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EFREN P, CASTAR:iDA,
Petition: r,

~ VErsug = C.T.A, (AC 1. *R09

THE COMMISSIONER OF
INTERNAL REVENUE,

.espondent., a\l—\’\%’*

x---------x

DECISTIOWN

This involves a claim for refund in the amount
of B12,557,13, representing incore ta» withtheld by
reapondent on petitioner's terminal le.ve pay upon
his retirement from the rovern ert s rvies in the
arount of B100,116.45 in 1983,

There exist no dispute as to ficts o this
case, The records show tat petitiorcr Efren P,
Castaneda is a Revenue Attache in the Philippine
Embassy in London, with th- designati n a= Revenue
Uperations Performance (fficer of tte furrau of
Internal  /venue, until his retireien! on Dece ber
10, 1982, under the provicions o¢f "cciion 1?2 (e)
of Commonweclth Act 186, aus amen lec tv ejublic

Act 1615, ¢nd further s nled ty ¢ +' lic Act 49¢
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which as arended by Rrpublic Act e 1 16, nfore-

sald, provildes an follows:

"OFficiols ond tinloyeer retired
under this Act stall te entitl-i to
tte cormutation of the unia d va atian
rnd sick leave boned on the Hi ot
rate recelivod, which they miy tave to
their credit the time of retirement™.
(underscorirq supplied)

lly virtue of petitioner's ¢ 1l ory rotire ent,
he received, among others, a terwminol leave pay in
money equivalent to EB110,116.45, towcver, from
gsald amourt of potitiuvner's terninal licsve pay, reas-
pondent Cormissioner of Internal Revenue withheld
as income tax, the anunt of B1?,567,.1% allogedly
fue and owing the qovernmant as "vi! e’ 'y Voucher
Yo. 01:304°529 of the Accountine Divi jon of the
fureau of Inierral Revenu:»,

Prtitioner, believin., ti ot he i 1ot liablo
for an income tax on his terrinul li: ¢ pay which
wae withhold ty his office, the 'ur of Internal
Revenue, in the gaid améurt of B12,5607,13, file
on July 7, 1983 a forral written cl for refun
with the respondent Commi ciosrner of Teternal Reven o,
relying on the atrenqth o/ thes rovi: . of Section

12 (c) of C,A, 186, as arvnided 'y ', . 1614,
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aforecitr 1, asserting that he, the p titioner,

is entitled to receive his terminal l-ave benefits
in the arount of B1GNM,116,45 o a malter of richt
and, hence, said sum should te paid to p titioner
in full, free from tax of whatever kird in confori -
ity with %ection 33 of Presidential Decree No,
1146, 'Avending, Expanding, Ircrecsing and Integ-

rating the Socisl Security and Insurance Benefits

of Government Employees ani Facilit tinn the Payment
thereof under C.A, 186, .8 am:'nded, and for OthLer
Purposes,' which provides:

"‘ec, 33. Exemption from Tax.
Leqgal Process ant Lien, ==xxx 'ccorde
inigly notwithstanding any laws to tlie
contrary, the System, its assets, re=-
venue including iccruals therelo sn'!
bennefits paid, shall be exemnpt fram
all taxes, assessments, fees, characs
or dutirs of all kinds x x x",
(underscoring supplied)

(Annex "U", p. B, CTA rec,) ¢ 'n.ic¢erring that res=-
pondent Comiissioner of Internal Reverur failed

to act or the aforesaid clain for refunc, petitioner
was constrained on July 16, 1784 t. irturpose lis
appeal to this Court by way of Petiticn for Review
and judicially claiming for the rerun.: of the amount
of B12,567.13 as withteld incore tax.
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Respondent,,in his "Answer" to petitioner's
petition for review, filed on December 4, 1984,
asserted the following "Special and Affirmative

Defenses," to wit:

3. Retirement gratuity received
by government officials and employees
is exempt from withholding tax. Ter-
minal leave pay on the other bhand is
supplementary compensation paid an
employee for services performed and
as such, it is subject to the withhold-
ing tax on compensation,

4, Section 12(c) C.A, 186 provides:
for entitlement of retiring employees to
commutation of unused vacation and sick
leave based on the highest salary received,
but not exemption from tax of terminal
leave pay;

