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This is a Petition for Review filed on December 22, 2004 by petitioner
International Exchange Bank, as Trustee of various Retirement Funds,
seeking for a refund in the amount of SEVEN HUNDRED THIRTY-FIVE
THOUSAND SIX HUNDRED TWENTY-TWO and 39/100 PESOS
(P735,622.39) allegedly representing final withholding taxes on interest

income from treasury bond investments of tax-exempt Retirement Funds for

taxable years 2002 to 2004{.\}”
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THE FACTS

The facts as culled from the records are as follows:
Petitioner, International Exchar-> Bank (iBank), is a commercial
banking corporation duly organized and existing under Philippine laws, with
principal office at 142 Amorsolo Street, Legaspi Village, Makati City." As
such, it is authorized through its Trust Center to engage in trust and
investment activities.?
Respondent Commissioner of Internal Revenue, on the other hand, is
the officer authorized under the National Internal Revenue Code (NIRC) of
1997 to evaluate and approve applications for tax refund by taxpayers. He
holds office at the Bureau of Internal Revenue (BIR) National Office Building,
Diliman, Quezon City.>
By virtue of various Trust Agreements,* petitioner was appointed as
trustee to manage the retirement plans for the employees of the following
companies, to wit:
1. Jimenez/Darcy, Incorporated Retirement Plan;
2. iBank Employees Retirement Plan;
3. Philippine  General Merchandising  Corporation
Employees Retirement Plan;,

4. Eastern Telecommunications Philippine, Inc.
Employees Retirement Plan;

5. Lamitube Corporation Employees Retirement Plan;

6. Quorum International, Inc. and Affiliates Multi-Employer

Retirement Plan; and
7. e-Business Services, Inc. Retirement Plan.

The retirement plans were established to provide retirement, death,

disability, and separation benefits to the members of the aforesaid companie;ﬁ},

" Par. 1, Statement of Facts, Joint Stipulation of Facts and Issues; Docket, p. 252.
? Par. 4, Petition for Review; Docket, p. 2.

? Par. 2, Statement of Facts, Joint Stipulation of Facts and Issues; Docket, p. 252.
* Annexes “A”, “B”, “C”, “D”, “E”, “F”, and “G”; Docket, pp. 14-70.
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As trustee of the subject retirement plans, petitioner is authorized to hold,
manage, invest and reinvest the assets of these retirement plans; thus,
pursuant to the trust agreements, petitioner invested the funds of the
retirement plans in various investment vehicles including treasury bonds in
government securities which necessarily earned interest income.®

The BIR issued various Certifications® which stated that the retirement
plans of the aforementioned companies qualify as “Reasonable Retirement
Benefit Plans” for having met the requirements prescribed under Republic Act
No. 49177 and that the interest income earned by these retirement funds are
exempt from income tax.

Based on the said BIR Certifications declaring that the interest income
earned by the retirement funds are tax-exempt, petitioner on August 23, 2004,
filed an Application for Refund® in the amount of P735,622.39 with the BIR,

ares ating 20% fir & erroneot y witht d from the inte incon
earned by the aforementioned tax-exempt retirement funds for taxable years
2002 to 2004.

For failure of the BIR to immediately resolve petitioner's claim for
refund and in order to toll the running of the prescriptive period under Section
229 of the NIRC of 1997, as amended, petitioner filed the instant Petition for
Review on December 22, 2004.

On March 3, 2005, respondent filed an Answer raising the following

Special and Affirmative Defenses: /\rVL

* Par. 7, Petition for Review, Docket, pp. 3-4.

¢ Exhibits “I" to “O”, inclusive; Docket, pp. 390-468.

7 An Act Providing That Retirement Benefits of Employees of Private Firms Shall Not be Subject To
Attachments, Levy Execution, or Any Tax Whatsoever.

