decision but the same was denied due
course for lack of merit. Thereafter, PBCom filed a petition for review of said decision and
resolution of the CTA with the Court of Appeals. However, the Court of Appeals affirmed in toto the
CTA's resolution. Hence this petition now before us.

ISSUE:

Whether or not the Court of Appeals erred in denying the plea for tax refund or tax credits on the
ground of prescription, despite petitioner's reliance on RMC No. 7-85, changing the prescriptive
period of two years to ten years?
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RULING:

Petitioner argues that its claims for refund and tax credits are not yet barred by prescription relying
on the applicability of Revenue Memorandum Circular No. 7-85 issued on April 1, 1985. The circular
states that overpaid income taxes are not covered by the two-year prescriptive period under the tax
Code and that taxpayers may claim refund or tax credits for the excess quarterly income tax with
the BIR within ten (10) years under Article 1144 of the Civil Code.

Petitioner argues that the government is barred from asserting a position contrary to its declared
circular if it would result to injustice to taxpayers. Citing ABS CBN Broadcasting Corporation vs.
Court of Tax Appeals petitioner claims that rulings or circulars promulgated by the Commissioner of
Internal Revenue have no retroactive effect if it would be prejudicial to taxpayers. In ABS-CBN case,
the Court held that the government is precluded from adopting a position inconsistent with one
previously taken where injustice would result therefrom or where there has been a
misrepresentation to the taxpayer.

Respondent Commissioner of Internal Revenue, through Solicitor General, argues that the two-year
prescriptive period for filing tax cases in court concerning income tax payments of Corporations is
reckoned from the date of filing the Final Adjusted Income Tax Return, which is generally done on
April 15 following the close of the calendar year.

After a careful study of the records and applicable jurisprudence on the matter, we find that,
contrary to the petitioner's contention, the relaxation of revenue regulations by RMC 7-85 is not
warranted as it disregards the two-year prescriptive period set by law.

Basic is the principle that "taxes are the lifeblood of the nation." The primary purpose is to generate
funds for the State to finance the needs of the citizenry and to advance the common weal. Due
process of law under the Constitution does not require judicial proceedings in tax cases. This must
necessarily be so because it is upon taxation that the government chiefly relies to obtain the means
to carry on its operations and it is of utmost importance that the modes adopted to enforce the
collection of taxes levied should be summary and interfered with as little as possible.

From the same perspective, claims for refund or tax credit should be exercised within the time fixed
by law because the BIR being an administrative body enforced to collect taxes; its functions should
not be unduly delayed or hampered by incidental matters.

The rule states that the taxpayer may file a claim for refund or credit with the Commissioner of
Internal Revenue, within two (2) years after payment of tax, before any suit in CTA is commenced.
The two-year prescriptive period provided, should be computed from the time of filing the
Adjustment Return and final payment of the tax for the year.

When the Acting Commissioner of Internal Revenue issued RMC 7-85, changing the prescriptive
period of two years to ten years on claims of excess quarterly income tax payments, such circular
created a clear inconsistency with the provision of Sec. 230 of 1977 NIRC. In so doing, the BIR did
not simply interpret the law; rather it legislated guidelines contrary to the statute passed by
Congress.

It bears repeating that Revenue memorandum-circulars are considered administrative rulings (in
the sense of more specific and less general interpretations of tax laws) which are issued from time
to time by the Commissioner of Internal Revenue. It is widely accepted that the interpretation
placed upon a statute by the executive officers, whose duty is to enforce it, is entitled to great
respect by the courts. Nevertheless, such interpretation is not conclusive and will be ignored if
judicially found to be erroneous. Thus, courts will not countenance administrative issuances that
override, instead of remaining consistent and in harmony with the law they seek to apply and
implement.

Further, fundamental is the rule that the State cannot be put in estoppel by the mistakes or errors of

its officials or agents. As pointed out by the respondent courts, the nullification of RMC No. 7-85
issued by the Acting Commissioner of Internal Revenue is an administrative interpretation which is
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not in harmony with Sec. 230 of 1977 NIRC for being contrary to the express provision of a statute.
Hence, his interpretation could not be given weight for to do so would, in effect, amend the statute.

Art. 8 of the Civil Code recognize judicial decisions, applying or interpreting statutes as part of the
legal system of the country. But administrative decisions do not enjoy that level of
recognition. Moreover, the non-retroactivity of rulings by the Commissioner of Internal Revenue is
not applicable in this case because the nullity of RMC No. 7-85 was declared by respondent courts
and not by the Commissioner of Internal Revenue. Lastly, it must be noted that, as repeatedly held
by this Court, a claim for refund is in the nature of a claim for exemption and should be construed
in strictissimi juris against the taxpayer.

THE PHILIPPINE GUARANTY CO,, INC,, PETITIONER, -versus- THE COMMISSIONER OF
INTERNAL REVENUE and THE COURT OF TAX APPEALS, RESPONDENTS. G.R. No. L-22074, EN
BANC, April 30, 1965, BENGZON, J.P, J.

The reinsurance contracts show that the transactions or activities that constituted the undertaking to
reinsure Philippine Guaranty Co., Inc. against lose arising from the original insurances in the
Philippines was performed in the Philippines. The word "sources"” has been interpreted as the activity,
property or service giving rise to the income. The reinsurance premiums were income created from the
undertaking of the foreign reinsurance companies to reinsure Philippine Guaranty Co., Inc, against
liability for loss under original insurances. Such undertaking, as explained above, took place in the
Philippines. These insurance premiums, therefore, came from sources within the Philippines and, hence,
are subject to corporate income tax.

The foreign insurers' place of business should not be confused with their place of activity. Business
should not be continuity and progression of transactions while activity may consist of only a single
transaction. An activity may occur outside the place of business. Section 24 of the Tax Code does not
require a foreign corporation to engage in business in the Philippines in subjecting its income to tax. It
suffices that the activity creating the income is performed or done in the Philippines. What is
controlling, therefore, is not the place of business but the place of activity that created an income.

FACTS:

The Philippine Guaranty Co., Inc., entered into reinsurance contracts, on various dates, with foreign
insurance companies not doing business in the Philippines, thereby agreed to cede to the foreign
reinsurers a portion of the premiums on insurance it has originally underwritten in the Philippines,
in consideration for the assumption by the latter of liability on an equivalent portion of the risks
insured. Said reinsurrance contracts were signed by Philippine Guaranty Co., Inc. in Manila and by
the foreign reinsurers outside the Philippines, except the contract with Swiss Reinsurance Company,
which was signed by both parties in Switzerland.

The reinsurance contracts made the commencement of the reinsurers' liability simultaneous with
that of Philippine Guaranty Co., Inc. under the original insurance. Philippine Guaranty Co., Inc. was
required to keep a register in Manila where the risks ceded to the foreign reinsurers where entered,
and entry therein was binding upon the reinsurers. A proportionate amount of taxes on insurance
premiums not recovered from the original assured were to be paid for by the foreign reinsurers. The
foreign reinsurers further agreed, in consideration for managing or administering their affairs in the
Philippines, to compensate the Philippine Guaranty Co., Inc, in an amount equal to 5% of the
reinsurance premiums. Pursuant to the aforesaid reinsurance contracts, Philippine Guaranty Co.,
Inc. ceded to the foreign reinsurers premiums. Said premiums were excluded by Philippine
Guaranty Co., Inc. from its gross income when it filed its income tax returns for 1953 and 1954.
Furthermore, it did not withhold or pay tax on them. Consequently, per letter dated April 13, 1959,
the Commissioner of Internal Revenue assessed against Philippine Guaranty Co., Inc. withholding
tax on the ceded reinsurance premiums. Philippine Guaranty Co., Inc. protested the assessment on
the ground that reinsurance premiums ceded to foreign reinsurers not doing business in the
Philippines are not subject to withholding tax. Its protest was denied and it appealed to the Court of
Tax Appeals.

The Court of Tax Appeals rendered judgment ordering petitioner Philippine Guaranty Co., Inc. to
pay to the CIR the withholding income taxes for the years 1953 and 1954, plus the statutory
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delinquency penalties thereon.

Philippine Guaranty Co, Inc. has appealed, questioning the legality of the Commissioner of Internal
Revenue's assessment for withholding tax on the reinsurance premiums ceded in 1953 and 1954 to
the foreign reinsurers. Petitioner maintains that the reinsurance premiums in question did not
constitute income from sources within the Philippines because the foreign reinsurers did not
engage in business in the Philippines, nor did they have office here.

ISSUE:

Whether or not the reinsurance premiums in question constitute income from sources within the
Philippines? (YES)

RULING:

The reinsurance contracts show that the transactions or activities that constituted the undertaking
to reinsure Philippine Guaranty Co., Inc. against lose arising from the original insurances in the
Philippines was performed in the Philippines.

Section 24 of the Tax Code subjects foreign corporations to tax on their income from sources within
the Philippines. The word "sources"” has been interpreted as the activity, property or service giving
rise to the income. The reinsurance premiums were income created from the undertaking of the
foreign reinsurance companies to reinsure Philippine Guaranty Co., Inc., against liability for loss
under original insurances. Such undertaking, as explained above, took place in the Philippines.
These insurance premiums, therefore, came from sources within the Philippines and, hence, are
subject to corporate income tax.

The foreign insurers' place of businessshould not be confused with their place of
activity. Business should not be continuity and progression of transactions while activity may
consist of only a single transaction. An activity may occur outside the place of business. Section 24
of the Tax Code does not require a foreign corporation to engage in business in the Philippines in
subjecting its income to tax. It suffices that the activity creating the income is performed or done in
the Philippines. What is controlling, therefore, is not the place of businessbut the place
of activity that created an income.

Petitioner further contends that the reinsurance premiums are not income from sources within the
Philippines because they are not specifically mentioned in Section 37 of the Tax Code. Section 37 is
not an all-inclusive enumeration, for it merely directs that the kinds of income mentioned therein
should be treated as income from sources within the Philippines but it does not require that other
kinds of income should not be considered likewise.

The power to tax is an attribute of sovereignty. It is a power emanating from necessity. It is a
necessary burden to preserve the State's sovereignty and a means to give the citizenry an army to
resist an aggression, a navy to defend its shores from invasion, a corps of civil servants to serve,
public improvement designed for the enjoyment of the citizenry and those which come within the
State's territory, and facilities and protection which a government is supposed to provide.
Considering that the reinsurance premiums in question were afforded protection by the
government and the recipient foreign reinsurer’s exercised rights and privileges guaranteed by our
laws, such reinsurance premiums and reinsurers should share the burden of maintaining the state.

In respect to the question of whether or not reinsurance premiums ceded to foreign reinsurers not
doing business in the Philippines are subject to withholding tax under Section 53 and 54 of the Tax
Code, suffice it to state that this question has already been answered in the affirmative in Alexander
Howden & Co., Ltd. vs. Collector of Internal Revenue, L-19393, April 14, 1965.

Finally, petitioner contends that the withholding tax should be computed from the amount actually
remitted to the foreign reinsurers instead of from the total amount ceded. And since it did not remit
any amount to its foreign insurers in 1953 and 1954, no withholding tax was due.
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Section 54 of the Tax Code allows no deduction from the income therein enumerated in determining
the amount to be withheld. According, in computing the withholding tax due on the reinsurance
premium in question, no deduction shall be recognized.

PHILEX MINING CORPORATION, PETITIONER,
-VERSUS- COMMISSIONER OF INTERNAL REVENUE, COURT OF APPEALS, and THE COURT OF
TAX APPEALS, RESPONDENTS. G.R. No. 125704, THIRD DIVISION, August 28, 1998, ROMERO, J.

In several instances prior to the instant case, we have already made the pronouncement that taxes
cannot be subject to compensation for the simple reason that the government and the taxpayer are not
creditors and debtors of each other. There is a material distinction between a tax and debt. Debts are
due to the Government in its corporate capacity, while taxes are due to the Government in its sovereign
capacity. We find no cogent reason to deviate from the aforementioned distinction.

Further, Philex's reliance on our holding in Commissioner of Internal Revenue v. Itogon-Suyoc Mines
Inc,, wherein we ruled that a pending refund may be set off against an existing tax liability even
though the refund has not yet been approved by the Commissioner, 2L is no longer without any support
in statutory law.

It is important to note, that the premise of our ruling in the aforementioned case was anchored on
Section 51 (d) of the National Revenue Code of 1939. However, when the National Internal Revenue
Code of 1977 was enacted, the same provision upon which the Itogon-Suyoc pronouncement was based
was omitted. Accordingly, the doctrine enunciated in Itogon-Suyoc cannot be invoked by Philex.

FACTS:

On August 5, 1992, the BIR sent a letter to Philex asking it to settle its tax liabilities for the 2nd, 3rd
and 4th quarter of 1991 as well as the 1st and 2nd quarter of 1992 in the total amount of P123,
821.982.52. In a letter dated August 20, 1992, Philex protested the demand for payment of the tax
liabilities stating that it has pending claims for VAT input credit/refund for the taxes it paid for the
years 1989 to 1991 in the amount of P119,977,037.02 plus interest. Therefore these claims for tax
credit/refund should be applied against the tax liabilities, citing our ruling in Commissioner of
Internal Revenue v. Itogon-Suyoc Mines, Inc.

In reply, the BIR, in a letter dated September 7, 1992, found no merit in Philex's position. Since these
pending claims have not yet been established or determined with certainty, it follows that no legal
compensation can take place. Hence, the BIR reiterated its demand that Philex settle the amount
plus interest within 30 days from the receipt of the letter.

In view of the BIR's denial of the offsetting of Philex's claim for VAT input credit/refund against its
excise tax obligation, Philex raised the issue to the Court of Tax Appeals on November 6, 1992. In
the course of the proceedings, the BIR issued Tax Credit Certificate SN 001795 in the amount of
P13,144,313.88 which, applied to the total tax liabilities of Philex of P123,821,982.52; effectively
lowered the latter's tax obligation to P110,677,688.52.

Despite the reduction of its tax liabilities, the CTA still ordered Philex to pay the remaining balance
of P110, 677,688.52 plus interest. Moreover, the Court of Tax Appeals ruled that "taxes cannot be
subject to set-off on compensation since claim for taxes is not a debt or contract."