5. Terminal leave pay is not among
the benefits covered hy P,D, 1146 parti=-
cularly Section 33 thereof;

6., The amount of B12,557.13 sought
to be refunded was paid in accordance
with law and regulations on the matter,
and the same is not refundable:

7. In action for refund, the tax=-
payer has the burden of showing thet the
taxes withheld and paid were erroneously
collected and failure to sustain gaid
burden is fatal in an action for refund;

8. Claims for refund are construed
gstrictly agasinst claimants since 2 claim
for refund is in the nature of an exempt-
ion from taxation (Manila Electric Co. vs.
Comm., of Int. Rev., G.R, "o. L~29987,
October 22, 1975, 67 SCRA 351);

1
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Con'idering that the issue hercin involves
only 38 question of law, the p rtier sutmitted tte
case for decision or the basi of fleadinis an
records of the instant case.

The only issue in this cuaie i. whether or not
petition-r's terminal 1l ave puy as a retired govern=
ment employee 1is subject to vithholdirng tax.

(pinion No. 99, Seriern of 1985, of the Presi=-
dentiil Assistant on Le al Affairs, states that
the connutation of all ‘ccumulated liuve: and the
pay.ent of the money v ‘ue tt-re f of on+ who
retires ujon rcaclting tte n (duleory r tirerent
age, is doubtless and clvirlv, o5 b nafit received
by retirir e¢mnlovees and woilers. (<en Srction
286 (the leave law) of the "iv. Adh., (o.e, as
amendrd by R.A, 1081,) (on firrir  that it is a
monetary benefit receivedl by retir . ny ¢ loyees

and workeis, the nonev value of si:id ccrued leave

therefore is on item whici shall not Ve included
in the gross income of s+il retirine ¢y loyees and
workers as it iz exen, © fron taxs'ion, ander th

stren th of Section 2 (c)Y(7)(') o~ ttn ''stioneal
Inter 21 t  vinune Code, ¢35 « ‘ided, ic ' provilee

thun 11
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"Section 29(c). Exclusion from gross
income. The following items shall not
be incluided in gross income and shall
be exempt from taxation under this
title: (underscoring our:)

(7) Retirement benefits, pensions,
gratuities, ete. x x x,

(B) Any amount received 'y an offi-

- cial or employee or by his heirs from
the employer as a consequence of sepa=-
ration of such official or employee fraom
the service of the employer due to death
or other physical disability or for any
cause beyond the control of the said
official or employee."” (underscoring ours)

Moreover, under the provisions of Section 1 of P.D,
220, the intent and policy of the law is clear‘to
the effect that social security benefits "and other

gimilar benefits received by retiring employees and

workers, whether received from Philippines or
foreign cgovernment agencies and other institutions,

private and public, shall be exempt from the payment

of income tax," Applying the provi:iion of law to

the amount of B100,116.45 as termiriil leave pay of
herein petitioner, "which represents the cash equi-
valent of the accrued vacation and sick leave
credit payable to a retiring ~mployce upon actual
retirement," said amount equivalent to the accrued
vacation and sick leave of a novern ent employee

4
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upon actual retirement is exempt from the payment
of withholding tax, and it was error for respondent
Commissioner of Internal Revenue, rs employer of
petitioner, to have withheld the incore tax there=-
from in the sum of BR12,557.,13, which we hereby

declare @s refundable to petitioner.

Respondent, however, asserted, eand which is
his own sericus solitary contention, that the retire-
ment law, particulerly Section 12(c), C,A., 186, as
amended by R.A, 1616, provides only for the commu-
tation of the unuszed vacation and sick leave to
their credit at retirerent, but provides no exemption
from the payment of income tox due on the said
terminal leave pay; and the claim fr refund of th
withheld income tax on the amount of accumulsated
leaves, being in the nature of exemption, should b
strictly construed citing with favor the case of
Manila Electric Co. vs. Comm. of Int. Riv., 67 SCR
351,

Contrary to the assertior of res ondent, as
primarily cited heretofore, P.D. 22/ and Section
29(c)(7)(B) aof the National Internal Revenue Code
had clearly and unequivocably provided for the

