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Respondent is the duly appointed Commissioner of the
¢ of Interr * Rever : (BIR) empowere ™ to perform ' e
duties of said office including, among others, the power to
decide, approve and grant refunds or tax credits of erroneously
or excessively paid taxes. She holds office at the BIR National
Office Building, BIR Road, Diliman, Quezon City.

—

On October 25, 2008, petitioner e-filed with the BIR its
Quarterly VAT Return for the quarter ended September 30,
20083 and paid value-added tax in the amount of
P128,486,308.294 for the said quarter.

On October 19, 2010, petitioner filed with respondent’s
Large Taxpayers Service an administrative claim for refund or
tax credit of its alleged over/erroneous payment of VAT for the
quarter ended September 30, 2008 in the total amount of
P72,738,183.31.5

Petitioner filed a judicial claim for refund or issuance of
tax credit certificate by way of a Petition for Review before this
Court on October 26, 2010.

Respondent filed her Answer® on December 3, 2010 and
interposed the following special and affirmative defenses:

“S. Respondent hereby reiterates and repleads the
preceding paragraphs of this answer as part of her Special
and Affirmative Defenses.

6. Taxes collected are presumed to be in
accordance with laws and regulations.

7. Petitioner’s alleged claim for refund is subject to
administrative routinary investigation/examination by the
Bureau of Internal Revenue. A claim for refund is not ipso
facto granted because respondent CIR still has to investigate
and ascertain the validity of the claim.

8. Petitioner must prove compliance with the
following in order to be entitled to the claim for refund: P

3 Exhibit “E”.

* Exhibit “E-1”.

3 Exhibits “L” and “M”.
® Docket, pp. 36-46.
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1. Whether petitic er has complied with the governing
1 - s da " s wit reg d1 re dvery of taxes
collected/received as provided in Section 229 of the
National Internal Revenue Code of 1997, as amended;

2. Whether petitioner’s claim for refund of value-added
tax for the quarter ended September 30, 2008 was
filed within the period prescribed by law;

3. Whether petitioner is entitled to refund or issuance of
tax credit certificate in the amount of P72,738,183.31
allegedly representing over/erroneous payment of
value-added tax for 1e quarter ended September 30,
2008.

4. Whether petitioner has complied with the submission
of complete documents in support of its administrative
claim for refund.

The above-enumerated issues can be summarized as
follows:

“Whether petitioner is entitled to the refund or issuance
of tax credit certificate in the amount of P72,738,183.31,
purportedly representing its over/erroneous payment of value-
added tax for the quarter ended September 30, 2008.”

Respondent argues that petitioner is not entitled to
refund or tax credit for alleged erroneous payment of VAT for
the quarter ended September 30, 2008. She asserts that
petitioner’s claim for refund was due to an alleged
inadvertence that certain official receipts evidencing payment
of services during the quarter ended September 30, 2008 were
not uploaded in the system. Consequently, input tax was not
recorded and not credited against the output tax for the
quarter, resulting in the understatement of allowable input tax
for the quarter. It is clear that no payment was made by
petitioner; and that it is not a tax payment contemplated in
Section 2C C) of the N C of 1997 that would warrant refund #
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or tax credit, but only a case of erroneous recording of input
tax.

Furthermore, respondent alleges that only those input
taxes attributable to zero-rated sales made by a VAT-registered
person may be the subject of a claim for refund or tax credit of
excess input VAT, and petitioner’s claim is not attributable to
zero-rated sales.

Respondent points out that petitioner did not give
respondent the opportunity to evaluate its claim for refund, as
seven days after filing the administrative claim for refund on
October 19, 2010, petitioner filed a Petition for Review with the
Court of Tax Appeals on October 26, 2010. As such, petitioner
violated the doctrine of exhaustion of administrative remedies.
The doctrine calls for resort first to the appropriate
administrative authorities in the resolution of a controversy
falling under their jurisdiction before the same may be
elevated to the co ‘ts of justice for review. It is settled that
non-observance of the doctrine results in lack of cause of
action which is one of the grounds allowed by the Rules of
Court for the dismissal of the complaint.

Petitioner contends that the Petition for Review was
timely filed in accordance with Section 229 of the NIRC of
1997, as amended. It further argues that it had until October
26, 2010 within which to file the instant Petition for Review;
and if the Petition for eview would be filed later than said
date, petitioner will be barred from filling such Petition
bece se no such suit or proceeding can be filed after the
expiration of the two (2)-year prescriptive period. As the two-
year prescriptive period was expiring without a decision from
respondent, petitioner was constrained to file with this Court
the corresponding Petition for Review.