¥ Exhibit “FFFF”; Docket, pp. 546-548.
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“5. Petitioner's alleged claim for refund is subject to
administrative  routinary investigation/examination by the
Bureau;

6. The amount of P735,622.39 being claimed by
petitioner as alleged final taxes withheld on interest income from
treasury bonds investments of tax-exempt retirement funds for
taxable years 2002 until 2004 is not properly documented;

7. In an action for refund, the burden of proof is on the
taxpayer to establish its right to refund, and failure to sustain the
burden is fatal to the claim for refund/credit;

8. Petitioner must show that it has complied with the
provisions of Sections 204(C) and 229 of the Tax Code on the
prescriptive period for claiming tax refund/credit;

9. Claims for refund are construed strictly against the
claimant for the same partake the nature of exemption from
taxation (Commissioner of Internal Revenue vs. Ledesma, 31
SCRA 95) and as such, they are looked upon with disfavor
(Western Minolco Corp. vs. Commissioner of Internal
Revenue, 124 SCRA 1211)"

During trial, petitioner presented its documentary and testimonial
evidence, while respondent was deemed to have waived the right to present
evidence for failure to appear at the scheduled hearing for the presentation of
respondent’s evidence despite due notice and final warning.®

On October 9, 2007, this case was submitted for decision after
petitioner filed its Memorandum on September 24, 2007, sans respondent’s
Memorandum.

Hence, this Decision.

THE ISSUE

The sole issue presented for resolution of this Court is whether or not

petitioner is entitled to the refund in the amount of P735,622.39 allegedly

representing final taxes withheld on interest income for taxable years 2002 to
? Resolution dated August 9, 2007; Docket, p. 657. NY\
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2004, purportedly arising from investments in treasury bonds of tax-exempt

retirement funds under trust with iBank.
THIS COURT’S RULING

The petition is partly meritorious.

Well-settled is the rule that the income from employees’ trusts of
retirement funds are exempted from taxation.

Republic Act (R.A.) No. 4917 and Section 60(B) of the NIRC of 1997,
as amended, specifically provide that employees’ trusts enjoy tax-exempt
status. The pertinent provisions of the aforesaid laws state:

“Section 1. Any provision of law to the contrary
notwithstanding the retirement benefits received by officials and
employees of private firms, whether individual or corporate, in
accordance with a reasonable private benefit plan maintained by
the employer shall be exempt from all taxes and shall not be
liable to attachment, garnishment, levy or seizure by or under
any legal or equitable purpose whatsoever xxx.” (Emphasis
Qurs)

“SEC. 60. Imposition of Tax. —

(A) Application of Tax. - The tax imposed by this Title
upon individuals shall not apply to the income of estates or any
kind of property held in trust inciuding.

XXX XXX XXX

(B) Exception. - The tax imposed by this Title shall not
apply to employee’s trust which forms part of a pension, stock
bonus or profit-sharing plan of an employer for the benefit of
some or all of his employees (1) if contributions are made to the
trust by such employer, or employees, or both for the purpose of
distributing to such employees the earnings and principal of the
fund accumulated by the trust in accordance with such plan,

1]

XXX.
Moreover, the Supreme Court settled the issue and clarified the reason

for the tax-exemption of employees’ trusts in the case of Commissioner of
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Internal Revenue vs. Court of Appeals, the Court of Tax Appeals and
GCL Retirement Plan, represented by its Trustee-Director,'® in this wise:

“The tax-exemption privilege of employees' trusts, as
distinguished from any other kind of proy ty held in trust,
springs from the foregoing provisions. It is unambiguous.
Manifest therefrom is that the tax law has singled out
employees' trusts for tax exemption.

And rightly so, by virtue of the raison d'efre behind the
creation of employees’ trusts. Employees' trusts or benefit plans
normally provide economic assistance to employees upon the
occurrence of certain contingencies, particularly, old age
retirement, death, sickness, or disability. It provides security
against certain hazards to which members of the Plan may be
exposed. It is an independent and additional source of
protection for the working group. What is more, it is established
for their exclusive benefit and for no other purpose.

XXX XXX XXX

It is evident that tax-exemption is likewise to be enjoyed
by the income of the pension trust. Otherwise, taxation of those
earnings would result in a diminution of accumulated income
and reduce whatever the trust beneficiaries would receive out of
the trust fund. This would run afoul of tt + vy intendment of the
law.