1

e
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exemption from the imposition of income tax on
bhenefitas roceived from Pihiilip;ine ;overnment
agenciuvs, among which is the amount pertsining to
the accumuloted accrued leaves of retiring govern-
went officials and employees, and which shall be
exempt from taxy and P,D, 220, which is accorded
the status and nature of a legislative cnactment
(Aquino, Jr. ve. Cnrile, 59 SCRA 183; De Chavez

v, Zobel, 55 SCRA 26, 31), and Section 28(ec)(7)(L)
of the National Internal Revenue Code, being
actuelly & legislative enactment, like any other
law or statute, their =ssence are their intents,
policies or objectives and our judicial duty is

to discover and ascertain these, and onre known

it is the duty of the Courts to so declare and
carry their intents, policies or ob jectives cour-
ageously into erffect (Vda. de Macubenta vs, Daveo
Stevedore Terminal Co., 32 SCRA 553, 557; Sue vs,
Hord, 12 Phil, 485; U.S. vs, Toribio, 15 Phil. 85;
Riera vs, Palmaroli, 40 Phil, 105; Conm, vs, Caltex,
106 Phil, 0293 Sarcos va, Cestillo, 26 SCRA 853,
0859-861,) and the landunqé and letter and the clear

purpose or policy of the laws prevsil. (Sarcos vs,
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Castillo, 26 SCRA 853, 859-86l,) We should not

bese cur decisions on oft-repeetéd and sometimes ’

sbused principle, as respondent often so invokes,

48 it did in this case which in effect is that

exemptions from texations of taxpayers are strictly

construed and highly disfavored in law and must

have to point out to & provision of law creating their
right thereto., This general rule, which is

equally a technical rule of construction, is, we

admit strict, but there is definitely a limit to

the strict technical interpretation of an exemption

statute (Comm, vs., White's Estate, 144 ¥ 2d 1019,

1021, Mertens, Law of federal Income Taxation, Vol,.

1, 1956 Ed., Chap. 3, Sec. 3.02, pp. 3-4, citing
Banker's Trust Co., 33 BTA 746; ‘Waynesboro Manu-
facturer's Assoc, v. Comm. 1 BTA 911, 914) and
this general strict rule of interpretation should
not be used to thwart the otherwise clear intent,
purpose, policy and objective of that exemption
law and should bow to the clear statutory language
and policy of said exemption law. (Philip Zinet,

Law of Federal Income Taxation, Cumulative Supple-

ment, Vol., 1, Sec, 308, p. 14 citing City Bank

i
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Farmer®s Trust Co, v. Petrid-, 168 F 2d 618,)

Leet a distorted legal irpresi:ion shall be
created in the important sub ject of taxation, the
narrow, restrictive or strict application of the
rule that exemptions from tax is alweys disfavored
in law does not always apply. Wher: tax exemption,
as had been provided and built in P.D, 220 and
" Section 29(c)(7)(B) of the National Internal Re-
venue Code, was clearly granted to government
retiring employees, precisely as an act of public
policy, and not as a matter of grace or faver teo
them since ¢overnment officers and employees render
@ very special publié duty or service to the govern-
ment and to the Filipino people at large, this
exerption from the payment of tax on their accumu=-
lated accrued leeves upon their retirement must
have to bz, ss we do hereby liberally construe
the sae in their favor (Ambrosio Padilla, Civil

Code Anrotated, 1956 Ed., Vol, IV, p. 1753 Tolentino,

Commentaries on the Civil Code, Vol. V, 1959 Ed.,

p. 2503 Carielo v. Monserrat, 55 hil., 644; see

Mertens, ibid., citing Estate of Emily St o Tajig,

11 7C 7313 Comm. v. White's Estate, op, cit.) as a

13
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reqard for their selfless, dedicated and admittedly
not adequately compensated service in terms of the
salary due their positions. Moreover, the tax
exemption provisions in P.D. 220 and Section
29(c)(7)(B) exempting them from the pasyment of
income tax on the amount of their-sccumulsted
accrued leaves are Hust too plain to be mistaken
and too categorical to be misinterpreted,

1t must have to be stated and emphasized in
this connection that respondent Commissioner of
Internal Revenue requested for reconsiderstion of
Opinion No. 99, which held that BIR Ruling No.
432, dated Auqust 14, 1958, has been superseded
by Section 1 of Presidential Decree No. 220, to
the end "xxx that any amount received by & retiring
government officer or employee, as the equivalent
of his eccumulated vacation and sick leave credits,
is exempt from income tax," the Presidential
Assistant for Legal Affeirs, Office cf the President,
in Opinion No. 114, series of 1985, in denial to
aforesaid respondent's motion for reconsideration,

opined in effect that "xxx whether taken under P.D,

No, 220 or under the Tax Code as amended by P.D,

!

