REPUBLIC OF THE PHILIPPINES

COURT OF TAX APPEALS
QUEZON CITY

MAXIMINO B. CASTILLO,
Fetitioner,

versus o C.T.A. CASE NO. 4346
COMMISSIONER OF INTERNAL

REVENUE ,
Respondent. ﬂﬁ//d/

D E C 1I S I O N

This is a judicial action for the refund of
the sum of FF8,86%.34 deducted from the total
money value of petitioner’'s accumulated unused
vacation and sick leave oredits as empleoyee of
the Fhilippine National BRank, Tarlac Branch.

Fetitioner was formally employed by the
Fhilippine National Bank as Attorney of the
Branch at Tarlac until he retired under the
provision of Republic Act No.o 1616 as amended.

Upon his retirement, petitioner Wa e
entitled to the payment of his accumulated
unused vacation and sick leave credits amounting
to FRI,578.74. of this amount of unused
vacation and =ick leave credits, the amount of
8,869,354 was withheld for income tax and was
remitted to  the Buwreau of Internal Revenue,

evidenced by a certificatipn dated Jdanuary 2Z2é,
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989 issued by Senior Assistant Manager Roberto
"« Melo of the Fhilippine Mational Bank.

On March 2, 1989, petitioner formally filed
Inth respondent Commissioner of Internal Fevenue
voclaim for refund of the withheld tax in the
amount of F8,86%9.7%4 as refundable to him.

The only ‘issue in this case is whether or
not petitioner is entitled to the refund of the
sum of FB,869.734.

We hold that petitiomner is entitled to the
refund of the sum of FB8,8&6&9.74 as income tax
withheld from out of the unused vacatidn and
sick 1e%vm credits of petitioner.

This was the heolding in the case of Efren
F. Castaneda VG . Commissioner of Internal
Revenue, CTA Case No. 3I80%, decided by the
Court of Taﬁ Appeals dated September 26, 1990,
affirm@d in the\demiﬁimn an appeal by the Courg
of Appeals, and finally sustained by the Supreme
Court of the’Philppines, on appeal in G.R. No.
760146, dated 0October 17, 1991 wherein it held
that:

"The (Supreme) Court has already
ruled that the terminal leave pay
received by a government official or

enployee is not subject to withholding
(income) tax. In the recent case of
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Jesus M.  Borromeo vz. The Hon. Civil

Cervice Commission, et al., G. K. Ho.
QENTL, =1 July 1991, the Court
explained the rationale behind the
employee’ s entitlement to an exemption
from withholding (income) tax on his
terminal leave pay as follows:s!

"o ow commuitation of
leave oredits more commonly
Enown  as  terminal leave, 1is
applied for by an officer or
@employes wha . retires,
resigns or is separated from
the service through no fault
of  his own. (Manual an
Leave Ndministration Course
for Effectivensss published
ARV the Civil Service
Commission, pages 16-17).
n Lhe exercise of the
sound  personne]  policy, the
Governnent encourages unused
leaves to be accunulated.
The Government FEIOGN1IIES
that for most public
aervants, retirement pay is
always less than generous 1f
not meager and scrimpy. A
modest  nest  egg  which the
senior citizen my look
forward to is thus avoided.
Terminal  leave payvnents are
given not only at the same
time bhut also far the
LAMe policy considerations
governing retirement
henefits.

"In fine, not being part of the

zalary or income of a government
official or employes but a retirement
bhenefit, terminal leave pay 1is not
asubject to income tax."

WHEREFORE, petitioner is entitled to

refund of the sum of FB,86%9.34, for which
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