XXX XXX XXX

There can be no denying either that the final
withholding tax is collected from income in respect of
which employees' trusts are declared exempt (Sec. 56[b],
now 53[b], Tax Code). The application of the withholding system
to interest on bank deposits or yield from deposit substitutes is
essentially to maximize and expedite the collection of income
taxes by requiring its payment at the source. If an employees'
trust like the GCL enjoys a tax-exempt status from income, we
see no logic in withholding a certain percentage of that income
which it is not supposed to pay in the first place.” (Emphasis
Ours)

As a matter of fact, in the more recent case of Far East Bank and

Trust Company, As Trustee of Various Retirement Funds vs&v\

% G.R. No. 95022, March 23, 1992.
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Commissioner of Internal Revenue and Court of Appeals,'’ the Supreme
Court reiterated and maintained that the exemption from income tax of income
from employees’ trusts still stands. Thus:

“We hold, as the CTA did, that the exemption from
income tax of income from employees’ trusts still stands.
The Court had first recognized such exemption in the
aforementioned CI/R v. Court of Appeals case, arising as it did
from the enactment of Republic Act No. 4917 which granted
exemption from income tax to employees’ trusts. The same
exemption was provided in Republic Act No. 8424, the .ax
Reform Act of 1997, and may now be found under Section 60(B)
of the present National Internal Revenue Code. Admittedly,
such interest income of the petitioner for 1993 was not subject
to income tax.

XXX XXX XXX

Clarifications are in order. The cited passage may seem
to implicitly assume that only such income earned by the
employees’ ftrusts from money market placements, bank
deposits, other deposit substitute instruments and government
securities are exempted from income taxation. This is contrary
to the provisions in Republic Act No. 4917, which then stood as
the governing provision on income ¢ exemption of emplo
trusts:

‘SECTION 1. Any provision of law to the contrary
notwithstanding, the retirement benefits received by
official and employees of private firms, whether
individual or corporate, in accordance with a reasonable
private benefit plan maintained by the employer shall be
exempt from all taxes and shall not be liable to
attachment, levy or seizure by or under any legal or
equitable process whatsoever except to pay a debt of
the official or employee concerned to the private benefit
plan or that arising from liability imposed in a criminal
action; xxx’

The tax exemption enjoyed by employees’ trusts was
absolute, irrespective of the nature of the tax. There was no
need for the petitioner to particularly show that the tax withheld
was derived from interest income from money market
placements, bank deposits, other deposit substitute instruments
and government securities, since the source of the interest

'""G.R. No. 138919, May 2, 2006. &q
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income does not have any effect on the exemption enjoyed
by employees’ trusts.” (Emphasis Ours)

In addition, the BIR already certified that the income of the retirement
funds from its investments is exempt from income tax having met all the
requirements of a reasonable benefit plan pursuant to R.A. 4917. The
pertinent excerpts of one of the said Certifications read as follows:

“In view thereof, this Office finds the ... Retirement Plan

to be a ‘reasonable retirement benefit plan’ within the

contemplation of Section 32 (B)(6)(a) of the Tax Code of 1997.

Accordingly, the retirement benefits to be received by the

employee-member shall be exempt from all taxes; the income

of the Trust Fund from its investments are exempt from

income tax; and the contributions of the company to the

retirement fund are deductible from its gross income.” *?

(Emphasis Ours)

Accordingly, income earned from treasury bond investments by the
subject retirement funds under trust with petitioner is not subject to final
withholding taxes.

Having definitely resolved the legal issue of tax-exemption of income
from employees’ trusts, We now proceed to the determination of the
refundable amount petitioner is entitled based on the evidence presented.

Records reveal that petitioner invested the assets of the subject
retirement funds in treasury bonds pursuant to the Trust Agreements which
earned interest income that was subjected to 20% final withholding tax.