1
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No, 1159 and Batas Pambansa Blg, 13%, any amount

received by s retiring government officer or worker

as cash equivalent of its unused vgcation and sick

leaves is exempt from income tax.," (underscoring

supplieds pp. 67-76, CTA rec.)

Ve are in full conformity with the Opinion No.
114 of the Presidential Assistant for Legel Affairs,
Office of the President, which made 8 very concise
effort to make an incisive explanation and illucid=-
ation of, and then finally making a concise decla=
ration of the true essence, intent, purpose, policy
and objective of P.D., No. 220 and Section 29(c)(7)(B)
of the National Internal Revenue Code and Batas
Pamhansa Blg. 135, granting exemption from income
taxes on all benefits due to government officers
and employees, the very office from which parti-
cularly P,D, 220 had proceeded and originated,
which office and no other can auttoritatively state
what in exactitude, is to our mind, thes mssence,
intent, purpose and ob jective, scope and extent,
of the tax exemption granted therein.

In view of the aforestated conformity thereto,

we quote at length the said Opinion No. 114 of the

4

1
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Presidential Assistant on Legsl Affeirs, Office
of the President, which we here consider as author-
ity in support of herein decision.

OFFICE OF THE PRESIDENT
OFFICE OF THE PRESIDENTIAL ASSISTANT
FOR LEGAL AFFAIRS
MALACARANG

OPINION NO, 114
Series of 1985

Manila, July 29, 1985

The Acting Commissioner
Bureau of Internal Revenue
Quezon City

Sir:

This refers to your petition of April
10, 1985, for reconsideration of Opinion
No. 99 of this Office, dated January 7,
1985, holding "thst BIR Ruling No. 432,
dated August 14, 1958, has been superseded
by Section 1 of Presidential Decree No.
220" and, therefore, any amount received
by a retiring government officer of employee,
as the equivalent of his accumulated vacae
tion end sick leave credits, is exempt from
income tax.

You seek reconsideration on the basis
of the following arguments:

"Social Security benefits,
retirement gratuities, pensions
and other similar benefits re-
ceived by retiring employees and
workers, whether received from
Philippine or Foreign government
agencies and other institutions,

g
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private or public, were unqual-

ifiedly exempt from income tax
pursuant to P,0, No, 2200 which

took effect on June Zﬂg,ﬁﬁfii

However, on June 3, 1977, Presi=-
dential Decree No, 1158-A was

passed amending certain sections

of the National Interndl Revenuas

Code of 1939 for incorporation

in the consolidation and codi-

fication of all existing revenus

laws, i.,e., as of Juns 3, 1977

under Presidential Decree No. 1158,
Thus, effective June 3, 1977, sube
paragreph (b) of Section 29 of the
National Internal Revenue Code of

1939 was amended by Section 2 of
Presidential Decree No. 1158<A by
incorporating in the National

Internal Revenue Code of 1977, the
proviaiona of Section 1 of Republie

Act No., 4917 and of Presidentinl

Decree No. 220 as Section 29(b)(7)(A),
(8),(C),(D),(C) and (F) (now Section

29 {(€){(7) (A}, (8),(C),(D),(E), and (F)
thereof). In fact, Section 29(e)(7)(A),
(8),(C),(D),{E) and (F) of the Tax Code
of 1977, as emended, covers the whole
gub ject of Presidential Decree No, 220 ¢
and retirement bernefits, pensions end
similar benefits,geceived by retiring
officials and employees only from
Philippine Government agencies are among
those in the enumeration of items of
income excluded from gross income or
gross compensation income, as the case
may be, which ghall be axempt from taxe
ation., Under the principle of ‘'Ejusdem
gensris* where ganeral terms follow the
designation of particulsr things or
clausses of persons or aubjfact, the genes
ral terms will be construed to include
those things or persons of the same
clags or of the same nature as those
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specifically enumerated., (Crawford,
Statutory Construction, p., 191)

