REPUBLIC OF THE PHILIPPINES
COURT OF TAX APPEALS
QUEZON GITY

SEMIRARA COAL CORPORATION
EMPLOYEES™ RETIREMENT FUND
represented by its Trustee,
The INTERNATIONAL CORPORATE
BANK~-TRUST DIVISION,
Petitioner,

- versus - C.T.A. CASE NO. 4886

COMMISSIONER OF INTERNAL Promulgated:

REVENUE , 0CT 03 1996

Respondent.

DEC I S 1ON

This is a c¢claim for the refund of fTinal withholdlng
taxes in the amount of P898,191.72 alleged to have been
erronecusly deducted and withheld by the Central Bank of
the Phillppines and remitted to the Bureau of Internal
Revenue (BIR) in conhection with Petitioner’s purchases
of government securities and/or income/yield earned from
bank deposits from January 1, 1989 until June 30, 1992.

Petitioner is an employees’ trust set up by its
emplover, Semirara Coal Corporation (Semirara for short),
for the exclusive benefit of its employees to provide

them retirement pension, disability and death benaeflts,
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The retirement beneflt plan, otherwise knowh as the
"Semirara Coal Corporation Employees Retirement Plan”,
established by Semirara for ite empioyees have been
approved by the BIR as a reasonable retirement benetft |t
plan within the contemplation of Sectlion 28(b)(7)(A) of
the National Internal Revenue Code (NIRC) (Exh. C, p.
202, CTA rec.?.

It is administered by its trustee, The International
Corporate Bank, Inc. {Interbank) - Trust Division, with
offlces at 111 Paseo de Roxas, Makat}, Metro Manita,
pursuant to the Trust Agreement entered into by Semirara
and Interbank on June 16, 1989 (Exh. A, pp. 184-102, CTA
rec.). [Admitted in the Answer, p. 32, CTA rec.].

Petitionertr, thru its trustee, maintained sgavings
deposit accountgs and made investments in Treasury Bltlls

and CB Bills for the period January 1, 1989 up to June

30, 1992, It earned interest income from savings
deposits and Income from money market placements and
treasury bills for the said period. A final tax of 20%

was withheld by the Central Bank on the interest earned
from government securities and by Interbank from interest
earned on savings deposits. For the period 1989 to June
1992, a totatl of P8YB,191.72 was withheld, computed as

follows:
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Jan. ~June
1989 1990 1991 1992 . TOTAL

Savings P 94.42 P 573.89 P 88.87 P 7.22 P 764.40
T Bills 39,554.25 202,509.73 353,132.50 258,765.39 853,9861.87
CB Billls 0.00 0.00 41,361.74 2,103.71 43,485,45
TOTAL P39,648.67 P203,083.62 P394,583.11 P260,876.32 P898,191.72

On December 5, 1991, the vlnterbank, Trust &
investment Services Division, as trustee of various
retirement funds) filed a written claim for refund with
the respondent tnvolving taxes withheld from Interest

earned on
Tor the

January

amount of P5,208,892.10

Qut of

represents the taxes

foilows:

rec.)

CB/BILLS
SAVINGS
T/iBILLS

claim for

erroneousiy

the total

government securities and
account of

i, 1989 to

amount

its various

September

(Exh.

withheld from

claimed fTor

Semirara,

savings deposits made

trustor, from the period
30, 1991, the total
pp. 204-218, CTA rec.).

refund, P528,965, 48

computed as

(see Schedule attached to Exh. D, p 206, CTA
1989 1980 1991
Jan.-Deoc. Jan.-Dec. Jan.-Sept. TOTAL
0.00 0.00 2,764.40 2,784.40
94 .42 573.89 83.83 751.94
39,5654.25 202,509.73 283,385,114 525,449.12
39,648,.67 203,083,62 286,233.17 528,965,486
On August 21, 1992, iInterbank Tiled another written
refund of the taxes allegedly illegally and/or
withheld from the income of the various
(Exh. E, pp. 217-230, CTA reoc.). Thus

retirement fund.
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for the period October 1, 1991 to June 30, 1992, an
amount equivalent to the sum of P369,226.26, was withheld
from Semirara, broken down as follows: (see Schedule

attached to Exh., E, p. 224, CTA rec.).