Aggrieved with the decision, Philex appealed the case before the Court of Appeals. Nonetheless, on
April 8, 1996, the Court of Appeals Affirmed the Court of Tax Appeals observation.

Philex filed a motion for reconsideration which was, nevertheless, denied in a Resolution dated July
11, 1996. However, a few days after the denial of its motion for reconsideration, Philex was able to
obtain its VAT input credit/refund not only for the taxable year 1989 to 1991 but also for 1992 and
1994.

In view of the grant of its VAT input credit/refund, Philex now contends that the same should, ipso
jure, off-set its excise tax liabilities since both had already become "due and demandable, as well as
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fully liquidated;" hence, legal compensation can properly take place.
ISSUE:

Whether or not the grant of its VAT input credit/refund should, ipso jure, off-set its excise tax
liabilities? (NO)

RULING:
We see no merit in this contention.

In several instances prior to the instant case, we have already made the pronouncement that taxes
cannot be subject to compensation for the simple reason that the government and the taxpayer are
not creditors and debtors of each other. There is a material distinction between a tax and debt.
Debts are due to the Government in its corporate capacity, while taxes are due to the Government in
its sovereign capacity. We find no cogent reason to deviate from the aforementioned distinction.

Further, Philex's reliance on our holding in Commissioner of Internal Revenue v. Itogon-Suyoc Mines
Inc., wherein we ruled that a pending refund may be set off against an existing tax liability even
though the refund has not yet been approved by the Commissioner, 21is no longer without any
support in statutory law.

It is important to note, that the premise of our ruling in the aforementioned case was anchored on
Section 51 (d) of the National Revenue Code of 1939. However, when the National Internal Revenue
Code of 1977 was enacted, the same provision upon which the Itogon-Suyoc pronouncement was
based was omitted. Accordingly, the doctrine enunciated in Itogon-Suyoc cannot be invoked by
Philex.

Despite the foregoing rulings clearly adverse to Philex's position, it asserts that the imposition of
surcharge and interest for the non-payment of the excise taxes within the time prescribed was
unjustified. Philex posits the theory that it had no obligation to pay the excise tax liabilities within
the prescribed period since, after all, it still has pending claims for VAT input credit/refund with
BIR.

We fail to see the logic of Philex's claim for this is an outright disregard of the basic principle in tax
law that taxes are the lifeblood of the government and so should be collected without unnecessary
hindrance. Evidently, to countenance Philex's whimsical reason would render ineffective our tax
collection system. Too simplistic, it finds no support in law or in jurisprudence.

To be sure, we cannot allow Philex to refuse the payment of its tax liabilities on the ground that it
has a pending tax claim for refund or credit against the government which has not yet been granted.
[t must be noted that a distinguishing feature of a tax is that it is compulsory rather than a matter of
bargain. 25 Hence, a tax does not depend upon the consent of the taxpayer. 26 If any taxpayer can
defer the payment of taxes by raising the defense that it still has a pending claim for refund or
credit, this would adversely affect the government revenue system. A taxpayer cannot refuse to pay
his taxes when they fall due simply because he has a claim against the government or that the
collection of the tax is contingent on the result of the lawsuit it filed against the
government. Moreover, Philex's theory that would automatically apply its VAT input credit/refund
against its tax liabilities can easily give rise to confusion and abuse, depriving the government of
authority over the manner by which taxpayers credit and offset their tax liabilities.

Corollarily, the fact that Philex has pending claims for VAT input claim/refund with the government
is immaterial for the imposition of charges and penalties prescribed under Section 248 and 249 of
the Tax Code of 1977. The payment of the surcharge is mandatory and the BIR is not vested with
any authority to waive the collection thereof. The same cannot be condoned for flimsy
reasons, similar to the one advanced by Philex in justifying its non-payment of its tax liabilities.

Finally, Philex asserts that the BIR violated Section 106 (e) of the National Internal Revenue Code of
1977, which requires the refund of input taxes within 60 days, when it took five years for the latter
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to grant its tax claim for VAT input credit/refund.

In this regard, we agree with Philex. While there is no dispute that a claimant has the burden of
proof to establish the factual basis of his or her claim for tax credit or refund, however, once the
claimant has submitted all the required documents it is the function of the BIR to assess these
documents with purposeful dispatch. After all, since taxpayers owe honestly to government it is but
just that government render fair service to the taxpayers.

Despite our concern with the lethargic manner by which the BIR handled Philex's tax claim, it is a
settled rule that in the performance of governmental function, the State is not bound by the neglect
of its agents and officers. Nowhere is this more true than in the field of taxation. Again, while we
understand Philex's predicament, it must be stressed that the same is not a valid reason for the non-
payment of its tax liabilities.

To be sure, this is not to state that the taxpayer is devoid of remedy against public servants or
employees, especially BIR examiners who, in investigating tax claims are seen to drag their feet
needlessly. First, if the BIR takes time in acting upon the taxpayer's claim for refund, the latter can
seek judicial remedy before the Court of Tax Appeals in the manner prescribed by law. 38 Second, if
the inaction can be characterized as willful neglect of duty, then recourse under the Civil Code and
the Tax Code can also be availed of.

In sum, while we can never condone the BIR's apparent callousness in performing its duties, still,
the same cannot justify Philex's non-payment of its tax liabilities. The adage "no one should take the
law into his own hands" should have guided Philex's action.

NORTH CAMARINES LUMBER Co., INC., PETITIONER, -versus COLLECTOR OF INTERNAL
REVENUE, RESPONDENT. G.R. No. L-12353, EN BANC, September 30, 1960, PARAS, J.

As the petitioner had consumed thirty-three days, its appeal was clearly filed out of time. It is argued,
however, that in computing the 30-day period fixed in Section 11 of Republic Act No. 1125, the letter of
the respondent Collector dated January 30, 1956, denying the second request for reconsideration,
should be considered as the final decision contemplated in Section 7, and not the letter of demand
dated August 30, 1955.

This contention is untenable. We cannot countenance the theory that would make the commencement
of the statutory 30-day period solely dependent on the will of the taxpayer and place the latter in a
position to put off indefinitely and at his convenience the finality of a tax assessment. Such an absurd
procedure would be detrimental to the interest of the Government, for "taxes are the lifeblood of the
government, and their prompt and certain availability an imperious need.”

FACTS:

The petitioner, North Camarines Lumber Co., Inc., is a domestic corporation engaged in the lumber
business. On June 19, 1951 and July 31, 1951, it sold a total of 2,164,863 board feet of logs to the
General Lumber Co., Inc., with the agreement that the latter would assume responsibility for the
payment of the sales tax thereon in the amount of P7, 768.51. After being consulted on the matter,
the respondent CIR, in his letters advised the petitioner that he was interposing no objection to the
arrangement, provided the General Lumber Co., Inc. would file the corresponding bonds to cover
the sales tax liabilities.

The General Lumber Co., Inc. complied with the condition. In view, however, of its failure and that of
the surety to pay the tax liabilities, the respondent Collector, in his letter dated August 30, 1955,
required the petitioner to pay the total amount of P9, 598.72 as sales tax and incidental penalties in
the sale of logs to the General Lumber Co., Inc. Although the date of receipt by petitioner of this
letter does not appear in the records, it may be presumed to be September 9, 1955, when the
petitioner addressed a letter to the respondent Collector;, which was received on September 12,
1955, wherein the petitioner acknowledged receipt of the letter of demand and at the same time
requested for the reconsideration of the assessment. This was denied by the respondent Collector.

The respondent Collector having denied the second request for, which the petitioner received, the
latter, filed a petition for review with the Court of Tax Appeals. The Court, after a preliminary
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hearing on respondent Collector’s motion to dismiss, ruled that, as the petition was filed beyond the
30-day period prescribed by Section 11 of Republic Act No. 1125, it has no jurisdiction to try the
same. Accordingly, the case was dismissed.

ISSUE:

Whether or not the CTA erred in dismissing the case on the ground of lack of jurisdiction for being
filed out of time? (NO)

RULING:

In contending that the Court of Tax Appeals erred, the petitioner points out that Section 7, and not
Section 11, of Republic Act No. 1125 confers and determines the jurisdiction of the respondent
court, and that Section 11 refers merely to the prescriptive period for filing appeals.

While the petitioner is correct as to the attribute of Section 7, it should be remembered that, for the
respondent court to have jurisdiction over any case, the party seeking redress must first invoke its
exercise in the manner and within the time prescribed by the law. Thus Section 7, which enumerates
the specific cases falling within the jurisdiction of the Court of Tax Appeals, must be read together
with  Section 11, which fixes the time for invoking said jurisdiction.

There is no question that petitioner’s case is covered by Section 7 and, therefore, comes within the
jurisdiction of the respondent court. But was said jurisdiction invoked by toe petitioner within the
period prescribed by Section 117

As the petitioner had consumed thirty-three days, its appeal was clearly filed out of time. It is
argued, however, that in computing the 30-day period fixed in Section 11 of Republic Act No. 1125,
the letter of the respondent Collector dated January 30, 1956, denying the second request for
reconsideration, should be considered as the final decision contemplated in Section 7, and not the
letter of demand dated August 30, 1955.

This contention is untenable. We cannot countenance the theory that would make the
commencement of the statutory 30-day period solely dependent on the will of the taxpayer and
place the latter in a position to put off indefinitely and at his convenience the finality of a tax
assessment. Such an absurd procedure would be detrimental to the interest of the Government, for
"taxes are the lifeblood of the government, and their prompt and certain availability an imperious
need."

THE PHILIPPINE GUARANTY CO.,, INC., PETITIONER, -versus- THE COMMISSIONER OF
INTERNAL REVENUE and THE COURT OF TAX APPEALS, RESPONDENTS. G.R. No. L-22074, EN
BANC, April 30, 1965, BENGZON, J.P, J.

The reinsurance contracts show that the transactions or activities that constituted the undertaking to
reinsure Philippine Guaranty Co. Inc. against lose arising from the original insurances in the
Philippines was performed in the Philippines. The word "sources"” has been interpreted as the activity,
property or service giving rise to the income. The reinsurance premiums were income created from the
undertaking of the foreign reinsurance companies to reinsure Philippine Guaranty Co., Inc., against
liability for loss under original insurances. Such undertaking, as explained above, took place in the
Philippines. These insurance premiums, therefore, came from sources within the Philippines and, hence,
are subject to corporate income tax.

The foreign insurers' place of business should not be confused with their place of activity. Business
should not be continuity and progression of transactions while activity may consist of only a single
transaction. An activity may occur outside the place of business. Section 24 of the Tax Code does not
require a foreign corporation to engage in business in the Philippines in subjecting its income to tax. It
suffices that the activity creating the income is performed or done in the Philippines. What is
controlling, therefore, is not the place of business but the place of activity that created an income.

FACTS:
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The Philippine Guaranty Co., Inc., entered into reinsurance contracts, on various dates, with foreign
insurance companies not doing business in the Philippines, thereby agreed to cede to the foreign
reinsurers a portion of the premiums on insurance it has originally underwritten in the Philippines,
in consideration for the assumption by the latter of liability on an equivalent portion of the risks
insured. Said reinsurrance contracts were signed by Philippine Guaranty Co., Inc. in Manila and by
the foreign reinsurers outside the Philippines, except the contract with Swiss Reinsurance Company,
which was signed by both parties in Switzerland.

The reinsurance contracts made the commencement of the reinsurers' liability simultaneous with
that of Philippine Guaranty Co., Inc. under the original insurance. Philippine Guaranty Co., Inc. was
required to keep a register in Manila where the risks ceded to the foreign reinsurers where entered,
and entry therein was binding upon the reinsurers. A proportionate amount of taxes on insurance
premiums not recovered from the original assured were to be paid for by the foreign reinsurers. The
foreign reinsurers further agreed, in consideration for managing or administering their affairs in the
Philippines, to compensate the Philippine Guaranty Co., Inc,, in an amount equal to 5% of the
reinsurance premiums. Pursuant to the aforesaid reinsurance contracts, Philippine Guaranty Co.,
Inc. ceded to the foreign reinsurers premiums. Said premiums were excluded by Philippine
Guaranty Co., Inc. from its gross income when it filed its income tax returns for 1953 and 1954.
Furthermore, it did not withhold or pay tax on them. Consequently, per letter dated April 13, 1959,
the Commissioner of Internal Revenue assessed against Philippine Guaranty Co., Inc. withholding
tax on the ceded reinsurance premiums. Philippine Guaranty Co., Inc. protested the assessment on
the ground that reinsurance premiums ceded to foreign reinsurers not doing business in the
Philippines are not subject to withholding tax. Its protest was denied and it appealed to the Court of
Tax Appeals.

The Court of Tax Appeals rendered judgment ordering petitioner Philippine Guaranty Co., Inc. to
pay to the CIR the withholding income taxes for the years 1953 and 1954, plus the statutory
delinquency penalties thereon.

Philippine Guaranty Co, Inc. has appealed, questioning the legality of the Commissioner of Internal
Revenue's assessment for withholding tax on the reinsurance premiums ceded in 1953 and 1954 to
the foreign reinsurers. Petitioner maintains that the reinsurance premiums in question did not
constitute income from sources within the Philippines because the foreign reinsurers did not
engage in business in the Philippines, nor did they have office here.

ISSUE:

Whether or not the reinsurance premiums in question constitute income from sources within the
Philippines? (YES)

RULING:

The reinsurance contracts show that the transactions or activities that constituted the undertaking
to reinsure Philippine Guaranty Co., Inc. against lose arising from the original insurances in the
Philippines was performed in the Philippines.

Section 24 of the Tax Code subjects foreign corporations to tax on their income from sources within
the Philippines. The word "sources" has been interpreted as the activity, property or service giving
rise to the income. The reinsurance premiums were income created from the undertaking of the
foreign reinsurance companies to reinsure Philippine Guaranty Co., Inc., against liability for loss
under original insurances. Such undertaking, as explained above, took place in the Philippines.
These insurance premiums, therefore, came from sources within the Philippines and, hence, are
subject to corporate income tax.