The various “Confirmation of Sales Without Recourse”*?

submitted by
petitioner showed that petitioner's Trust Center, on behalf of the retirement
funds, purchased Fixed Rate Treasury Notes (FXTN) from the Bureau of

Treasury via on-line trading facility. The purchase transactions as reflected

12 Page 2 of Exhibit “I”; Docket, p. 391. l\)w

" Exhibits “P” to “QQ”, inclusive; Docket, pp. 469-494.
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iBank Trust 99-TA-807 PIBL1202K229 5,790,804 .40 26-Nov-03 155,541.10 31,108.22 124,432.88 -1,11-2
=" Trust 01-TA-810 =~ #nnnrnnn 1C "7 2emen | 26-Nov-M~ ~77,930.94 "7 586.19 222 34475 JJ,Jd-1,4J-2
subtotal | 954,522.16 | 190,904.44 | 763,617.72
iBank Trust 96-TA-801 PiiDO306F020 278,824 .48 1-Oct-03 6,622.08 1,324.42 5,297.67 KK,KK-1,KK-2
iBank Trust 96-TA-801 PiiDO306F020 278,824 .48 1-Jan-04 6,622.08 1,324.42 5,297.67 KK, KK-1,KK-2
) I 13, 2,648.84 ' 1
iBank Trust 01-TA-810 PiiDO306L030 10,000,000.00 5-Mar-04 250,000.00 50,000.00 200,000.00
iBank Trust 96-TA-801 PiiD0306L030 19,000,000.00 5-Mar-04 475,000.00 95,000.00 380,000.00
iBank Trust 01-TA-807 PiiDO306L030 5,000,000.00 5-Mar-04 125,000.00 25,000.00 100,000.00
subtotal | 850,000.00 | 170,000.00 | 680,000.00
iBank Trust 98-TA-803 PiiD0508F021 4,212,158.09 1-Oct-03 109,252.88 21,850.58 87,402.30 00,00-1,00-2
iBank Trust 98-TA-804 PiiDO508F021 487,840.91 1-Oct-03 12,653.37 2,530.67 10,122.70 PP PP-1,PP-2
iBank Trust 98-TA-803 PiiDO508F021 4,212,159.08 1-Jan-04 109,252.88 21,850.58 87,402.30 00,00-1,00-2
iBank Trust 88-TA-804 PiiDO508F021 487,840.91 1-Jan-04 12,653.37 2,530.67 10,122.70 PP,PP-1,PP-2
subtotal | 243,812.50 | 487"~ <0 | 195,050.00
iBank Trust 96-TA-801 PIBL1203D074 1,712,498.93 31-Mar-04 38,070.84 7.614.18 30,456.75 | QQ,QQ-1,QQ-2
subtotal 38,070.94 7,614.19 30,456.75
T~et | 3,869,016.40 | 773,803.28 | 3,095,213.12

The collection of interest income (net of 20% final tax) earned by the
subject retirement funds from the aforesaid investments are shown in the

15

Trust Deal Slips.’”” It can be noticed from the Trust Deal Slips that the net

amounts of interest it »me were credited to the accounts of the subject
retirement funds.
However, not all information indicated in the Schedule of Tax Claim

6 taxes withheld from the interest

Computation,” which showed the final
income earned on the treasury bond investments of the retirement funds, tally
with the Certification issued by the Bureau of Treasury dated July 26, 2004."
The following treasury bonds with the corresponding series numbers, face

value, coupon date, gross interest income, tax withheld, and net interes{i}{\

"% Exhibits “VV” to “DDDD”, inclusive; Docket, pp. 501-535.
16 Exhibits “T** and “T*-17; supra.
' Exhibits “TT”, “TT-1” to “TT-117, inclusive; Docket, pp. 496-499.
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income can not be found on the Certification issued by the Bureau of

Treasury: '
TREASURY GROSS
BILLS/NOTES IN iT 20% FINAL NET IN L
SERIES NO. =ACE VALUE COUPON DATE INCOME TAX WITHHELD INCOME
PIBL1202K229 236,324 .63 26-Nov-03 7,549.58 1,509.92 6,039.66
PIBL1202K229 19,117,656.17 26-Nov-03 513,500.54 102,700.11 410,800.43
PIBL1202K229 5,790,804.40 26-Nov-03 155,541.10 31,108.22 124,432.88
PIBL1202K229 10,347,385.80 26-Nov-03 277,930.94 55,586.19 22234475
PIBL1203D074 1,712,470 77 31-Mar-04 38,070.94 7,614.19 30,456.75
TaTAr 77 204,669.93 997 ra2 1Q 198,518.63 794,074 17