1991 tag2
Dot.-begc. Jan.-June roraL
T/BILLS 69,747.36 258,765, 39 328,512.765
CB/BILLS 38,597,34 2,103.71 40,701.05
SAVINGS 5,24 poee 12.46

108,349, 94 26U, 816, 3:

369,226.26

Petitioner inveckes the provisions ol Republic Act
No. 4917 in relation ta  Section H3(b) of the NIRCG, It
also relied on the Decision of ithe Supreme Court En Banc
in the ocase of Commissioner of internal Revenue vs. The
Hon. Court of Anpeals, The Court of Tax Appeals, GCL
Retirement Plan, represented by its frustee-Director,

G.R. No, 95022, March 23, {1992, where it was held:

R Y is evident that tax-exemption is
likewise 1o be anioyed by the income ot the
pension trust. Dtherwise, taxation of those
earnings would result in a diminution of
accumulsted income and reduce whatever the
trust beneficiaries vwould recelve out of the
trust fund. This would run afoul of the very

Iintendment of the taw.,”

Respondent did not act on saild claimsg for refund,.

Hence, this appeal.
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various

sk WO, 48RE

During ithe course of the trial, petitioner offered

documentary evidence faor the purpose

egtablishing oentitiement to the refung claimed.

Al

3.

The Irust  Agreement between Semirara Coal
GCorp. and interbkank, dated June 16, 1989
(Exh, aj:

Semirara Coal Corp. Hetlirement FPlian HRules
and Hegulations (Exh. B),

Letter of the BIR, dated March 13, 1991,

addressed to  Far East Bank and Trust
Company ., stating that the Semirara Coal
Corp, HRetlrement Plan gualitises as a
resgonable retirement pltan unhder Sec.

28(k}(7)(a) of the NIRHL (Exh. C);

Cleitm  fTor refundg of Interpbank, dated
Decamber 3, 1991, in behalf of 1ts various
truyatore  among which includes petitioner
for the pericd January 1, 16989 to
Sepitombar 3C, 1489t (Exh. D).

Claltm for refund of Iinterbank, dated
August 20, 1992, in bhehalt ot its various
trustors, including petitioner, covering
the period October 1, 1991 to June 30,
1992 (Exh. F)q

Confirmations ot Sale showing the amount
of tax withheld from Treagury Bitls
purchased {(Exhs., H to H-20, Incliusive);

GCertifications issued by the Ceantral Bank
on February 27, 1990 (Exhs. |, -1, -2,
February 26, 1999 (Exh. -3, April g,
1891 (Exhs., J, J-1 to J--9, inctuslve, and
Exh. J-10), February 20, 1992 (Exhsg. K, K-
1 to K-10, inclusive, and FExh, K-111},
September 10. 14992 (Exh,. i.?, and September
9, 1992 (Exh., L~-1);
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8. Monthly Remittance Returns of income Taxes
Withheld by the Central Bank from January
1988 to June 1992 (Exhs., L-1 to L-55,
inciusive);

Q. Quarterliy Returns of Tax Withhelid on
Interest Paid on Time and Savings Deposits
(BIR Form 174%) Tliled by interbank for the
four (4) quarterg of 1990 (Exhs., M, N, O
and F), 1991 (Exhs. R, 8, T and U) and for
the ftirgt two quarters of 1892 (Exhs, w
and X))

10. Annual Returns of Finai Income Taxes
Withheld on interest Faid on Deposits and
Yield on -Deposit Substitutes/Trust/eto.
(1R Form No, 1745-A) foe the years 1990
{Exh. Q), and 1291 (Exh. V):; and

1. BIR Payment Orders and CBR  Confirmation
Raceipts of Interbank to show payments
made gorresponding taoa the taxes withheld
in WHo. 8 above (Exhs. M-1, M-2, N-1, N-2,
-1, 0~2, P-1, P-2, R~-1, BR-2, |~-1., 8-2, T-
1T and T-2). Note: Pavments made for the
fourth auarter of 19914, first and g¢econd
quarters of 1992 are already machine
validated As shown in the guarteriy
returne.