The foreign insurers' place ofbusinessshould not be confused with their place of
activity. Business should not be continuity and progression of transactions while activity may
consist of only a single transaction. An activity may occur outside the place of business. Section 24
of the Tax Code does not require a foreign corporation to engage in business in the Philippines in
subjecting its income to tax. It suffices that the activity creating the income is performed or done in

50



DEAN'’S CIRCLE 2019 - UST FACULTY OF CIVIL LAW

the Philippines. What is controlling, therefore, is not the place of businessbut the place
of activity that created an income.

Petitioner further contends that the reinsurance premiums are not income from sources within the
Philippines because they are not specifically mentioned in Section 37 of the Tax Code. Section 37 is
not an all-inclusive enumeration, for it merely directs that the kinds of income mentioned therein
should be treated as income from sources within the Philippines but it does not require that other
kinds of income should not be considered likewise.

The power to tax is an attribute of sovereignty. It is a power emanating from necessity. It is a
necessary burden to preserve the State's sovereignty and a means to give the citizenry an army to
resist an aggression, a navy to defend its shores from invasion, a corps of civil servants to serve,
public improvement designed for the enjoyment of the citizenry and those which come within the
State's territory, and facilities and protection which a government is supposed to provide.
Considering that the reinsurance premiums in question were afforded protection by the
government and the recipient foreign reinsurer’s exercised rights and privileges guaranteed by our
laws, such reinsurance premiums and reinsurers should share the burden of maintaining the state.

In respect to the question of whether or not reinsurance premiums ceded to foreign reinsurers not
doing business in the Philippines are subject to withholding tax under Section 53 and 54 of the Tax
Code, suffice it to state that this question has already been answered in the affirmative in Alexander
Howden & Co., Ltd. vs. Collector of Internal Revenue, 1.-19393, April 14, 1965.

Finally, petitioner contends that the withholding tax should be computed from the amount actually
remitted to the foreign reinsurers instead of from the total amount ceded. And since it did not remit
any amount to its foreign insurers in 1953 and 1954, no withholding tax was due.

Section 54 of the Tax Code allows no deduction from the income therein enumerated in determining
the amount to be withheld. According, in computing the withholding tax due on the reinsurance
premium in question, no deduction shall be recognized.

ROMEO P. GEROCHI, KATULONG NG BAYAN (KB) AND ENVIRONMENTALIST CONSUMERS
NETWORK, INC. (ECN), PETITIONERS,

-VERSUS- DEPARTMENT OF ENERGY (DOE), ENERGY REGULATORY COMMISSION (ERC),
NATIONAL POWER CORPORATION (NPC), POWER SECTOR ASSETS AND LIABILITIES
MANAGEMENT GROUP (PSALM CORP.), STRATEGIC POWER UTILITIES GROUP (SPUG), AND
PANAY ELECTRIC COMPANY INC. (PECO),RESPONDENTS. G.R.NO. 159796, EN BANC, JULY 17,
2007, NACHURA, J.

Petitioners come before this Court in this original action praying that Section 34 of Republic Act (RA)
9136, otherwise known as the "Electric Power Industry Reform Act of 2001" (EPIRA), imposing the
Universal Charge,1and Rule 18 of the Rules and Regulations (IRR)2 which seeks to implement the said
imposition, be declared unconstitutional.

In exacting the assailed Universal Charge through Sec. 34 of the EPIRA, the State's police power,
particularly its regulatory dimension, is invoked. Such can be deduced from Sec. 34 which enumerates
the purposes for which the Universal Charge is imposed and which can be amply discerned as
regulatory in character.

From the aforementioned purposes, it can be gleaned that the assailed Universal Charge is not a tax,
but an exaction in the exercise of the State's police power. Public welfare is surely promoted. Moreover,
it is a well-established doctrine that the taxing power may be used as an implement of police power.

FACTS:

Congress enacted the EPIRA on June 8, 2001; on June 26, 2001, it took effect. On April 5, 2002,
respondent National Power Corporation-Strategic Power Utilities Group (NPC-SPUG) filed with
respondent ERC a petition for the availment from the Universal Charge of its share for Missionary
Electrification.
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NPC filed another petition with ERC, praying that the proposed share from the Universal Charge for
the Environmental charge of #0.0025 per kilowatt-hour, or a total of #119,488,847.59, be approved
for withdrawal from the Special Trust Fund (STF) managed by respondent Power Sector Assets and
Liabilities Management Group (PSALM) for the rehabilitation and management of watershed areas.

ERC issued an Order provisionally approving the computed amount of #0.0168/kWh as the share of
the NPC-SPUG from the Universal Charge for Missionary Electrification and authorizing the National
Transmission Corporation (TRANSCO) and Distribution Utilities to collect the same from its end-
users on a monthly basis. ERC rendered another Decision modifying its Order of December 20,
2002..

Relative thereto, TRANSCO and Dus are directed to collect the UC-ME in the amount of #0.0373 per
kilowatt-hour and remit the same to PSALM on or before the 15th day of the succeeding month.

In the meantime, NPC-SPUG is directed to submit, a detailed report to include Audited Financial
Statements and physical status of the projects using the prescribed format.

NPC-SPUG filed a Motion for Reconsideration asking the ERC, among others, to set aside the above-
mentioned Decision, which the ERC granted.

Meanwhile, ERC decided ERC Case No. 2002-194, authorizing the NPC to draw up to #70,000,000.00
from PSALM for its 2003 Watershed Rehabilitation Budget subject to the availability of funds for the
Environmental Fund component of the Universal Charge.

On the basis of the said ERC decisions, respondent Panay Electric Company, Inc. (PECO) charged
petitioner Romeo P. Gerochi and all other end-users with the Universal Charge as reflected in their
respective electric bills starting from the month of July 2003.

Hence, this original action.

Petitioners submit that the assailed provision of law and its IRR which sought to implement the
same are unconstitutional on the ground that the universal charge provided for under EPIRA and
sought to be implemented under Sec. 2, Rule 18 of the IRR of the said law is a tax which is to be
collected from all electric end-users and self-generating entities. The power to tax is strictly a
legislative function and as such, the delegation of said power to any executive or administrative
agency like the ERC is unconstitutional, giving the same unlimited authority. The assailed provision
clearly provides that the Universal Charge is to be determined, fixed and approved by the ERC,
hence leaving to the latter complete discretionary legislative authority.

Petitioners contend that the Universal Charge has the characteristics of a tax and is collected to fund
the operations of the NPC.

On the other hand, respondent PSALM through the Office of the Government Corporate Counsel
(OGCC) contends that unlike a tax which is imposed to provide income for public purposes, such as
support of the government, administration of the law, or payment of public expenses, the assailed
Universal Charge is levied for a specific regulatory purpose, which is to ensure the viability of the
country's electric power industry. Thus, it is exacted by the State in the exercise of its inherent
police power. On this premise, PSALM submits that there is no undue delegation of legislative power
to the ERC since the latter merely exercises a limited authority or discretion as to the execution and
implementation of the provisions of the EPIRA.

Respondents Department of Energy (DOE), ERC, and NPC, through the Office of the Solicitor General
(0SG), share the same view that the Universal Charge is not a tax because it is levied for a specific
regulatory purpose, which is to ensure the viability of the country's electric power industry, and is,
therefore, an exaction in the exercise of the State's police power. Respondents further contend that
said Universal Charge does not possess the essential characteristics of a tax, that its imposition
would redound to the benefit of the electric power industry and not to the public, and that its rate is
uniformly levied on electricity end-users, unlike a tax which is imposed based on the individual
taxpayer's ability to pay. Moreover, respondents deny that there is undue delegation of legislative
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power to the ERC since the EPIRA sets forth sufficient determinable standards which would guide
the ERC in the exercise of the powers granted to it. Lastly, respondents argue that the imposition of
the Universal Charge is not oppressive and confiscatory since it is an exercise of the police power of
the State and it complies with the requirements of due process.

ISSUE:
Whether or not, the Universal Charge imposed under Sec. 34 of the EPIRA is a tax?
RULING:

The power to tax is an incident of sovereignty and is unlimited in its range, acknowledging in its
very nature no limits, so that security against its abuse is to be found only in the responsibility of
the legislature which imposes the tax on the constituency that is to pay it. It is based on the
principle that taxes are the lifeblood of the government, and their prompt and certain availability is
an imperious need. Thus, the theory behind the exercise of the power to tax emanates from
necessity; without taxes, government cannot fulfill its mandate of promoting the general welfare
and well-being of the people.

On the other hand, police power is the power of the state to promote public welfare by restraining
and regulating the use of liberty and property. It is the most pervasive, the least limitable, and the
most demanding of the three fundamental powers of the State. The justification is found in the Latin
maxims salus populi est suprema lex (the welfare of the people is the supreme law) and sic utere tuo
ut alienum non laedas (so use your property as not to injure the property of others). As an inherent
attribute of sovereignty which virtually extends to all public needs, police power grants a wide
panoply of instruments through which the State, as parens patriae, gives effect to a host of its
regulatory powers. We have held that the power to "regulate” means the power to protect, foster,
promote, preserve, and control, with due regard for the interests, first and foremost, of the public,
then of the utility and of its patrons.

The conservative and pivotal distinction between these two powers rests in the purpose for which
the charge is made. If generation of revenue is the primary purpose and regulation is merely
incidental, the imposition is a tax; but if regulation is the primary purpose, the fact that revenue is
incidentally raised does not make the imposition a tax.3¢

In exacting the assailed Universal Charge through Sec. 34 of the EPIRA, the State's police power,
particularly its regulatory dimension, is invoked. Such can be deduced from Sec. 34 which
enumerates the purposes for which the Universal Charge is imposed and which can be amply
discerned as regulatory in character.

From the aforementioned purposes, it can be gleaned that the assailed Universal Charge is not a tax,
but an exaction in the exercise of the State's police power. Public welfare is surely promoted.
Moreover, it is a well-established doctrine that the taxing power may be used as an implement of
police power.

The 0SG is in point when it asseverates:

Evidently, the establishment and maintenance of the Special Trust Fund, under the last
paragraph of Section 34, RA. No. 9136, is well within the pervasive and non-waivable power
and responsibility of the government to secure the physical and economic survival and well-
being of the community, that comprehensive sovereign authority we designate as the police
power of the State.46

This feature of the Universal Charge further boosts the position that the same is an exaction
imposed primarily in pursuit of the State's police objectives. The STF reasonably serves and
assures the attainment and perpetuity of the purposes for which the Universal Charge is

imposed, i.e., to ensure the viability of the country's electric power industry.

COMMISSIONER OF INTERNAL REVENUE, PETITIONER, -versus-
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ALGUE, INC,, and THE COURT OF TAX APPEALS, RESPONDENTS. G.R. No. L-28896, FIRST
DIVISION, February 17, 1988, CRUZ, J.

The Solicitor General is correct when he says that the burden is on the taxpayer to prove the validity of
the claimed deduction. In the present case, however, we find that the onus has been discharged
satisfactorily. The private respondent has proved that the payment of the fees was necessary and
reasonable in the light of the efforts exerted by the payees in inducing investors and prominent
businessmen to venture in an experimental enterprise and involve themselves in a new business
requiring millions of pesos. This was no mean feat and should be, as it was, sufficiently recompensed.

It is said that taxes are what we pay for civilization society. Without taxes, the government would be
paralyzed for lack of the motive power to activate and operate it. Hence, despite the natural reluctance
to surrender part of one's hard earned income to the taxing authorities, every person who is able to
must contribute his share in the running of the government. The government for its part is expected to
respond in the form of tangible and intangible benefits intended to improve the lives of the people and
enhance their moral and material values. This symbiotic relationship is the rationale of taxation and
should dispel the erroneous notion that it is an arbitrary method of exaction by those in the seat of
power.

But even as we concede the inevitability and indispensability of taxation, it is a requirement in all
democratic regimes that it be exercised reasonably and in accordance with the prescribed procedure. If
it is not, then the taxpayer has a right to complain and the courts will then come to his succor. For all
the awesome power of the tax collector, he may still be stopped in his tracks if the taxpayer can
demonstrate, as it has here, that the law has not been observed.

FACTS:

The record shows that the private respondent, a domestic corporation engaged in engineering,
construction and other allied activities, received a letter from the petitioner assessing it in the total
amount of P83, 183.85 as delinquency income taxes for the years 1958 and 1959. Algue flied a
letter of protest or request for reconsideration, which letter was stamp received on the same day in
the office of the petitioner. On March 12, 1965, a warrant of distraint and levy was presented to the
private respondent, through its counsel, Atty. Alberto Guevara, Jr.,, who refused to receive it on the
ground of the pending protest.

A search of the protest in the dockets of the case proved fruitless. Atty. Guevara produced his file
copy and gave a photostat to BIR agent Ramon Reyes, who deferred service of the warrant. On April
7, 1965, Atty. Guevara was finally informed that the BIR was not taking any action on the protest
and it was only then that he accepted the warrant of distraint and levy earlier sought to be
served. Sixteen days later, on April 23, 1965, Algue filed a petition for review of the decision of the
Commissioner of Internal Revenue with the Court of Tax Appeals.

ISSUE:

Whether or not the Collector of Internal Revenue correctly disallowed the P75,000.00 deduction
claimed by private respondent Algue as legitimate business expenses in its income tax returns?
(NO)

RULING:

The petitioner contends that the claimed deduction of P75, 000.00 was properly disallowed because
it was not an ordinary reasonable or necessary business expense. The Court of Tax Appeals had
seen it differently. Agreeing with Algue, it held that the said amount had been legitimately paid by
the private respondent for actual services rendered. The payment was in the form of promotional
fees. These were collected by the Payees for their work in the creation of the Vegetable Oil
Investment Corporation of the Philippines and its subsequent purchase of the properties of the
Philippine Sugar Estate Development Company.