Petitioner asserts that the administrative and the judicial
claims for refund were filed on time based on Sections 204(C)
and 229 of the NIRC of 1997, which provide:

“SEC. 204. Authority of the Commissioner to
Compromise, Abate and Refund or Credit Taxes. — The %
Commissioner may —

XXX XXX XXX
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(C) Credit or refund taxes erroneously or illegally
received or penalties imposed without authority, refund the
value of inter1 ' revenue s° nps when they are re’ mned in
good condition by the purchaser, and, in his discretion,
redeem or change unused stamps that have been rendered
unfit for use and refund their value upon proof of
destruction. No credit or refund of taxes or penalties shall
be allowed unless the taxpayer files in writing with the
Commissioner a claim for credit or refund within two (2)
years after the payment of the tax or penalty: Provided,
however, That a return filed showing an overpayment shall
be considered as a written claim for credit or refund.”

“SEC. 229. Recovery of Tax Erroneously or lllegally
Collected. — No suit or proceeding shall be maintained in any
court for the recovery of any national internal revenue tax
hereafter alleged to have been erroneously or illegally
assessed or collected, or of any penalty claimed to have been
collected without authority, or of any sum alleged to have
been excessively or in any manner wrongfully collected, until
a claim for refund or credit has been duly filed with the
Commissioner; but such suit or proceeding may be
maintained, whether or not such tax, penalty, or sum has
been paid under protest or duress.

In any case, no such suit or proceeding shall be filed
after the expiration of two (2) years from the date of payment
of the t¢ or penalty regardless of any 1pervening cat
that may arise after payment: Provided, however, That the
Commissioner may, even without a written claim therefor,
refund or credit any tax, where on the face of the return
upon which payment was made, such payment appears
clearly to have been erroneously paid.”

Records confirm that petitioner filed its claim for refund
in accordance with Sections 204(C) and 229 of the NIRC of
1997. As shown in its eFPS Payment Details!? for Quarterly
VAT Return, petitioner paid the amount of P128,486,308.29
on October 26, 2008. Records show that petitioner filed its
administrative and judicial claims for refund on October 19,
2010 and October 26, 2010, respectively, which are both
within the two-year period prescribed by Sections 204(C) and
229 of the NIRC of 1997.

The Court will now proceed to discuss whether petitioner
has complied with the governing rules and regulations with
regard to recovery of taxes collected/paid as provided in %

19 Annex “D”, Petition for Review, docket, p. 17.
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Section 229 of the NIRC of 1997, as amended, and whet__=r
petitioner is entitled to refund.

It is represented that petitioner’s accounting practice
concerning purchases of services on credit consists of charging
the input tax component into a temporary account called
Input Tax-Services-Clearing upon receipt of the invoice from
its s oplier of services. When petitioner pays the account, the
input taxes recorded in the temporary account is transferred
to Input Tax-Services account, which is subsequently closed to
Output Tax Payable at the end of the taxable quarter.!!

In its Quarterly VAT Return!? for the quarter ended
September 30, 2008, petitioner reflected an output tax due of
P1,357,219,175.12 that was offset against the allowable input
tax of 1,060,387,183.68, leaving a net output tax payable of
$296,831,991.44 which was paid through the BIR’s Electronic
Filing and Payment System on September 24, 2008 and
October 26, 2008 in the respective amounts of
P168,345,683.5813 and P128,486,308.2914 as detailed below:

Vatable Sales/Receipts P 11,310,159,792.67
Zero-Rated Sales/Receipts 15,524,164.31
Total Sales/Receipts P 11,325,683,956.98
!

T ace- AllArsrathla Tririit Tavw |

| Inrn!f Tav (‘q-{ripr‘] nvtzir_frnmﬂ'pvinne Muarter 39,431,86336
mpurt 1ax veferrea on Capital Gooas rxceeding
P1 Million from Previous Quarter 409,422,84" =1
Total P 448,854,705.87
Current Transactions
Puirchace af (Canitg]l Gonds exceeding PIM RO 4AR NAKR 1IN
pomestic rurcnase of Goods Other than Capitau
Good< 701 ARKR 57N 81
Importation of Goods Other than Capital Goods 81,126,061.88
Domestic Purchase of Services 208,267,914.45
Total P 1,080,545,595.24
Total Available Input Tax 1,529,400,301.11
Less: Deductions from input tax
Input Tax on Prrchacee nf Canital (Gonds 469,013,117.43 A

' Exhibit “FF.
' Exhibit “E”.