Respondent, on the other hand, chose not to present
any evidence to oontrovert the c¢iaim for refund,
Instead, resepondent submitted the case for decistion, sgans
any memorandum, on the basls of the pleadings and records
of the casge.

The only lssue tn be resofved is: Whether o¢r not

petitioner is entitied to the retund of PBU&, 101,72,

representing the final withheoiding taxes on the
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income/interest from itnvestments In geovernment securities
and bank deposits.

This casa is not of first impression as held in the
case of Commissioner of Internal Revenue vs. The Hon.
Court of Appaals, The Court of Tax Appeals, GCL
Retirement Pian, represented by fts Yrustee-Director,
G.R. 95022, March 23, 1992, pertinent portion of which
reads as follows:

"To begin with, it Is signiticant to note

that GCL  Pian was qualitied as exempt trom

income tax by the Commisgsioner of Internal

Revenue in ac¢cordance wlth Rep. Act. No, 4917

approvedd on 17 June 1967, This law

specifically provided:

"SECYTION 1. Any provision of
law to the contrary unotwithstanding,
the retirement beneflits received by
ofricialg and employees of private

firms, whether Indtvidual or
corporate, in accordance viith a
reasonable private benefit plan

maintained by the emplover shatl be
exempt from all taxes and shall not
a2 liable to attachment, levy or
se{rure by or under any fegal or
equitable process whatsosver gxcept
to pay a debt of the official or

employee concerpned to the privale
benefit plan or that arising from
tiability imposed in a criminal

arition:;” x ¥ x {(emphagis ours).

in s0 far as emplovees’ trusts are
cenfcerned, the faregoing provision should be
taken In relation tn then Section B6(b) {now
531ib1) of the Tax Code. as amended by Bep. At
No. 19B2. supra, which took effect on 22 June

1887, "This provigion specifTically exempted
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emplioyees’ trusts from Income tax and is
repeated hereunder for emphasis;:

“Sec. 56 Imposition of Tax,. -
(a) Application of tax. - The taxesd
imposed bv this Title upan

individuals shall apply to the [income
of eatates or of any kind of property
held In trust.

XEX XXX XXX

"ih) Exception,. - The tar
impesed by this Title sahail not apply
to employee’'s trust which forms pert
of a pensiop, stock bonus or profit-
sharing pitan of an emplover for the
heneftit of some  or aifl of his
smployeeg x x x"

The tax-exemption privilege of emplovees’
trusts, as distinguished from anvy other kind aof

property held in trust, springs from the
foregaing provision. It Is unambiguous,
Manifeat therafrom is that +the tax taw has
singied out emp loyees’ trusts for tax

axemption.

And rightly so, by virtue of the raison

detre behind the creation  of employees’
trugl =, Employees’ trustis opr beanefit plans
normaliy provide economic agsistance to
amployees upnn the goecurrence  of certain
contingencies, particulariy, old age
retirement, death, sickness, or digsablility. it
provides security agsainst hazards to vwvhich

members of the Plan may be exposed, bt is  an
Independent and additioenal gource of prolaction
for the working droup, What is more, It is
establisghed Tor their exclusive benefit and for
no other purpose,