Parenthetically, it may be observed that the petitioner had originally claimed these promotional fees
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to be personal holding company income but later conformed to the decision of the respondent court
rejecting this assertion. In fact, as the said court found, the amount was earned through the joint
efforts of the persons among whom it was distributed It has been established that the Philippine
Sugar Estate Development Company had earlier appointed Algue as its agent, authorizing it to sell
its land, factories and oil manufacturing process. Pursuant to such authority, Alberto Guevara, Jr.,
Eduardo Guevara, Isabel Guevara, Edith, O'Farell, and Pablo Sanchez, worked for the formation of
the Vegetable Oil Investment Corporation, inducing other persons to invest in it. Ultimately, after its
incorporation largely through the promotion of the said persons, this new corporation purchased
the PSEDC properties. For this sale, Algue received as agent a commission of P126, 000.00, and it
was from this commission that the P75,000.00 promotional fees were paid to the aforenamed
individuals.

There is no dispute that the payees duly reported their respective shares of the fees in their income
tax returns and paid the corresponding taxes thereon.lZ The Court of Tax Appeals also found, after
examining the evidence, that no distribution of dividends was involved.18

The petitioner claims that these payments are fictitious because most of the payees are members of
the same family in control of Algue. It is argued that no indication was made as to how such
payments were made, whether by check or in cash, and there is not enough substantiation of such
payments. In short, the petitioner suggests a tax dodge, an attempt to evade a legitimate assessment
by involving an imaginary deduction.

We find that these suspicions were adequately met by the private respondent when its President,
Alberto Guevara, and the accountant, Cecilia V. de Jesus, testified that the payments were not made
in one lump sum but periodically and in different amounts as each payee's need arose. 12 It should
be remembered that this was a family corporation where strict business procedures were not
applied and immediate issuance of receipts was not required. Even so, at the end of the year, when
the books were to be closed, each payee made an accounting of all of the fees received by him or her,
to make up the total of P75,000.00.20 Admittedly, everything seemed to be informal. This
arrangement was understandable, however, in view of the close relationship among the persons in
the family corporation.

It is worth noting at this point that most of the payees were not in the regular employ of Algue nor
were they its controlling stockholders.

The Solicitor General is correct when he says that the burden is on the taxpayer to prove the validity
of the claimed deduction. In the present case, however, we find that the onus has been discharged
satisfactorily. The private respondent has proved that the payment of the fees was necessary and
reasonable in the light of the efforts exerted by the payees in inducing investors and prominent
businessmen to venture in an experimental enterprise and involve themselves in a new business
requiring millions of pesos. This was no mean feat and should be, as it was, sufficiently
recompensed.

It is said that taxes are what we pay for civilization society. Without taxes, the government would be
paralyzed for lack of the motive power to activate and operate it. Hence, despite the natural
reluctance to surrender part of one's hard earned income to the taxing authorities, every person
who is able to must contribute his share in the running of the government. The government for its
part is expected to respond in the form of tangible and intangible benefits intended to improve the
lives of the people and enhance their moral and material values. This symbiotic relationship is the
rationale of taxation and should dispel the erroneous notion that it is an arbitrary method of
exaction by those in the seat of power.

But even as we concede the inevitability and indispensability of taxation, it is a requirement in all
democratic regimes that it be exercised reasonably and in accordance with the prescribed
procedure. If it is not, then the taxpayer has a right to complain and the courts will then come to his
succor. For all the awesome power of the tax collector, he may still be stopped in his tracks if the
taxpayer can demonstrate, as it has here, that the law has not been observed.

We hold that the appeal of the private respondent from the decision of the petitioner was filed on
time with the respondent court in accordance with Rep. Act No. 1125. And we also find that the
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claimed deduction by the private respondent was permitted under the Internal Revenue Code and
should therefore not have been disallowed by the petitioner.

ABAKADA GURO PARTY LIST (FORMERLY AASJAS) OFFICERS SAMSON S. ALCANTARA AND ED
VINCENT S. ALBANO, PETITIONERS,

-VERSUS THE HONORABLE EXECUTIVE SECRETARY EDUARDO ERMITA; HONORABLE
SECRETARY OF THE DEPARTMENT OF FINANCE CESAR PURISIMA; AND HONORABLE
COMMISSIONER OF INTERNAL REVENUE GUILLERMO PARAYNO, JR., RESPONDENT. G.R. No.
168056, EN BANC, September 1, 2005, AUSTRIA-MARTINEZ, J.

It has been said that taxes are the lifeblood of the government. In this case, it is just an enema, a first-
aid measure to resuscitate an economy in distress. The Court is neither blind nor is it turning a deaf ear
on the plight of the masses. But it does not have the panacea for the malady that the law seeks to
remedy. As in other cases, the Court cannot strike down a law as unconstitutional simply because of its
yokes.

FACTS:

R.A. No. 9337 is a consolidation of three legislative bills namely, House Bill Nos. 3555 and 3705, and
Senate Bill No. 1950. On May 23, 2005, the enrolled copy of the consolidated House and Senate
version was transmitted to the President, who signed the same into law on May 24, 2005. Thus,
came R.A. No. 9337.

July 1, 2005 is the effectivity date of R.A. No. 9337. When said date came, the Court issued a
temporary restraining order, effective immediately and continuing until further orders, enjoining
respondents from enforcing and implementing the law.

Before R.A. No. 9337 took effect, petitioners ABAKADA GURO Party List, et al, filed a petition for
prohibition on May 27, 2005. They question the constitutionality of Sections 4, 5 and 6 of R.A. No.
9337, amending Sections 106, 107 and 108, respectively, of the National Internal Revenue Code
(NIRC).

Petitioners argue that the law is unconstitutional, as it constitutes abandonment by Congress of its
exclusive authority to fix the rate of taxes under Article VI, Section 28(2) of the 1987 Philippine
Constitution.

Sen. Aquilino Q. Pimentel, Jr, et al, also filed a petition for certiorarilikewise assailing the
constitutionality of Sections 4, 5 and 6 of R.A. No. 9337. Aside from questioning the so-called stand-
by authority of the President to increase the VAT rate to 12%, on the ground that it amounts to an
undue delegation of legislative power, petitioners also contend that the increase in the VAT rate to
12% contingent on any of the two conditions being satisfied violates the due process clause
embodied in Article III, Section 1 of the Constitution, as it imposes an unfair and additional tax
burden on the people, in that: (1) the 12% increase is ambiguous because it does not state if the
rate would be returned to the original 10% if the conditions are no longer satisfied; (2) the rate is
unfair and unreasonable, as the people are unsure of the applicable VAT rate from year to year; and
(3) the increase in the VAT rate, which is supposed to be an incentive to the President to raise the
VAT collection to at least 2 4/s of the GDP of the previous year, should only be based on fiscal
adequacy.

Thereafter, a petition for prohibition was filed on June 29, 2005, by the Association of Pilipinas Shell
Dealers, Inc., et al.

Several members of the House of Representatives led by Rep. Francis Joseph G. Escudero filed this
petition for certiorari on June 30, 2005.

On the eleventh hour, Governor Enrique T. Garcia filed a petition for certiorari and prohibition on
July 20, 2005, alleging unconstitutionality of the law on the ground that the limitation on the
creditable input tax in effect allows VAT-registered establishments to retain a portion of the taxes
they collect, thus violating the principle that tax collection and revenue should be solely allocated
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for public purposes and expenditures. Petitioner Garcia further claims that allowing these
establishments to pass on the tax to the consumers is inequitable, in violation of Article VI, Section
28(1) of the Constitution.

ISSUE:
Whether or not the law subject of this case violates the Constitution?
RULING:

Petitioners Escudero, et al, and Pimentel, et al, allege that the Bicameral Conference Committee
exceeded its authority by 1.) inserting the stand-by authority in favor of the President in Sections 4,
5, and 6 of R.A. No. 9337; 2) Deleting entirely the no pass-on provisions found in both the House and
Senate bills; 3) Inserting the provision imposing a 70% limit on the amount of input tax to be
credited against the output tax; and 4) Including the amendments introduced only by Senate Bill No.
1950 regarding other kinds of taxes in addition to the value-added tax.

It should be borne in mind that the power of internal regulation and discipline are intrinsic in any
legislative body for, as unerringly elucidated by Justice Story, "[i]f the power did not exist, it
would be utterly impracticable to transact the business of the nation, either at all, or at least
with decency, deliberation, and order. Thus, Article VI, Section 16 (3) of the Constitution provides
that "each House may determine the rules of its proceedings." Pursuant to this inherent
constitutional power to promulgate and implement its own rules of procedure, the respective rules
of each house of Congress provided for the creation of a Bicameral Conference Committee.

In resolving the differences with the Senate, the House panel shall, as much as possible, adhere to
and support the House Bill. If the differences with the Senate are so substantial that they materially
impair the House Bill, the panel shall report such fact to the House for the latter’s appropriate
action.

The creation of such conference committee was apparently in response to a problem, not addressed
by any constitutional provision, where the two houses of Congress find themselves in disagreement
over changes or amendments introduced by the other house in a legislative bill. Given that one of
the most basic powers of the legislative branch is to formulate and implement its own rules of
proceedings and to discipline its members, may the Court then delve into the details of how
Congress complies with its internal rules or how it conducts its business of passing legislation? Note
that in the present petitions, the issue is not whether provisions of the rules of both houses creating
the bicameral conference committee are unconstitutional, but whether the bicameral conference
committee has strictly complied with the rules of both houses, thereby remaining within the
jurisdiction conferred upon it by Congress.

The disagreements between the provisions in the House bills and the Senate bill were with regard
to (1) what rate of VAT is to be imposed; (2) whether only the VAT imposed on electricity
generation, transmission and distribution companies should not be passed on to consumers, as
proposed in the Senate bill, or both the VAT imposed on electricity generation, transmission and
distribution companies and the VAT imposed on sale of petroleum products should not be passed
on to consumers, as proposed in the House bill; (3) in what manner input tax credits should be
limited; (4) and whether the NIRC provisions on corporate income taxes, percentage, franchise and
excise taxes should be amended.

There being differences and/or disagreements on the foregoing provisions of the House and Senate
bills, the Bicameral Conference Committee was mandated by the rules of both houses of Congress to
act on the same by settling said differences and/or disagreements.

Under the provisions of both the Rules of the House of Representatives and Senate Rules, the
Bicameral Conference Committee is mandated to settle the differences between the disagreeing
provisions in the House bill and the Senate bill. The term "settle" is synonymous to "reconcile” and
"harmonize." To reconcile or harmonize disagreeing provisions, the Bicameral Conference
Committee may then (a) adopt the specific provisions of either the House bill or Senate bill, (b)
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decide that neither provisions in the House bill or the provisions in the Senate bill would be carried
into the final form of the bill, and/or (c) try to arrive at a compromise between the disagreeing
provisions.

In the present case, the changes introduced by the Bicameral Conference Committee on disagreeing
provisions were meant only to reconcile and harmonize the disagreeing provisions for it did not
inject any idea or intent that is wholly foreign to the subject embraced by the original provisions.

The so-called stand-by authority in favor of the President, whereby the rate of 10% VAT wanted by
the Senate is retained until such time that certain conditions arise when the 12% VAT wanted by the
House shall be imposed, appears to be a compromise to try to bridge the difference in the rate of
VAT proposed by the two houses of Congress. Nevertheless, such compromise is still totally within
the subject of what rate of VAT should be imposed on taxpayers.

As to the amendments to NIRC provisions on taxes other than the value-added tax proposed in
Senate Bill No. 1950, since said provisions were among those referred to it, the conference
committee had to act on the same and it basically adopted the version of the Senate.

Thus, all the changes or modifications made by the Bicameral Conference Committee were germane
to subjects of the provisions referred to it for reconciliation. Such being the case, the Court does not
see any grave abuse of discretion amounting to lack or excess of jurisdiction committed by the
Bicameral Conference Committee.

R.A. No. 9337 Does Not Violate Article VI, Section 26(2) of the Constitution on the "No-
Amendment Rule”

Petitioners’ argument that the practice where a bicameral conference committee is allowed to add
or delete provisions in the House bill and the Senate bill after these had passed three readings is in
effect a circumvention of the "no amendment rule" (Sec. 26 (2), Art. VI of the 1987 Constitution),
fails to convince the Court to deviate from its ruling in the Tolentino case that:

Nor is there any reason for requiring that the Committee’s Report in these cases must have
undergone three readings in each of the two houses. If that be the case, there would be no end
to negotiation since each house may seek modification of the compromise bill. . ..

Art. VI. § 26 (2) must, therefore, be construed as referring only to bills introduced for
the first time in either house of Congress, not to the conference committee
report.3z (Emphasis supplied)

The Court reiterates here that the "no-amendment rule" refers only to the procedure to be
followed by each house of Congress with regard to bills initiated in each of said respective
houses, before said bill is transmitted to the other house for its concurrence or amendment.
Verily, to construe said provision in a way as to proscribe any further changes to a bill after one
house has voted on it would lead to absurdity as this would mean that the other house of Congress
would be deprived of its constitutional power to amend or introduce changes to said bill.

R.A. No. 9337 Does Not Violate Article VI, Section 24 of the Constitution on Exclusive Origination
of Revenue Bills

Petitioners claim that the amendments to these provisions of the NIRC did not at all originate from
the House. They aver that House Bill No. 3555 proposed amendments only regarding Sections 106,
107, 108, 110 and 114 of the NIRC, while House Bill No. 3705 proposed amendments only to
Sections 106, 107,108, 109, 110 and 111 of the NIRC; thus, the other sections of the NIRC which the
Senate amended but which amendments were not found in the House bills are not intended to be
amended by the House of Representatives. Hence, they argue that since the proposed amendments
did not originate from the House, such amendments are a violation of Article VI, Section 24 of the
Constitution.

The argument does not hold water. In the present cases, petitioners admit that it was indeed House
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Bill Nos. 3555 and 3705 that initiated the move for amending provisions of the NIRC dealing mainly
with the value-added tax. Upon transmittal of said House bills to the Senate, the Senate came out
with Senate Bill No. 1950 proposing amendments not only to NIRC provisions on the value-added
tax but also amendments to NIRC provisions on other kinds of taxes. Is the introduction by the
Senate of provisions not dealing directly with the value- added tax, which is the only kind of tax
being amended in the House bills, still within the purview of the constitutional provision
authorizing the Senate to propose or concur with amendments to a revenue bill that originated
from the House?