1 Exhibits “D” to “D-1.
" Exhibit “E-1”.
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taxable year 2008, petitioner could not amend its VAT Return
for the subject quarter to include the input taxes in the
amount of P72,738,183.31 when the error was discovered.
Hence, this claim for refund.

Petitioner anchors its claim on Sections 204(C) and 229
of the NIRC of 1997, as earlier quoted, and the doctrine of
solutio indebiti thus obliging respondent to refund or return
the amount erroneously paid or delivered to him.

Petitioner claims that it has erroneously overpaid output
tax, which it is claiming for refund. The claimed overpayment
arose from petitioner’s inadvertence in accounting for and
reporting some of its input taxes on purchases of services on
credit.

Under Section 110 of the NIRC of 1997, as amended,
output and input taxes are defined as follows:

“The term ‘input tax’ means the value-added tax due
from or paid by a VAT-registered person in the course of his
trade or business on importation of goods or local purchase
of goods or services, including lease or use of property, from
a VAT-registered person. It shall also include the transitional
input tax determined in accordance with Section 111 of this
Code.

The term ‘output tax’ means the value-added tax due
on the sale or lease of taxable goods or properties or services
by any person registered or required to register under
Section 236 of this Code.”

Under our VAT system, output tax and input tax
interplay such that input taxes from certain transactions that
are evidenced by a VAT invoice or official receipt issued in
accordance with Section 113 of the NIRC, shall be creditable
against the output tax.l? If at the end of any taxable quarter,
the output tax exceeds the input tax, the excess shall be paid
by the VAT-registered person. On the other hand, if the input
tax exceeds the output tax, the excess shall be carried over to
the succeeding quarters or quarters.18 L

'” Section 110(A)(1), National Internal Revenue Code of 1997, as amended.
18 .
1bid.
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Clearly then, any increase in the input tax shall lead to a
decrease in the output tax, while a decrease in input tax leads
to an increase in output tax. If there is an error in the
computation of input taxes, such that less input tax is
recogni. 1, there is a higher output tax liability. Such error
when corrected, i.e. a higher input tax is recognized, results to
a lower output tax than that already paid and thus provides a
justifiable claim for refund of erroneously paid output tax.

By analogy, the ruling of the Supreme Court in Fort
“nifacio Development Corporation v. Commissioner of Internal
Revenue et al.19, is instructive:

“In this case, when petitioner realized that its
transitional input tax credit was not applied in computing its
output VAT for the 1st quarter of 1997, it filed a claim for
refund to recover the output VAT it erroneously or
excessively paid for the 1st quarter of 1997. In filing a claim
for tax refund, petitioner is simply applying its transitional
input tax credit against the output tax it has paid. Hence, it
is merely availing of the tax credit incentive given by law to
first time VAT taxpayers.”

In the instant case, petitioner failed to consider in its
computation of output tax liability certain input taxes on some
of its purchases of services on credit, thus leading to a
payment of higher output taxes than it otherwise should have

aid. When petitioner realized this and could no longer amend
its VAT returns due to the issuance of the Letter of Authority,
petitioner applied for refund of erroneously/excessively paid
outp* tax. In filing for tax refund, petitioner is simply
applying its input tax credit against the output VAT, hence,
petitioner is merely availing of the creditable input tax
mechanism provided for in Section 110.

We now determine the veracity of the output taxes and
input taxes involved for the quarter ending September 30,
2008.

There appears to be no issue with respect to the amount
of Output Tax Due of P1,357,219,175.12 for the 3t quarter of
taxable year 2008. L

' G.R. No. 173425, September 4, 2012.
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! RE, premises considered, the instant Petition
for Review is hereby DE [E for lack of merit.

A A P

Associate Justice
CONCURS:

/
1 A

As§7/gila}e Justice

I attest that the conclusions in the above/Decision were
r¢ ched in consultation before the case was Assigned to the
writer of the opinion of the Court’s ™ vision.

/

/

J
Assdctatd Justice

Chairperson

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’s D1V1Slon

Pres1d1ng Justice