The tax advantage In  Rep. Act. HNo, 1983,
Saction BS(h), Was  conoeiveadd it order to
encourage the formation and establishment of
such private plans Tor the bhenefit of tahorers
and employees outside of the Social Securily
At “Enlightening is A portion of the
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explanatory note to H.B. No. 8503, how R.A.
1983, reading:

"GCongidering that under Section
17 of the Social Security Act, alt
contributions collected and payments
of slckness, unemployment,
retirement, disabi!lity and death
benefits made thereunder together

with the income of the pension  trust

are exempt Trom any tax, assessment,
fee, or charge, It Is proposed that,
a simitar system providing for
retirement, etc. benefits for
employees outside the Social Security
Act be exempted from income taxes."
(Congressional Record, House of
Representative, Vol. IV, Part, 2, No.
57, p. 1859, May 3, 1957 cited in
Commissioner of internal Revenue va.

Visayan FElectric Co., et. al., G.R.

No. .-22611, 27 May 19686, 23 SCRA

718); (Underscoring supplied).

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
accumuiated income and reduce whatevetr the
trust beneflclaries would recelve out of the
trust fund. Thls would run afoul of the very

intendment of the law.

The deletion in Pres, Decree No. 1959 of
the proviszsos reqarding tax exemption and
preferential tax rates under the olid law,
therefore, cannot be deemed to extend to
employees’ trusts. Said Decree, beling a
general law, cannot repeal by Implication a

speciflc provision, Section 56(b) (now 53[bl)
in refation to Rep. Act No. 4917 granting
exemption from income tax to emplovees’ trusts.
Rep. Act 1983, which excluded employees’ trusts
In its Section 56(b) was efteotive on 22 June
1957 while Rep. Act No. 4917 was enacted on 17

June 19867, long before the issuahve of Pres.
Decree No. 1959 on 15 October 1984, A
subsequent statute, general in character as to

its terms and appllcation, is not to be
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construed as repealing a speclal or specific
enactment, unless the legisiative purpose to do

80 is manifTested. This is so even if the
provisions of the {fatter are sufficlentiy
comprehensive to incliude what was set Torth in

the special act {Villegas vs. Subldo, §G.H, No.
L-31711, 30 September 1971, 41 SCGRA 190),.

Notably, ton, all the tax provisions
herein treated come under Title Il of the Tax
Code on “fincome Tax." Section 21(d), as
amended by Rep. Act No. 1959, refers to the
finatl tax on individuals and fTalls under
Chapter il; Section 24(cc) to the final tax on
corporatinng under Chapter 11, Section 53 on
withholding of final tax to Heturns and Payment
of Tax under Chapter Vi and Sapotion B56(b) to

tax on Egtates and Trusts covered by Chapter
Vii. Sentlion BB(b), taken In conjunction with

Section 56(a), Bupra, explicitly exciudes
employeas’ trusts from “the taxes imposed by
this itte. " S8ince the final tax and the
withholding thereof are embraced within the
titie on "lInpcome Tax" it Tollows that salid
trust mugt be deemed exempt therefrom.

Otherwise, the exception becomes meaningless.

There «can be no denying elther that the

final withholding tax is collected from |ncome
in respect of which empliovees’ trusts are
declared exempt (Sec. G&ID1), {now 53[(bl, Tax
Code). The application of +the withholding

system 1o interest on bank deposits or vyield
from deposit substitutes s egsaentially to
maximize and expedite the coliection of |ncome

tarxes by requiring its payments at the source.
If an employee’ trust Iike the GCL enjoys a
tarx-exempt status fTrom income, we See no logio
in withholding a cerltain percentage of that
income which it is not supposed to pay In the
Tirst pleace,

Fetitioner also rejies on Revenue
Meworandum Clrcular 3i-84, dated 30 Ootobher
1984, and Rureau of Internal Revenue Ruling No.