The foregoing question had been squarely answered in the Tolentino case. Indeed, what the
Constitution simply means is that the initiative for filing revenue, tariff or tax bills, bills authorizing
an increase of the public debt, private bills and bills of local application must come from the House
of Representatives. Since there is no question that the revenue bill exclusively originated in the
House of Representatives, the Senate was acting within its constitutional power to introduce
amendments to the House bill when it included provisions in Senate Bill No. 1950 amending
corporate income taxes, percentage, excise and franchise taxes. Verily, Article VI, Section 24 of the
Constitution does not contain any prohibition or limitation on the extent of the amendments that
may be introduced by the Senate to the House revenue bill.

As the Court has said, the Senate can propose amendments and in fact, the amendments made on
provisions in the tax on income of corporations are germane to the purpose of the house bills which

is to raise revenues for the government.

SUBSTANTIVE ISSUES

No Undue Delegation of Legislative Power

Petitioners allege that the grant of the stand-by authority to the President to increase the VAT rate is
a virtual abdication by Congress of its exclusive power to tax because such delegation is not within
the purview of Section 28 (2), Article VI of the Constitution. They argue that the VAT is a tax levied
on the sale, barter or exchange of goods and properties as well as on the sale or exchange of
services, which cannot be included within the purview of tariffs under the exempted delegation as
the latter refers to customs duties, tolls or tribute payable upon merchandise to the government and
usually imposed on goods or merchandise imported or exported.

Petitioners ABAKADA GURO Party List, et al, further contends that delegating to the President the
legislative power to tax is contrary to republicanism. They insist that accountability, responsibility
and transparency should dictate the actions of Congress and they should not pass to the President
the decision to impose taxes. They also argue that the law also effectively nullified the President’s
power of control, which includes the authority to set aside and nullify the acts of her subordinates
like the Secretary of Finance, by mandating the fixing of the tax rate by the President upon the
recommendation of the Secretary of Finance.

Petitioners Pimentel, et al. aver that the President has ample powers to cause, influence or create
the conditions provided by the law to bring about either or both the conditions precedent.

On the other hand, petitioners Escudero, et al. find bizarre and revolting the situation that the
imposition of the 12% rate would be subject to the whim of the Secretary of Finance, an unelected
bureaucrat, contrary to the principle of no taxation without representation. They submit that the
Secretary of Finance is not mandated to give a favorable recommendation and he may not even give
his recommendation. Moreover, they allege that no guiding standards are provided in the law on
what basis and as to how he will make his recommendation. They claim, nonetheless, that any
recommendation of the Secretary of Finance can easily be brushed aside by the President since the
former is a mere alter ego of the latter, such that, ultimately, it is the President who decides whether
to impose the increased tax rate or not.

The principle of separation of powers ordains that each of the three great branches of government
has exclusive cognizance of and is supreme in matters falling within its own constitutionally
allocated sphere. A logical corollary to the doctrine of separation of powers is the principle of non-
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delegation of powers, as expressed in the Latin maxim: potestas delegata non delegari potest which
means "what has been delegated, cannot be delegated." This doctrine is based on the ethical
principle that such as delegated power constitutes not only a right but a duty to be performed by
the delegate through the instrumentality of his own judgment and not through the intervening mind
of another.3?

With respect to the Legislature, Section 1 of Article VI of the Constitution provides that "the
Legislative power shall be vested in the Congress of the Philippines which shall consist of a Senate and
a House of Representatives." The powers which Congress is prohibited from delegating are those
which are strictly, or inherently and exclusively, legislative. Purely legislative power, which can never
be delegated, has been described as the authority to make a complete law - complete as to the
time when it shall take effect and as to whom it shall be applicable - and to determine the
expediency of its enactment. Thus, the rule is that in order that a court may be justified in holding
a statute unconstitutional as a delegation of legislative power, it must appear that the power
involved is purely legislative in nature - that is, one appertaining exclusively to the legislative
department. It is the nature of the power, and not the liability of its use or the manner of its exercise,
which determines the validity of its delegation.

In every case of permissible delegation, there must be a showing that the delegation itself is valid. It
is valid only if the law (a) is complete in itself, setting forth therein the policy to be executed, carried
out, or implemented by the delegate; and (b) fixes a standard — the limits of which are sufficiently
determinate and determinable — to which the delegate must conform in the performance of his
functions. A sufficient standard is one which defines legislative policy, marks its limits, maps out its
boundaries and specifies the public agency to apply it. It indicates the circumstances under which
the legislative command is to be effected. Both tests are intended to prevent a total transference of
legislative authority to the delegate, who is not allowed to step into the shoes of the legislature and
exercise a power essentially legislative.

Clearly, the legislature may delegate to executive officers or bodies the power to determine certain
facts or conditions, or the happening of contingencies, on which the operation of a statute is, by its
terms, made to depend, but the legislature must prescribe sufficient standards, policies or
limitations on their authority. While the power to tax cannot be delegated to executive agencies,
details as to the enforcement and administration of an exercise of such power may be left to them,
including the power to determine the existence of facts on which its operation depends.

The rationale for this is that the preliminary ascertainment of facts as basis for the enactment of
legislation is not of itself a legislative function, but is simply ancillary to legislation. Thus, the duty of
correlating information and making recommendations is the kind of subsidiary activity which the
legislature may perform through its members, or which it may delegate to others to perform.
Intelligent legislation on the complicated problems of modern society is impossible in the absence
of accurate information on the part of the legislators, and any reasonable method of securing such
information is proper.

In the present case, the challenged section of R.A. No. 9337 is the common proviso in Sections 4, 5
and 6. The case before the Court is not a delegation of legislative power. It is simply a delegation of
ascertainment of facts upon which enforcement and administration of the increase rate under the
law is contingent. The legislature has made the operation of the 12% rate effective January 1, 2006,
contingent upon a specified fact or condition. It leaves the entire operation or non-operation of the
12% rate upon factual matters outside of the control of the executive.

No discretion would be exercised by the President. Highlighting the absence of discretion is the fact
that the word shall is used in the common proviso. The use of the word shall connotes a mandatory
order. Its use in a statute denotes an imperative obligation and is inconsistent with the idea of
discretion.’3 Where the law is clear and unambiguous, it must be taken to mean exactly what it says,
and courts have no choice but to see to it that the mandate is obeyed.

Thus, it is the ministerial duty of the President to immediately impose the 12% rate upon the
existence of any of the conditions specified by Congress. This is a duty which cannot be evaded by
the President. Inasmuch as the law specifically uses the word shall, the exercise of discretion by the
President does not come into play. It is a clear directive to impose the 12% VAT rate when the
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specified conditions are present. The time of taking into effect of the 12% VAT rate is based on the
happening of a certain specified contingency, or upon the ascertainment of certain facts or
conditions by a person or body other than the legislature itself.

In the present case, in making his recommendation to the President on the existence of either of the
two conditions, the Secretary of Finance is not acting as the alter ego of the President or even her
subordinate. In such instance, he is not subject to the power of control and direction of the
President. He is acting as the agent of the legislative department, to determine and declare the event
upon which its expressed will is to take effect. The Secretary of Finance becomes the means or tool
by which legislative policy is determined and implemented, considering that he possesses all the
facilities to gather data and information and has a much broader perspective to properly evaluate
them. His function is to gather and collate statistical data and other pertinent information and verify
if any of the two conditions laid out by Congress is present. His personality in such instance is in
reality but a projection of that of Congress. Thus, being the agent of Congress and not of the
President, the President cannot alter or modify or nullify, or set aside the findings of the Secretary
of Finance and to substitute the judgment of the former for that of the latter.

Congress simply granted the Secretary of Finance the authority to ascertain the existence of a fact,
namely, whether by December 31, 2005, the value-added tax collection as a percentage of Gross
Domestic Product (GDP) of the previous year exceeds two and four-fifth percent (24/5%) or the
national government deficit as a percentage of GDP of the previous year exceeds one and one-half
percent (1%%). If either of these two instances has occurred, the Secretary of Finance, by legislative
mandate, must submit such information to the President. Then the 12% VAT rate must be imposed
by the President effective January 1, 2006. There is no undue delegation of legislative power but
only of the discretion as to the execution of a law. This is constitutionally
permissible. Congress does not abdicate its functions or unduly delegate power when it describes
what job must be done, who must do it, and what is the scope of his authority; in our complex
economy that is frequently the only way in which the legislative process can go forward.

The 12% Increase VAT Rate Does Not Impose an Unfair and Unnecessary Additional Tax Burden

Under the common provisos of Sections 4, 5 and 6 of R.A. No. 9337, if any of the two conditions set
forth therein are satisfied, the President shall increase the VAT rate to 12%. The provisions of the
law are clear. It does not provide for a return to the 10% rate nor does it empower the President to
so revert if, after the rate is increased to 12%, the VAT collection goes below the 24/5 of the GDP of
the previous year or that the national government deficit as a percentage of GDP of the previous
year does not exceed 1%2%.

Therefore, no statutory construction or interpretation is needed. Neither can conditions or
limitations be introduced where none is provided for. Rewriting the law is a forbidden ground that
only Congress may tread upon. Thus, in the absence of any provision providing for a return to the
10% rate, which in this case the Court finds none, petitioners’ argument is, at best, purely
speculative. There is no basis for petitioners’ fear of a fluctuating VAT rate because the law itself
does not provide that the rate should go back to 10% if the conditions provided in Sections 4, 5 and
6 are no longer present. The rule is that where the provision of the law is clear and unambiguous, so
that there is no occasion for the court's seeking the legislative intent, the law must be taken as it is,
devoid of judicial addition or subtraction.

Petitioners also contend that the increase in the VAT rate, which was allegedly an incentive to the
President to raise the VAT collection to at least 2 4/5 of the GDP of the previous year, should be based
on fiscal adequacy.

Petitioners obviously overlooked that increase in VAT collection is not the only condition. There is
another condition, i.e., the national government deficit as a percentage of GDP of the previous year
exceeds one and one-half percent (1 ¥2%).

The dire need for revenue cannot be ignored. Our country is in a quagmire of financial woe. The
image portrayed is chilling. Congress passed the law hoping for rescue from an inevitable
catastrophe. Whether the law is indeed sufficient to answer the state’s economic dilemma is not for
the Court to judge.
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Due Process and Equal Protection Clauses

Petitioners Association of Pilipinas Shell Dealers, Inc., et al. argue that Section 8 of R.A. No. 9337,
amending Sections 110 (A)(2), 110 (B), and Section 12 of R.A. No. 9337, amending Section 114 (C)
of the NIRC are arbitrary, oppressive, excessive and confiscatory. Their argument is premised on the
constitutional right against deprivation of life, liberty of property without due process of law, as
embodied in Article I1], Section 1 of the Constitution.

Petitioners also contend that these provisions violate the constitutional guarantee of equal
protection of the law.

The doctrine is that where the due process and equal protection clauses are invoked, considering
that they are not fixed rules but rather broad standards, there is a need for proof of such persuasive
character as would lead to such a conclusion. Absent such a showing, the presumption of validity
must prevail.

Petitioners claim that the contested sections impose limitations on the amount of input tax that may
be claimed. In effect, a portion of the input tax that has already been paid cannot now be credited
against the output tax.

Petitioners’ argument is not absolute. It assumes that the input tax exceeds 70% of the output tax,
and therefore, the input tax in excess of 70% remains uncredited. However, to the extent that the
input tax is less than 70% of the output tax, then 100% of such input tax is still creditable. More
importantly, the excess input tax, if any, is retained in a business’s books of accounts and remains
creditable in the succeeding quarter/s. This is explicitly allowed by Section 110(B), which provides
that "if the input tax exceeds the output tax, the excess shall be carried over to the succeeding
quarter or quarters.” In addition, Section 112(B) allows a VAT-registered person to apply for the
issuance of a tax credit certificate or refund for any unused input taxes, to the extent that such input
taxes have not been applied against the output taxes. Such unused input tax may be used in
payment of his other internal revenue taxes.

The non-application of the unutilized input tax in a given quarter is not ad infinitum, as petitioners
exaggeratedly contend. Their analysis of the effect of the 70% limitation is incomplete and one-
sided. It ends at the net effect that there will be unapplied/unutilized inputs VAT for a given quarter.
It does not proceed further to the fact that such unapplied/unutilized input tax may be credited in
the subsequent periods as allowed by the carry-over provision of Section 110(B) or that it may later
on be refunded through a tax credit certificate under Section 112(B).

Therefore, petitioners’ argument must be rejected.

Petitioners Association of Pilipinas Shell Dealers, Inc., et al. also argue that the input tax partakes
the nature of a property that may not be confiscated, appropriated, or limited without due process
of law. The input tax is not a property or a property right within the constitutional purview of the
due process clause. A VAT-registered person’s entitlement to the creditable input tax is a mere
statutory privilege.

The distinction between statutory privileges and vested rights must be borne in mind for persons
have no vested rights in statutory privileges. The state may change or take away rights, which were
created by the law of the state, although it may not take away property, which was vested by virtue
of such rights.

Petitioners also contest as arbitrary, oppressive, excessive and confiscatory, Section 8 of R.A. No.
9337, amending Section 110(A) of the NIRC. The foregoing section imposes a 60-month period
within which to amortize the creditable input tax on purchase or importation of capital goods with
acquisition cost of #1 Million pesos, exclusive of the VAT component. Such spread out only poses a
delay in the crediting of the input tax. Petitioners’ argument is without basis because the taxpayer is
not permanently deprived of his privilege to credit the input tax.

[t is worth mentioning that Congress admitted that the spread-out of the creditable input tax in this
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case amounts to a 4-year interest-free loan to the government. In the same breath, Congress also
justified its move by saying that the provision was designed to raise an annual revenue of 22.6
billion.ZZ The legislature also dispelled the fear that the provision will fend off foreign investments,
saying that foreign investors have other tax incentives provided by law, and citing the case of China,
where despite a 17.5% non-creditable VAT, foreign investments were not deterred. Again, for
whatever is the purpose of the 60-month amortization, this involves executive economic policy and
legislative wisdom in which the Court cannot intervene.

