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Sometime in 1984, as arranged by petitiovner,
Fhilippine Americarn Life Insurance Company (Fhilam,
for short) extended twoe (2) credit facilities +to
Mercury Drug Corporation (MDC, forr short) in the
amcunts of F2E2.3 Million anmd P3.1 Million whereby
payments by MDC of the amortizations and interests
due were directly made to petitioner for the
account of and subsequent remittance to Philam.

It appears that on the P22.3 Million cwedjt
facility petiticrer withheld F138,958.04 as final
withhaolding tax from the total interest income from
deposit substitute in the amount of PEI4, 790.10 for
the pericd from September £7, 1984 to December 27,
1984. On the P3.1 Million credit facilitiy
petitiorner withheld as final withholding taxes in
the amounts of P3,600.173; R3,724.32 and R3,178.08,
all remitted to the Bureau of Internal Revernue, from
the total interest income from deposit substitute
in the amount of F18,000.86, as of.November 27,
198453 F18,621.58 as of December &7, 1984 and
F15,890.41 as of January 28, 19895, respectively.

O Navember 18, 1985, believing that it
inadvertently and erronecusly over withheld and
remitted the final withhaolding taxes on interest
incame from deposit substitute of Fhilam,

petitioner filed with the EBureau aof Internal
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3 uwe a reqe ;o for the vefund in the amount of
F30, 928. 00,

No actiarn having been taken on the claim for
refund and to obviate the tolling of the statute of
limitation, petitioner filed with this Couwrt the
instant petitiorner for review.

Respondent iﬁvhis answer, denied most of the
allegaticns of the petitiomer and as special and
affirmative defernses alleges, among others, that:

XXX XXX XXX

= Fetiticrner must clearly show that

its case is covered by PFresidential

Decree No. 1959;

XKX KKK KKK

"10. In an action for tax refund, the

taxpayer must show that the taxes paid

were ervronecously or illegally collected

and failure to sustain said buwrden is

fatal ta the action for refunds”

KR K HH X KKK

The issue raised is wﬁeth.r or nat petitioner
iz eaentitled to the refund of the amount of
P30,928.10 a8 alleged excens of the final
withholding tax on the interest income it paid from
October 15, 1984 to January 1985, derived from the
loan arrangement between Philam and MDC.

Fetiticner contends that‘the amount claimed is

refundable on the ground that the final withholding

tax an the interest income paid from Uctober 135,
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1984 was allepedly erronecusly computed at the
straight 20% therecf, puwrsuant to Section 53(e) (1)
of the National Internal Revenue Code, instead of
the amended and reduced rate of 15%4 from October
15, 1384, pursuant to Presidential Decree No. 1959,
effective on said date.

We disagree with petitioner.

Fetitioner clearly misappreciated the facts
and the applicable provisions of the statutes.

The phrase "deposit substitutes" is defined
undeyr Section  E0{y) of the National Internal
Reveriwe Code, as amended by Presidential Decree
Neo 1959, effective October 15, 1984, as fallows:

"(y) Deposit substitutes shall mean
an alternative form of abtaining funds
from the public, other than deposits,
through the issuance, endorsement, oy
acceptance of debt instruments for the
borrower?s own account, for the purpose
aof relending or purchasing of receivables
ard other obligations, or financing their
awn needs or the needs of their agent aor
dealer. These promissory notes,
repurchase agreements, certificates of
assignment oy participation and similar
instrument and similar instrument with
recourse as may be authorized by the
Central Bank of the PFhilippirnes, for

banks and non—-bank financial
intermediaries or by the Securities and
Exchange Commission of the Philippines
for commercial, industrial, finance
companies and ather non-financial

companies: Provided, however, that only
debt instruments issued for inter-—bank
call laans to cover deficiency in
reserves against deposit liabilities
including those between or among banks
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and quasibarnks shall rnot be considered as
deposit substitute debt instruments. "

It is expressly admitted by petitioner that
the subject taxable income is "interest income
derived by F'tvi Lam from  the loan arranged by
petitioner irn favor of HMercwury Drug Covrporaticon”
(see Rollo, p. 91). Such interest income fraom a
loan paid MDC shéll be distinguished from interest
o "deposit substitutes”" which connote a different
méaning. The distinction is essential because of
the different tax treatment given to each.
Interest income from arn ordinary loan forms part of
the gross income of the corporation and is subject
to corporate income tax of 354 thereon, puwrsuant to
Section 24 of the Nationmal Interna% Reverue Code,
while interest on deposit substitutes is subject to
a final 154 withholding tax thereof, effective
October 15, 19384.

Thus, although petiticrner is coarrect ir
alleging that interest income falling due and paid
from October 13, 1984 on deposit substitutes shall
be computed at 15% thereof, a recomputation on that
basis, as prayed for, is not warranted, considering
the comclusion reached that the subject intrest
income was earned from arn cordivnary loan tramsaction

subject to 3594 corporate income tax.

3SRV,



DECISION
CTA CASE NO. 4113

It must alsoc be stressed that respondent in
his answer and by way of special and affirmative
deferses, raised several issues, indicated earlier.
Therefore, petitioner must clearly show that its
case is covered by Fresidential Decree No. 1959 and
to show that the taxes paid were erroneously or
illegally collected, but petitioner failed to
sustain its burdenr. And, although his case has
beeri submitted for decision based on the pleadings,
respondent ceuld rot be deemed to have admitted all
the allepations of petitioner for there is nothing
to indicate such admission (Please see Commissioner
of Internal - Revenue Va Mitsubishi  Metal
Corporation, Et. al., G.R. Nas. 54308 & 80041,
February 2, 1930).

WHEREFORE, that petition for review in the
above-entitled casme is hereby DISMISSED without
prejudice to a reassessment of the 35% corporate
income tax due on the subject 1ntere§t income
received by Philam, if the same has not vet
preacribed.

With costs againat petitioner.

SO0 ORDERED.

Guezon City, Metro Manial,

CONSTANTE q/¢;BBDUIN

sociate Judge
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WE CONCUR:

ERNESTO D. ACOSTA
Fresiding Judge

s%%&tn—nnntvnSEFﬁREELES

Acting Associate Jugge

CERTIFIFATION

I hereby certify that the decision was reached
after due consultation among the members of the
Court of Tax Appeals in accordance with Section 13,

Article VIII of the Constitution.

sz @ (s
ERNESTO D. ACOSTA
Fresiding Judge
Court of Tax Appeals
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