The trust account numbers designated to the subject retirement funds

are as follows:

Cliert' Name;

Jimenez sasic Advertising, inc. Retirement Fund

Eastern Telecom Philippines, Inc. Retirement Fund

Eassel Propack Philippines, Inc. (formerly Lamitude Corp)

Retirement Fund
Quorum International & Affiliates Retirement Fund
e-Business Services, Inc. Retirement Fund

Trust Account
Designated Exhibit
iBank Trust 96-TA-801 RR
International Exchange Bank Employee Retirement Fund iBank Trust 98-TA-803 RR
Philippine General Merchandising Corp. Retirement Fund | iBank Trust 98-TA- 804 RR
iBank Trust 01-TA-810 RR
iBank Trust 98-TA-806 RR
iBank Trust 99-TA-807 RR
iBank Trust 03-TA-812 RR

It was found that the account number iBank Trust 01-TA-807 was not

among the assigned account numbers for the subject retirement funds. Thus,

the withheld tax in the amount of P25,000.00 in the said account number

should be deducted from petitioner’s claim.

Likewise, the total claim by petitioner in its Petition for Review

amounting to P735,622.39 shows a discrepancy with the documents

submitted by petitioner as reflected on the Schedule of Tax Claim

Computation which shows that the total final tax withheld is in the amount of

P773,803.28. Inasmuch as petitioner cannot claim a higher amount than what

'8 Exhibits “TT-2" to “TT-117, inclusive; ibid.
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is prayed for in its Petition for Review, the Court will take into consideration
only the amount petitioner prayed for in its petition; and hence, We will deduct
the difference of P38,180.89 at the base for the computation of the refund.

In view of all the foregoing, the Court is convinced that petitioner has
sufficiently proven that it is entitled to a refund of the erroneously withheld
taxes on interest income from treasury bond investments of tax-exempt
Retirement Funds for taxable years 2002 to 2004 but only in the reduced

amount of P512,103.76 , computed as follows:

Amount Per Schedule of Tax Claim P 773,803.28
Less: Disallowances
a. Discrepancy in Claim Per Petition
for Review vis-a-vis the Schedule of Tax Claim P 38,180.89

b. Notincluded in the Bureau of Treasury

Certificate 198,518.63
¢. Not among the account numbers designated 25,000.00 261,699.52
Refundable Claim P 512,103.76

WHEREFORE, premises considered, the instant Petition for Review is
hereby PARTIALLY GRANTED. Respondent is hereby ORDERED to
REFUND petitioner the reduced amount of FIVE HUNDRED TWELVE
THOUSAND ONE HUNDRED THREE PESOS and 76/100 (P512,103.76),
representing final taxes withheld on interest income from treasury bond
investments of tax-exempt retirement funds for taxable years 2002 to 2004.

SO ORDERED.

[

)
ERLA H. UY
AsSgciate’ Justice
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WE CONCUR:
J%Law@ C. Qittieiats . =
ANITO C. CASTAN )A, JR. OLGAPALANC/ (NRIQL
Associate Justice Associate Justice

ATTESTATION

| attest that the conclusions in the above Decision were reached in
consultation before the case was assigned to the writer of the opinion of the

Court’s Division.

ows C .amaa,}_
JUANITO C. CASTANEDA,JR.
Associate Justice
Chairperson

CERTIFICATION

Pursuant to Article VIII, Section 13 of the Constitution, and the Division
Chairperson’s Attestation, it is hereby certified that the conclusions in the
above Decision were reached in consultation before the case was assigned to
the writer of the opinion of the Court.

Ew>v d Q%

ERNESTO D. ACOSTA
Presiding Justice