With regard to the 5% creditable withholding tax imposed on payments made by the government
for taxable transactions, Section 12 of R.A. No. 9337. Section 114(C) merely provides a method of
collection, or as stated by respondents, a more simplified VAT withholding system. The government
in this case is constituted as a withholding agent with respect to their payments for goods and
services. Prior to its amendment, Section 114(C) provided for different rates of value-added taxes to
be withheld -- 3% on gross payments for purchases of goods; 6% on gross payments for services
supplied by contractors other than by public works contractors; 8.5% on gross payments for
services supplied by public work contractors; or 10% on payment for the lease or use of properties
or property rights to nonresident owners. Under the present Section 114(C), these different rates,
except for the 10% on lease or property rights payment to nonresidents, were deleted, and a
uniform rate of 5% is applied. The Court observes, however, that the law the used the word final. In
tax usage, final, as opposed to creditable, means full. Thus, it is provided in Section 114(C): "final
value-added tax at the rate of five percent (5%)."

The Court need not explore the rationale behind the provision. It is clear that Congress intended to
treat differently taxable transactions with the government.8 This is supported by the fact that
under the old provision, the 5% tax withheld by the government remains creditable against the tax
liability of the seller or contractor, to wit:

As amended, the use of the word final and the deletion of the word creditable exhibits Congress’s
intention to treat transactions with the government differently. Since it has not been shown that the
class subject to the 5% final withholding tax has been unreasonably narrowed, there is no reason to
invalidate the provision. Petitioners, as petroleum dealers, are not the only ones subjected to the
5% final withholding tax. It applies to all those who deal with the government.

Moreover, the actual input tax is not totally lost or uncreditable, as petitioners believe. Revenue
Regulations No. 14-2005 or the Consolidated Value-Added Tax Regulations 2005 issued by the BIR,
provides that should the actual input tax exceed 5% of gross payments, the excess may form part of
the cost. Equally, should the actual input tax be less than 5%, the difference is treated as income.

The equal protection clause under the Constitution means that "no person or class of persons shall
be deprived of the same protection of laws which is enjoyed by other persons or other classes in the
same place and in like circumstances."

The equal protection clause does not require the universal application of the laws on all persons or
things without distinction. This might in fact sometimes result in unequal protection. What the
clause requires is equality among equals as determined according to a valid classification. By
classification is meant the grouping of persons or things similar to each other in certain particulars
and different from all others in these same particulars.8:

Uniformity and Equitability of Taxation

Uniformity in taxation means that all taxable articles or kinds of property of the same class shall be
taxed at the same rate. Different articles may be taxed at different amounts provided that the rate is
uniform on the same class everywhere with all people at all times.

In this case, the tax law is uniform as it provides a standard rate of 0% or 10% (or 12%) on all
goods and services. Sections 4, 5 and 6 of R.A. No. 9337, amending Sections 106, 107 and 108,
respectively, of the NIRC, provide for a rate of 10% (or 12%) on sale of goods and properties,
importation of goods, and sale of services and use or lease of properties. These same sections also
provide for a 0% rate on certain sales and transaction.
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Neither does the law make any distinction as to the type of industry or trade that will bear the 70%
limitation on the creditable input tax, 5-year amortization of input tax paid on purchase of capital
goods or the 5% final withholding tax by the government. It must be stressed that the rule of
uniform taxation does not deprive Congress of the power to classify subjects of taxation, and only
demands uniformity within the particular class.8Z

R.A. No. 9337 is also equitable. The law is equipped with a threshold margin. The VAT rate of 0% or
10% (or 12%) does not apply to sales of goods or services with gross annual sales or receipts not
exceeding £1,500,000.00. Also, basic marine and agricultural food products in their original state
are still not subject to the tax, thus ensuring that prices at the grassroots level will remain
accessible.

Progressivity of Taxation

Lastly, petitioners contend that the limitation on the creditable input tax is anything but regressive.
It is the smaller business with higher input tax-output tax ratio that will suffer the consequences.
Progressive taxation is built on the principle of the taxpayer’s ability to pay. Taxation is progressive
when its rate goes up depending on the resources of the person affected. The VAT is an antithesis of
progressive taxation. By its very nature, it is regressive. The principle of progressive taxation has no
relation with the VAT system inasmuch as the VAT paid by the consumer or business for every goods
bought or services enjoyed is the same regardless of income. In other words, the VAT paid eats the
same portion of an income, whether big or small. Nevertheless, the Constitution does not really
prohibit the imposition of indirect taxes, like the VAT. What it simply provides is that Congress shall
"evolve a progressive system of taxation."

Resort to indirect taxes should be minimized but not avoided entirely because it is difficult, if not
impossible, to avoid them by imposing such taxes according to the taxpayers' ability to pay. In the
case of the VAT, the law minimizes the regressive effects of this imposition by providing for zero
rating of certain transactions (R.A. No. 7716, §3, amending §102 (b) of the NIRC), while granting
exemptions to other transactions. (R.A. No. 7716, §4 amending §103 of the NIRC)

It has been said that taxes are the lifeblood of the government. In this case, it is just an enema, a
first-aid measure to resuscitate an economy in distress. The Court is neither blind nor is it turning a
deaf ear on the plight of the masses. But it does not have the panacea for the malady that the law
seeks to remedy. As in other cases, the Court cannot strike down a law as unconstitutional simply
because of its yokes.

COMMISSIONER OF INTERNAL REVENUE, PETITIONER,
-versus- PHILIPPINE HEALTH CARE PROVIDERS, INC., RESPONDENT. G.R. No. 168129, FIRST
DIVISION, April 24,2007, SANDOVAL-GUTIERREZ, J.

We agree with both the Tax Court and the Court of Appeals that respondent acted in good faith.
According to the Court of Appeals, respondent’s failure to describe itself as a "health maintenance
organization,” which is subject to VAT, is not tantamount to bad faith. We note that the term "health
maintenance organization" was first recorded in the Philippine statute books only upon the passage of
"The National Health Insurance Act of 1995" (Republic Act No. 7875). Section 4 (o) (3) thereof defines
a health maintenance organization as "an entity that provides, offers, or arranges for coverage of
designated health services needed by plan members for a fixed prepaid premium." Under this law, a
health maintenance organization is one of the classes of a "health care provider."

FACTS:

The Philippine Health Care Providers, Inc., herein respondent, is a corporation organized and
existing under the laws of the Republic of the Philippines.

On July 25, 1987, President Corazon C. Aquino issued Executive Order (E.O.) No. 273, amending the

National Internal Revenue Code of 1977 (Presidential Decree No. 1158) by imposing Value-Added
Tax (VAT) on the sale of goods and services.

64


https://www.lawphil.net/judjuris/juri2005/sep2005/gr_168056_2005.html#fnt87

DEAN'’S CIRCLE 2019 - UST FACULTY OF CIVIL LAW

Before the effectivity of E.O. No. 273, or on December 10, 1987, respondent wrote the Commissioner
of Internal Revenue (CIR), petitioner, inquiring whether the services it provides to the participants
in its health care program are exempt from the payment of the VAT.

CIR, through the VAT Review Committee of the Bureau of Internal Revenue (BIR), issued its ruling
stating that respondent, as a provider of medical services, is exempt from the VAT coverage. This
Ruling was subsequently confirmed by the Regional Director.

Meanwhile, Republic Act (R.A.) No. 7716 (Expanded VAT or E-VAT Law) took effect, amending
further the National Internal Revenue Code of 1977. Then on January 1, 1998, R.A. No. 8424
(National Internal Revenue Code of 1997) became effective. This new Tax Code substantially
adopted and reproduced the provisions of E.O. No. 273 on VAT and R.A. No. 7716 on E-VAT. In the
interim, on October 1, 1999, the BIR sent respondent a Preliminary Assessment Notice for
deficiency in its payment of the VAT and documentary stamp taxes (DST) for taxable years 1996 and
1997.

Respondent filed a protest with the BIR. CIR sent respondent a letter demanding payment of
"deficiency VAT" and DST for taxable years 1996 and 1997. Attached to the demand letter were four
(4) assessment notices.

On February 23, 2000, respondent filed another protest questioning the assessment notices. CIR did
not take any action on respondent'’s protests. Hence, respondent filed with the Court of Tax Appeals
(CTA) a petition for review. On April 5, 2002, the CTA rendered its Decision, partially granting the
petition and cancelling and setting aside the assessment for deficiency DST. Respondent filed a
motion for partial reconsideration of the above judgment concerning its liability to pay the
deficiency VAT. CTA granted respondent's motion and held that the petitioner is a service
contractor subject to VAT since it does not actually render medical service but merely acts as a
conduit between the members and petitioner's accredited and recognized hospitals and clinics.
However, after a careful review of the facts of the case as well as the Law and jurisprudence
applicable, this court resolves to grant petitioner's "Motion for Partial Reconsideration."” We are in
accord with the view of petitioner that it is entitled to the benefit of non-retroactivity of rulings
guaranteed under Section 246 of the Tax Code, in the absence of showing of bad faith on its part.
Clearly, undue prejudice will be caused to petitioner if the revocation of VAT Ruling No. 231-88 will
be retroactively applied to its case. VAT Ruling No. 231-88 issued by no less than the respondent
itself has confirmed petitioner's entitlement to VAT exemption under Section 103 of the Tax Code. In
saying so, respondent has actually broadened the scope of "medical services" to include the case of
the petitioner.

Petitioner seasonably filed with the Court of Appeals a petition for review. In its Decision dated
February 18, 2005, the Court of Appeals affirmed the CTA Resolution.

Petitioner CIR filed a motion for reconsideration, but it was denied by the appellate court in its
Resolution.

Hence, the instant petition for review on certiorari.
ISSUE:

1. Whether VAT Ruling No. 231-88 exempting respondent from payment of VAT has
retroactive application?

RULING:

Section 246 of the 1997 Tax Code, as amended, provides that rulings, circulars, rules and
regulations promulgated by the Commissioner of Internal Revenue have no retroactive application
if to apply them would prejudice the taxpayer. The exceptions to this rule are: (1) where the
taxpayer deliberately misstates or omits material facts from his return or in any document required
of him by the Bureau of Internal Revenue; (2) where the facts subsequently gathered by the Bureau
of Internal Revenue are materially different from the facts on which the ruling is based, or (3) where
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the taxpayer acted in bad faith.

In its Resolution dated March 23, 2003, the CTA found that there is no showing that respondent
"deliberately committed mistakes or omitted material facts" when it obtained VAT Ruling No. 231-
88 from the BIR. The CTA held that respondent's letter which served as the basis for the VAT ruling
"sufficiently described" its business and "there is no way the BIR could be misled by the said
representation as to the real nature" of said business.

In sustaining the CTA, the Court of Appeals found that "the failure of respondent to refer to itself as
a health maintenance organization is not an indication of bad faith or a deliberate attempt to make
false representations.” As "the term health maintenance organization did not as yet have any
particular significance for tax purposes,” respondent's failure "to include a term that has yet to
acquire its present definition and significance cannot be equated with bad faith."

We agree with both the Tax Court and the Court of Appeals that respondent acted in good faith.
According to the Court of Appeals, respondent's failure to describe itself as a "health maintenance
organization,” which is subject to VAT, is not tantamount to bad faith. We note that the term "health
maintenance organization" was first recorded in the Philippine statute books only upon the passage
of "The National Health Insurance Act of 1995" (Republic Act No. 7875). Section 4 (o) (3) thereof
defines a health maintenance organization as "an entity that provides, offers, or arranges for
coverage of designated health services needed by plan members for a fixed prepaid premium."
Under this law, a health maintenance organization is one of the classes of a "health care provider."

It is thus apparent that when VAT Ruling No. 231-88 was issued in respondent’s favor, the term
"health maintenance organization" was yet unknown or had no significance for taxation purposes.
Respondent, therefore, believed in good faith that it was VAT exempt for the taxable years 1996 and
1997 on the basis of VAT Ruling No. 231-88.

In ABS-CBN Broadcasting Corp. v. Court of Tax Appeals 1L this Court held that under Section 246 of
the 1997 Tax Code, the Commissioner of Internal Revenue is precluded from adopting a
position contrary to one previously taken where injustice would result to the taxpayer. Hence,
where an assessment for deficiency withholding income taxes was made, three years after a new
BIR Circular reversed a previous one upon which the taxpayer had relied upon; such an assessment
was prejudicial to the taxpayer. To rule otherwise, opined the Court, would be contrary to the tenets
of good faith, equity, and fair play.

KAPATIRAN NG MGA NAGLILINGKOD SA PAMAHALAAN NG PILIPINAS, INC., HERMINIGILDO C.
DUMLAO, GERONIMO Q. QUADRA, AND MARIO C. VILLANUEVA, PETITIONERS, -versus- HON.
BIENVENIDO TAN, AS COMMISSIONER OF INTERNAL REVENUE, RESPONDENT. G.R. No. 81311,

EN BANGC, June 30, 1988, PADILLA, J.

The petitioners’ assertions in this regard are not supported by facts and circumstances to warrant
their conclusions. They have failed to adequately show that the VAT is oppressive, discriminatory or
unjust. Petitioners merely rely upon newspaper articles which are actually hearsay and have
evidentiary value. To justify the nullification of a law there must be a clear and unequivocal breach of
the Constitution, not a doubtful and argumentative implication.

As the Court sees it, EO 273 satisfies all the requirements of a valid tax.

FACTS:

These petitions, seek to nullify Executive Order No. 273 (EO 273, for short), issued by the President
of the Philippines which amended certain sections of the National Internal Revenue Code and
adopted the value-added tax (VAT, for short), for being unconstitutional in that its enactment is not
alledgedly within the powers of the President; that the VAT is oppressive, discriminatory, regressive,
and violates the due process and equal protection clauses and other provisions of the 1987

Constitution.

The Solicitor General prays for the dismissal of the petitions on the ground that the petitioners have
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failed to show justification for the exercise of its judicial powers, viz. (1) the existence of an
appropriate case; (2) an interest, personal and substantial, of the party raising the constitutional
questions; (3) the constitutional question should be raised at the earliest opportunity; and (4) the
question of constitutionality is directly and necessarily involved in a justiciable controversy and its
resolution is essential to the protection of the rights of the parties. According to the Solicitor
General, only the third requisite — that the constitutional question should be raised at the earliest
opportunity — has been complied with. He also questions the legal standing of the petitioners who,
he contends, are merely asking for an advisory opinion from the Court, there being no justiciable
controversy for resolution.