027~-e-000-00-005-85, dated 14 January 1985, as
authorities for the argument that Pres. Decree
No. 1959 wlthdrew the exemption of employees’
trusts from the withholding of the final tax on
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Interest income, Sald Circular and Ruling

pronounced that the deletion of the exempting
and preferential tax treatment provisions by

Pres. Decree No. 1959 Is clear manifestation
that the slngle 15% tax rate is Ilmposable on
all interest income regardliess of the tax

status or coharacter of the recipient thereof.
But since we herein rule that Pres. Decree No.
1959 did not have the affect of revoking the
tax exenption enjoyed by employees’ truste,
reliance on those authorities is now
misplaced.”

We do not Intend to depart from the wilisdom of the
above-mentioned decision on the legal question of whether

or not an employees trust, qualified by +the BIR as a

reasonabile retirement benefit plan, ile exempti from
taxattion. However, with respect to the Tactual issue of
whether or not petitioner has proven Its entitiement to
the amount ociaimed is another aquestion still to be

resolved,

In the recent case of interbank Employees’
Retirement Plan, represented by its Trustee, The
International Corporate Bank - Trust Division vVS.

Commissioner of Internal Revenue, CTA Case No. 4881, July
30, 1996, this Court has ruted that pursuant to Sections

50 and 51 af the NIRC in relation with Section 2 of

Revenue Reguliations No. 3-85, further amending Section b5
of Revenue Regulations Noe., 23-84, "the return and
remittanhce of final taxes withheild on income derived from

bank deposits and yleld Ffrom deposit substitutes should
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be Tiied within twenty-five (25) days fTrom the oclose of
each ocalendar quarter”,. (p. 13, Decision CTA Case No.
4881, Sinrce  the patilion in this casge was filed on
December 7. 1992, ati claims Tor refund for the vear 1989
up to  the ihird qgoarter of 1990 have prescribed, What
remains ta be determined is the remaining balance of the
amount olalimed whi&h have not vet prescribed. Was
petitionar able to substantiate {ts claim for retund?

The individusl trugtors manhaged by Interbank
gpecifically gshowsed thelr account numbers in the
attachment to fnterbank ‘e claims fTor refund filed on
December 5, 18991 (Exh. D) and August 21, 1992 (Exh. t).
Thue, It can he pinpointed for whose accounvy the taxes
were withheid, A caretul review of the v fdehoe
presented by petitioner Tully ceonvipnced this Court  That
petitioner has establiished its right to  the refund of

P8286,086.55, broken down as Tollows:

Perign ills B Bilis  Savings  futal
4th Ubr, 1990 Pliee, ub3.28" ¢ - FE73.89  PI6Y,627 .12
Jan,-Sept. 14991 283,385, 4 2,764,400 Ba&. G 286,233.17
Oot L -bec, 1991 69, 747,36 38,597 .34 H,.24 U, 349,94
JAn o lune 1GE2 958,i66.39  2,108.71 _7.22  260,876.32

P780,951,12 PA3,465.45 P669.98 PB25,086.55

peeepu frtied et S ppd TIUTNLITNTGA, LTI T NI

* (aee ., 9185, CTA records)
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WHEREFORE | in altl the foregoing, respondent ia
hereby ORDERED to REFUND in Tavor of the petitioner the

amouni  of P25 0g6 BY ) represonting  erronsousty  eand/or

Plttegaliiy withheld finas! tayxes from tt= noome on
government segurities investments and Interests on

savings deposits from the tourth quarter of 19x0 ta June

YA

RAMON . DE Y/t
Asanaaatn Joug

30, i992.

B0 OHLERED.

I CONCUR:

w2 A
ERNESTO D, ACOSTA
Prestsding Judge

CERTIFHOATILON

! herety et fy that thie decigjon waa rearhed
aftter due conagultatior with the mepher of the Conrt of

Yax Appesis in aceordapce with  Reotiorn 12, Articlie VII|

Crs @ Gl

EANESTO D. ACOSTA
Freciding Judae
Court of Tax Appeals

of the Coretitution,
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