ISSUE:
Whether or not EO 273 is unconstitutional? (NO)
RULING:

Petitioners claim that EO 273 is oppressive, discriminatory, unjust and regressive, in violation of the
provisions of Art. VI, sec. 28(1) of the 1987 Constitution, which states:

Sec. 28 (1) The rule of taxation shall be uniform and equitable. The Congress shall
evolve a progressive system of taxation.

The petitioners’ assertions in this regard are not supported by facts and circumstances to warrant
their conclusions. They have failed to adequately show that the VAT is oppressive, discriminatory or
unjust. Petitioners merely rely upon newspaper articles which are actually hearsay and have
evidentiary value. To justify the nullification of a law there must be a clear and unequivocal breach
of the Constitution, not a doubtful and argumentative implication.

As the Court sees it, EO 273 satisfies all the requirements of a valid tax. It is uniform. The court,
in City of Baguio vs. De Leon, said:

... In Philippine Trust Company v. Yatco (69 Phil. 420), Justice Laurel, speaking for the
Court, stated: "A tax is considered uniform when it operates with the same force and
effect in every place where the subject may be found.”

There was no occasion in that case to consider the possible effect on such a
constitutional requirement where there is a classification. The opportunity came in
Eastern Theatrical Co. v. Alfonso (83 Phil. 852, 862). Thus: "Equality and uniformity in
taxation means that all taxable articles or kinds of property of the same class shall be
taxed at the same rate. The taxing power has the authority to make reasonable and
natural classifications for purposes of taxation; . .." About two years later, Justice
Tuason, speaking for this Court in Manila Race Horses Trainers Assn. v. de la Fuente
(88 Phil. 60, 65) incorporated the above excerpt in his opinion and continued; "Taking
everything into account, the differentiation against which the plaintiffs complain
conforms to the practical dictates of justice and equity and is not discriminatory within
the meaning of the Constitution.”

To satisfy this requirement then, all that is needed as held in another case decided two
years later, (Uy Matias v. City of Cebu, 93 Phil. 300) is that the statute or ordinance in
question "applies equally to all persons, firms and corporations placed in similar
situation.” This Court is on record as accepting the view in a leading American case
(Carmichael v. Southern Coal and Coke Co., 301 US 495) that "inequalities which result
from a singling out of one particular class for taxation or exemption infringe no
constitutional limitation." (Lutz v. Araneta, 98 Phil. 148, 153).

The sales tax adopted in EO 273 is applied similarly on all goods and services sold to the public,
which are not exempt, at the constant rate of 0% or 10%.

The disputed sales tax is also equitable. It is imposed only on sales of goods or services by persons
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engage in business with an aggregate gross annual sales exceeding P200,000.00. Small corner sari-
sari stores are consequently exempt from its application. Likewise exempt from the tax are sales of
farm and marine products, spared as they are from the incidence of the VAT, are expected to be
relatively lower and within the reach of the general public. ¢

The Court likewise finds no merit in the contention of the petitioner Integrated Customs Brokers
Association of the Philippines that EO 273, more particularly the new Sec. 103 (r) of the National
Internal Revenue Code, unduly discriminates against customs brokers.

The phrase "except customs brokers" is not meant to discriminate against customs brokers. It was
inserted in Sec. 103(r) to complement the provisions of Sec. 102 of the Code, which makes the
services of customs brokers subject to the payment of the VAT and to distinguish customs brokers
from other professionals who are subject to the payment of an occupation tax under the Local Tax
Code. With the insertion of the clarificatory phrase "except customs brokers" in Sec. 103(r), a
potential conflict between the two sections, (Secs. 102 and 103), insofar as customs brokers are
concerned, is averted.

At any rate, the distinction of the customs brokers from the other professionals who are subject to
occupation tax under the Local Tax Code is based upon material differences, in that the activities of
customs brokers (like those of stock, real estate and immigration brokers) partake more of a
business, rather than a profession and were thus subjected to the percentage tax under Sec. 174 of
the National Internal Revenue Code prior to its amendment by EO 273. EO 273 abolished the
percentage tax and replaced it with the VAT. If the petitioner Association did not protest the
classification of customs brokers then, the Court sees no reason why it should protest now.

The Court takes note that EO 273 has been in effect for more than five (5) months now, so that the
fears expressed by the petitioners that the adoption of the VAT will trigger skyrocketing of prices of
basic commodities and services, as well as mass actions and demonstrations against the VAT should
by now be evident. The fact that nothing of the sort has happened shows that the fears and
apprehensions of the petitioners appear to be more imagined than real. It would seem that the VAT
is not as bad as we are made to believe.

In any event, if petitioners seriously believe that the adoption and continued application of the VAT
are prejudicial to the general welfare or the interests of the majority of the people, they should seek
recourse and relief from the political branches of the government. The Court, following the time-
honored doctrine of separation of powers, cannot substitute its judgment for that of the President
as to the wisdom, justice and advisability of the adoption of the VAT. The Court can only look into
and determine whether or not EO 273 was enacted and made effective as law, in the manner
required by, and consistent with, the Constitution, and to make sure that it was not issued in grave
abuse of discretion amounting to lack or excess of jurisdiction; and, in this regard, the Court finds no
reason to impede its application or continued implementation.

CHAMBER OF REAL ESTATE AND BUILDERS' ASSOCIATIONS, INC., PETITIONER,
-VERSUS- THE HON. EXECUTIVE SECRETARY ALBERTO ROMULO, THE HON. ACTING
SECRETARY OF FINANCE JUANITA D. AMATONG, AND THE HON. COMMISSIONER OF

INTERNAL REVENUE GUILLERMO PARAYNO, JR., RESPONDENTS. G.R. No. 160756, EN BANC,
March 9, 2010, CORONA, J.

Certainly, an income tax is arbitrary and confiscatory if it taxes capital because capital is not income.
In other words, it is income, not capital, which is subject to income tax. However, the MCIT is not a tax
on capital.

The MCIT is imposed on gross income which is arrived at by deducting the capital spent by a
corporation in the sale of its goods, i.e., the cost of goods and other direct expenses from gross sales.

Clearly, the capital is not being taxed.

Furthermore, the MCIT is not an additional tax imposition. It is imposed in lieu of the normal net
income tax, and only if the normal income tax is suspiciously low. The MCIT merely approximates the
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amount of net income tax due from a corporation, pegging the rate at a very much reduced 2% and
uses as the base the corporation’s gross income.

Besides, there is no legal objection to a broader tax base or taxable income by eliminating all
deductible items and at the same time reducing the applicable tax rate.49

Statutes taxing the gross "receipts,” "earnings,” or "income” of particular corporations are found in
many jurisdictions. Tax thereon is generally held to be within the power of a state to impose; or
constitutional, unless it interferes with interstate commerce or violates the requirement as to
uniformity of taxation.

FACTS:

Petitioner is an association of real estate developers and builders in the Philippines. Petitioner
assails the validity of the imposition of minimum corporate income tax (MCIT) on corporations and
creditable withholding tax (CWT) on sales of real properties classified as ordinary assets.

Section 27(E) of RA 8424 provides for MCIT on domestic corporations and is implemented by RR 9-
98. Petitioner argues that the MCIT violates the due process clause because it levies income tax
even if there is no realized gain.

ISSUE:

1. Whether or not the imposition of the MCIT on domestic corporations is unconstitutional?
(NO)
RULING:

The MCIT on domestic corporations is a new concept introduced by RA 8424 to the Philippine
taxation system. It came about as a result of the perceived inadequacy of the self-assessment
system in capturing the true income of corporations. It was devised as a relatively simple and
effective revenue-raising instrument compared to the normal income tax which is more difficult to
control and enforce. It is a means to ensure that everyone will make some minimum contribution to
the support of the public sector.

Even before the legislature introduced the MCIT to the Philippine taxation system, several other
countries already had their own system of minimum corporate income taxation. Our lawmakers
noted that most developing countries, particularly Latin American and Asian countries, have the
same form of safeguards as we do.

MCIT Is Not Violative of Due Process

Petitioner claims that the MCIT under Section 27(E) of RA 8424 is unconstitutional because it is
highly oppressive, arbitrary and confiscatory which amounts to deprivation of property without
due process of law. It explains that gross income as defined under said provision only considers the
cost of goods sold and other direct expenses; other major expenditures, such as administrative and
interest expenses which are equally necessary to produce gross income, were not taken into
account. Thus, pegging the tax base of the MCIT to a corporation’s gross income is tantamount to a
confiscation of capital because gross income, unlike net income, is not "realized gain."

Taxes are the lifeblood of the government. Without taxes, the government can neither exist nor
endure. The exercise of taxing power derives its source from the very existence of the State whose
social contract with its citizens obliges it to promote public interest and the common good.

Taxation is an inherent attribute of sovereignty. It is a power that is purely legislative.3> Essentially,
this means that in the legislature primarily lies the discretion to determine the nature (kind), object
(purpose), extent (rate), coverage (subjects) and situs (place) of taxation. It has the authority to
prescribe a certain tax at a specific rate for a particular public purpose on persons or things within
its jurisdiction. In other words, the legislature wields the power to define what tax shall be
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imposed, why it should be imposed, how much tax shall be imposed, against whom (or what) it
shall be imposed and where it shall be imposed.

As a general rule, the power to tax is plenary and unlimited in its range, acknowledging in its very
nature no limits, so that the principal check against its abuse is to be found only in the
responsibility of the legislature (which imposes the tax) to its constituency who are to pay
it. Nevertheless, it is circumscribed by constitutional limitations. At the same time, like any other
statute, tax legislation carries a presumption of constitutionality.

Petitioner is correct in saying that income is distinct from capital. Income means all the wealth
which flows into the taxpayer other than a mere return on capital. Capital is a fund or property
existing at one distinct point in time while income denotes a flow of wealth during a definite period
of time. Income is gain derived and severed from capital. For income to be taxable, the following
requisites must exist: (1) there must be gain; (2) the gain must be realized or received and (3) the
gain must not be excluded by law or treaty from taxation.

Certainly, an income tax is arbitrary and confiscatory if it taxes capital because capital is not
income. In other words, it is income, not capital, which is subject to income tax. However, the MCIT
is not a tax on capital.

The MCIT is imposed on gross income which is arrived at by deducting the capital spent by a
corporation in the sale of its goods, i.e., the cost of goods and other direct expenses from gross sales.
Clearly, the capital is not being taxed.

Furthermore, the MCIT is not an additional tax imposition. It is imposed in lieu of the normal net
income tax, and only if the normal income tax is suspiciously low. The MCIT merely approximates
the amount of net income tax due from a corporation, pegging the rate at a very much reduced 2%
and uses as the base the corporation’s gross income.

Besides, there is no legal objection to a broader tax base or taxable income by eliminating all
deductible items and at the same time reducing the applicable tax rate.*?

Statutes taxing the gross "receipts,” "earnings," or "income" of particular corporations are found
in many jurisdictions. Tax thereon is generally held to be within the power of a state to impose; or
constitutional, unless it interferes with interstate commerce or violates the requirement as to
uniformity of taxation.

The United States has a similar alternative minimum tax (AMT) system which is generally
characterized by a lower tax rate but a broader tax base. The U.S. Court declared that the
congressional intent to ensure that corporate taxpayers would contribute a minimum amount of
taxes was a legitimate governmental end to which the AMT bore a reasonable relation. American
courts have also emphasized that Congress has the power to condition, limit or deny deductions
from gross income in order to arrive at the net that it chooses to tax. This is because deductions are
a matter of legislative grace.

Absent any other valid objection, the assignment of gross income, instead of net income, as the tax
base of the MCIT, taken with the reduction of the tax rate from 32% to 2%, is not constitutionally
objectionable.

Moreover, petitioner does not cite any actual, specific and concrete negative experiences of its
members nor does it present empirical data to show that the implementation of the MCIT resulted
in the confiscation of their property.

In sum, petitioner failed to support, by any factual or legal basis, its allegation that the MCIT is
arbitrary and confiscatory. The Court cannot strike down a law as unconstitutional simply because
of its yokes. Taxation is necessarily burdensome because, by its nature, it adversely affects property
rights. The party alleging the law’s unconstitutionality has the burden to demonstrate the supposed
violations in understandable terms.
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CHAMBER OF REAL ESTATE AND BUILDERS' ASSOCIATIONS, INC., PETITIONER,
-VERSUS- THE HON. EXECUTIVE SECRETARY ALBERTO ROMULO, THE HON. ACTING
SECRETARY OF FINANCE JUANITA D. AMATONG, AND THE HON. COMMISSIONER OF INTERNAL
REVENUE GUILLERMO PARAYNO, JR., RESPONDENTS. G.R. No. 160756, EN BANC, March 9,
2010, CORONA, J.

Certainly, an income tax is arbitrary and confiscatory if it taxes capital because capital is not income.
In other words, it is income, not capital, which is subject to income tax. However, the MCIT is not a tax
on capital.

The MCIT is imposed on gross income which is arrived at by deducting the capital spent by a
corporation in the sale of its goods, i.e., the cost of goods and other direct expenses from gross sales.
Clearly, the capital is not being taxed.

Furthermore, the MCIT is not an additional tax imposition. It is imposed in lieu of the normal net
income tax, and only if the normal income tax is suspiciously low. The MCIT merely approximates the
amount of net income tax due from a corporation, pegging the rate at a very much reduced 2% and
uses as the base the corporation’s gross income.

Besides, there is no legal objection to a broader tax base or taxable income by eliminating all
deductible items and at the same time reducing the applicable tax rate.49

Statutes taxing the gross "receipts,” "earnings,” or "income" of particular corporations are found in
many jurisdictions. Tax thereon is generally held to be within the power of a state to impose; or
constitutional, unless it interferes with interstate commerce or violates the requirement as to
uniformity of taxation.

FACTS:

Petitioner is an association of real estate developers and builders in the Philippines. Petitioner
assails the validity of the imposition of minimum corporate income tax (MCIT) on corporations and
creditable withholding tax (CWT) on sales of real properties classified as ordinary assets.

Section 27(E) of RA 8424 provides for MCIT on domestic corporations and is implemented by RR 9-
98. Petitioner argues that the MCIT violates the due process clause because it levies income tax even
if there is no realized gain.

ISSUE:

1. Whether or not the imposition of the MCIT on domestic corporations is unconstitutional?
(NO)

RULING:

The MCIT on domestic corporations is a new concept introduced by RA 8424 to the Philippine
taxation system. It came about as a result of the perceived inadequacy of the self-assessment system
in capturing the true income of corporations. It was devised as a relatively simple and effective
revenue-raising instrument compared to the normal income tax which is more difficult to control
and enforce. It is a means to ensure that everyone will make some minimum contribution to the
support of the public sector.

Even before the legislature introduced the MCIT to the Philippine taxation system, several other
countries already had their own system of minimum corporate income taxation. Our lawmakers
noted that most developing countries, particularly Latin American and Asian countries, have the
same form of safeguards as we do.

MCIT Is Not Violative of Due Process

Petitioner claims that the MCIT under Section 27(E) of RA 8424 is unconstitutional because it is
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highly oppressive, arbitrary and confiscatory which amounts to deprivation of property without due
process of law. It explains that gross income as defined under said provision only considers the cost
of goods sold and other direct expenses; other major expenditures, such as administrative and
interest expenses which are equally necessary to produce gross income, were not taken into
account. Thus, pegging the tax base of the MCIT to a corporation’s gross income is tantamount to a
confiscation of capital because gross income, unlike net income, is not "realized gain."

Taxes are the lifeblood of the government. Without taxes, the government can neither exist nor
endure. The exercise of taxing power derives its source from the very existence of the State whose
social contract with its citizens obliges it to promote public interest and the common good.

Taxation is an inherent attribute of sovereignty. It is a power that is purely legislative. Essentially,
this means that in the legislature primarily lies the discretion to determine the nature (kind), object
(purpose), extent (rate), coverage (subjects) and situs (place) of taxation. It has the authority to
prescribe a certain tax at a specific rate for a particular public purpose on persons or things within
its jurisdiction. In other words, the legislature wields the power to define what tax shall be imposed,
why it should be imposed, how much tax shall be imposed, against whom (or what) it shall be
imposed and where it shall be imposed.

As a general rule, the power to tax is plenary and unlimited in its range, acknowledging in its very
nature no limits, so that the principal check against its abuse is to be found only in the responsibility
of the legislature (which imposes the tax) to its constituency who are to pay it. Nevertheless, it is
circumscribed by constitutional limitations. At the same time, like any other statute, tax legislation
carries a presumption of constitutionality.

Petitioner is correct in saying that income is distinct from capital. Income means all the wealth
which flows into the taxpayer other than a mere return on capital. Capital is a fund or property
existing at one distinct point in time while income denotes a flow of wealth during a definite period
of time. Income is gain derived and severed from capital. For income to be taxable, the following
requisites must exist: (1) there must be gain; (2) the gain must be realized or received and (3) the
gain must not be excluded by law or treaty from taxation.

Certainly, an income tax is arbitrary and confiscatory if it taxes capital because capital is not income.
In other words, it is income, not capital, which is subject to income tax. However, the MCIT is not a
tax on capital.

The MCIT is imposed on gross income which is arrived at by deducting the capital spent by a
corporation in the sale of its goods, i.e., the cost of goods and other direct expenses from gross sales.
Clearly, the capital is not being taxed.

Furthermore, the MCIT is not an additional tax imposition. It is imposed in lieu of the normal net
income tax, and only if the normal income tax is suspiciously low. The MCIT merely approximates
the amount of net income tax due from a corporation, pegging the rate at a very much reduced 2%
and uses as the base the corporation’s gross income.

Besides, there is no legal objection to a broader tax base or taxable income by eliminating all
deductible items and at the same time reducing the applicable tax rate.42

Statutes taxing the gross "receipts," "earnings," or "income" of particular corporations are found
in many jurisdictions. Tax thereon is generally held to be within the power of a state to impose; or
constitutional, unless it interferes with interstate commerce or violates the requirement as to
uniformity of taxation.

The United States has a similar alternative minimum tax (AMT) system which is generally
characterized by a lower tax rate but a broader tax base. The U.S. Court declared that the
congressional intent to ensure that corporate taxpayers would contribute a minimum amount of
taxes was a legitimate governmental end to which the AMT bore a reasonable relation. American
courts have also emphasized that Congress has the power to condition, limit or deny deductions
from gross income in order to arrive at the net that it chooses to tax. This is because deductions are
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a matter of legislative grace.

Absent any other valid objection, the assignment of gross income, instead of net income, as the tax
base of the MCIT, taken with the reduction of the tax rate from 32% to 2%, is not constitutionally
objectionable.

Moreover, petitioner does not cite any actual, specific and concrete negative experiences of its
members nor does it present empirical data to show that the implementation of the MCIT resulted
in the confiscation of their property.

In sum, petitioner failed to support, by any factual or legal basis, its allegation that the MCIT is
arbitrary and confiscatory. The Court cannot strike down a law as unconstitutional simply because
of its yokes. Taxation is necessarily burdensome because, by its nature, it adversely affects property
rights. The party alleging the law’s unconstitutionality has the burden to demonstrate the supposed
violations in understandable terms.

MACTAN CEBU INTERNATIONAL AIRPORT AUTHORITY, petitioner, vs. HON. FERDINAND J.
MARCOS, in his capacity as the Presiding Judge of the Regional Trial Court, Branch 20, Cebu
City, THE CITY OF CEBU, represented by its Mayor HON. TOMAS R. OSMENA, and EUSTAQUIO
B. CESA, respondents.
G.R. No. 120082, THIRD DIVISION, September 11, 1996, DAVIDE, JR,, J.

But since taxes are what we pay for civilized society, or are the lifeblood of the nation, the law frowns
against exemptions from taxation and statutes granting tax exemptions are thus construed strictissimi
juris against the taxpayers and liberally in favor of the taxing authority. A claim of exemption from
tax payment must be clearly shown and based on language in the law too plain to be mistaken.
Elsewise stated, taxation is the rule, exemption therefrom is the exception. However, if the grantee of
the exemption is a political subdivision or instrumentality, the rigid rule of construction does not apply
because the practical effect of the exemption is merely to reduce the amount of money that has to be
handled by the government in the course of its operations.

As to tax exemptions or incentives granted to or presently enjoyed by natural or juridical
persons, including government-owned and controlled corporations, Section 193 of the LGC
prescribes the general rule, viz., they are withdrawn upon the effectivity of the LGC, except upon
the effectivity of the LGC, except those granted to local water districts, cooperatives duly
registered under R.A. No. 6938, non stock and non-profit hospitals and educational
institutions, and unless otherwise provided in the LGC. The latter proviso could refer to Section
234, which enumerates the properties exempt from real property tax. But the last paragraph of
Section 234 further qualifies the retention of the exemption in so far as the real property taxes are
concerned by limiting the retention only to those enumerated there-in; all others not included in the
enumeration lost the privilege upon the effectivity of the LGC. Moreover, even as the real property is
owned by the Republic of the Philippines, or any of its political subdivisions covered by item (a)
of the first paragraph of Section 234, the exemption is withdrawn if the beneficial use of such
property has been granted to taxable person for consideration or otherwise.

Since the last paragraph of Section 234 unequivocally withdrew, upon the effectivity of the LGC,
exemptions from real property taxes granted to natural or juridical persons, including government-
owned or controlled corporations, except as provided in the said section, and the petitioner is,
undoubtedly, a government-owned corporation, it necessarily follows that its exemption from
such tax granted it in Section 14 of its charter, R.A. No. 6958, has been withdrawn. Any claim to
the contrary can only be justified if the petitioner can seek refuge under any of the exceptions provided
in Section 234, but not under Section 133, as it now asserts, since, as shown above, the said section is
qualified by Section 232 and 234.

FACTS:
Mactan Cebu International Airport Authority (MCIAA) was created by virtue of Republic Act 6958.

Since the time of its creation, MCIAA enjoyed the privilege of exemption from payment of realty
taxes in accordance with Section 14 of its Charter. However on 11 October 1994, the Office of the

73



DEAN'’S CIRCLE 2019 - UST FACULTY OF CIVIL LAW

Treasurer of Cebu, demanded for the payment of realty taxes on several parcels of land belonging to
the petitioner.

Petitioner objected to such demand for payment as baseless and unjustified and asserted that it is
an instrumentality of the government performing governmental functions, which puts limitations
on the taxing powers of local government units.

The City refused to cancel and set aside petitioner’s realty tax account, insisting that the MCIAA is a
government controlled corporation whose tax exemption privilege has been withdrawn by virtue of
Sections 193 and 234 of the Local Government Code (LGC), and not an instrumentality of the
government but merely a government owned corporation performing proprietary functions. MCIAA
paid its tax account “under protest” when City is about to issue a warrant of levy against the
MCIAA’s properties.

MCIAA filed a Petition of Declaratory Relief with the RTC contending that the taxing power of local
government units do not extend to the levy of taxes or fees on an instrumentality of the national
government. It contends that by the nature of its powers and functions, it has the footing of an
agency or instrumentality of the national government; which claim the City rejects. The trial court
dismissed the petition, citing that close reading of the LGC provides the express cancellation and
withdrawal of tax exemptions of Government Owned and Controlled Corporations.

ISSUE:
Whether the MCIAA is exempted from realty taxes. (NO)
RULING:

As a general rule, the power to tax is an incident of sovereignty and is unlimited in its range,
acknowledging in its very nature no limits, so that security against its abuse is to be found only in
the responsibility of the legislature which imposes the tax on the constituency who are to pay it.
Nevertheless, effective limitations thereon may be imposed by the people through their
Constitutions. Our Constitution, for instance, provides that the rule of taxation shall be uniform and
equitable and Congress shall evolve a progressive system of taxation. So potent indeed is the power
that it was once opined that "the power to tax involves the power to destroy." Verily, taxation is a
destructive power which interferes with the personal and property for the support of the
government. Accordingly, tax statutes must be construed strictly against the government and
liberally in favor of the taxpayer. But since taxes are what we pay for civilized society, or are the
lifeblood of the nation, the law frowns against exemptions from taxation and statutes granting tax
exemptions are thus construed strictissimi juris against the taxpayers and liberally in favor of the
taxing authority. A claim of exemption from tax payment must be clearly shown and based on
language in the law too plain to be mistaken. Elsewise stated, taxation is the rule, exemption
therefrom is the exception. However, if the grantee of the exemption is a political subdivision or
instrumentality, the rigid rule of construction does not apply because the practical effect of the
exemption is merely to reduce the amount of money that has to be handled by the government in
the course of its operations.

The power to tax is primarily vested in the Congress; however, in our jurisdiction, it may be
exercised by local legislative bodies, no longer merely by virtue of a valid delegation as before, but
pursuant to direct authority conferred by Section 5, Article X of the Constitution. Under the latter,
the exercise of the power may be subject to such guidelines and limitations as the Congress may
provide which, however, must be consistent with the basic policy of local autonomy.

There can be no question that under Section 14 of R.A. No. 6958 the petitioner is exempt from the
payment of realty taxes imposed by the National Government or any of its political subdivisions,
agencies, and instrumentalities. Nevertheless, since taxation is the rule and exemption therefrom
the exception, the exemption may thus be withdrawn at the pleasure of the taxing authority. The
only exception to this rule is where the exemption was granted to private parties based on material
consideration of a mutual nature, which then becomes contractual and is thus covered by the non-
impairment clause of the Constitution.
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The LGC, enacted pursuant to Section 3, Article X of the constitution provides for the exercise by
local government units of their power to tax, the scope thereof or its limitations, and the exemption
from

taxation.

Section 133 of the LGC prescribes the common limitations on the taxing powers of local
government units as follows:

Sec. 133. Common Limitations on the Taxing Power of Local Government Units. — Unless otherwise
provided herein, the exercise of the taxing powers of provinces, cities, municipalities, and
barangays shall not extend to the levy of the following:

(o) TAXES, FEES, OR CHARGES OF ANY KIND ON THE NATIONAL GOVERNMENT, ITS AGENCIES
AND INSTRUMENTALITIES, AND LOCAL GOVERNMENT UNITS.

Needless to say the last item (item 0) is pertinent in this case. The "taxes, fees or charges" referred
to are "of any kind", hence they include all of these, unless otherwise provided by the LGC. The term
"taxes" is well understood so as to need no further elaboration, especially in the light of the above
enumeration. The term "fees" means charges fixed by law or Ordinance for the regulation or
inspection of business activity, while "charges" are pecuniary liabilities such as rents or fees against
person or property.

Among the "taxes" enumerated in the LGC is real property tax, which is governed by Section 232. It
reads as follows:

Sec. 232. Power to Levy Real Property Tax. — A province or city or a municipality within the
Metropolitan Manila Area may levy on an annual ad valorem tax on real property such as land,
building, machinery and other improvements not hereafter specifically exempted.

Section 234 of LGC provides for the exemptions from payment of real property taxes and
withdraws previous exemptions therefrom granted to natural and juridical persons, including
government owned and controlled corporations, except as provided therein. It provides:

Sec. 234. Exemptions from Real Property Tax. — The following are exempted from payment of the
real property tax:

(a) Real property owned by the Republic of the Philippines or any of its political subdivisions
except when the beneficial use thereof had been granted, for reconsideration or otherwise, to a
taxable person;

(b) Charitable institutions, churches, parsonages or convents appurtenants thereto, mosques
nonprofits or religious cemeteries and all lands, building and improvements actually, directly, and
exclusively used for religious charitable or educational purposes;

(c) All machineries and equipment that are actually, directly and exclusively used by local water
districts and government-owned or controlled corporations engaged in the supply and distribution
of water and/or generation and transmission of electric power;

(d) All real property owned by duly registered cooperatives as provided for under R.A. No. 6938;
and;

(e) Machinery and equipment used for pollution control and environmental protection.

Except as provided herein, any exemptions from payment of real property tax previously granted to
or presently enjoyed by, all persons whether natural or juridical, including all government owned
or controlled 