Thus, the phrase ‘other similar
benefitse' in P.D. No. 220 following

an enumerstion of social security
benafits, gratuities, pensions

include only such benefits which are

of the same nature or like character

as those particularly mentioned or
enumerated which consist of payment

of benefits on account of complete
separation from the service of the
employer thereby excluding from the
ambit of the statute, payment of
benefits which are actually part of

the compensation/salary earned, pay=-
able and accumulated throughout the
years, e.g., accumulated vacation and
sick leave credits, while the employee
is still in the employ of the Develop-
ment Bank of the Philippines (DBP) and,
therefore, part of taxable compensation
of said employee, Such being the case,
the ruling of this Office subjecting the
money value of accumulated vacation and
sick leaves to income tax is still in

force and is not in any way superseded
by P.D. No. 220,

"Leave privileqe is an accessory
to an individual's right to hold public
office. It is a privilege enjoyed by
an employee and, in fact, paysble to
him even while he is still in the ser=-
vice or employ of his employer as part
of his compensation for services ren-
dered. That it is cumulative and commu=
tative does not change its true nature
that of being an *actual service privi-
lege' (Civil Service Commission Ruling
dated June 1, 1960, CSC Opinions and
Rulings, Volume I1-111)., Vacation and
sick leaves are privileges arising out
of employment &s specifically provided
for under Rule XVI of the Civil Service

23
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of 1959, A vacatlon leave is granted
to glve employesas opportunity to re-
plenish worn-out eonergies and acquire
new vitality to perform duties effi.
ciantly (Sun<-Ripe Coconut Products,
Inc, vea, The National Labor Union, No.
L-7964, prom, lOct, 18, 195%) while a
sick leevae 13 intended tog ismprove the
health during smploywment for better
work performance (Recio ve. Auditor
Ceneral, G.R, L~115%7, prom. April 17,
1959)"

The primary or cardinal zule in the intere
pretation of laws is to sscertain and give
effact to the intention of the legislator
(Roldan and Daza ve, Villaromen, €9 Phil, 12,
20, citing Borromeo vs. Marieno, 41 Phil, 322,
end Pcople ve, Concepclion, 44 Phil, 126; see
alse Tenada & Mecapagal ve. Cuenco, L-10320,
Feb, 28, 1957; Manila Lodge No., 761 va, Ceurt
of Appeals, 73 SCRA 162, 177), and that, when
thae isnguage of a luw is resasonably susceptible
of twn or moro interpretations, that should be
adopted which tends to give effect to ths meani-
fust intention cof the lenisletor and to promote
tha purposs for which it was enacted, and theat
interpretation should be re jacted which tends
to duefrat the purpose which the legislator has
inten ‘od to sttein by ite enactrent (Ibid,
citin, 0,5, ve. Toriblo, 1% Phil. A% and U,5,.
ve., Naverro, 19 Phil, 134),

All other rules of statutery caonatructicn,
1ike the ejusdem gsneris waxim invoked by that
office, are subordinate to this primary and
fundamental Tule (francisco, Statutory Cons-
truction, Third Ed., p. 106, citing Black on
Interpretation of Lawe, 2d Ed., p. 46) for the
legislative intent is the vital part, the aocul
end eosence of the law, and the guiding atar
in the interpretation thereof (50 Am. Jur. pp.
200, 201) and, therefore, is the canon af eta-
tutory construction (Francisco, supra, citing
Burkn v, State, 119 N_.Y,S. 1101, iac, %58).

24
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¥hat then is thes intent of the legis-
lator (the President) when he issued
Presidential Deeree No, 2207 For full
appreciation and clarity, we again quote
hereunder the pertinent provision of P.D.
No, 220 =

"1, That, provisions of any
existing law to the contrary note
withstanding, social security benew
fits, retirement gratuities, pen-
sions and other similar benefits
received by retiring employees and
workers, whether recelved from
Philippine or foreign government
agencies and other institutions,
private or public, shall be exempt
from the payment of income tax,"
(Underecoring supplied.)

As the said Decree does not contain a
preamble and contains only two (2) sections,
the second being the effectivity clause, we
have no other intrinsic aids in discovering
the intent of the legislator other than the
abovaquoted provision of Section 1.

Already exempt from income tax dong
before the issuance of P,D, No. 220 were

(1) "ancial security benefita" like those
received from the Soclal Security System
(Sec. 16, RA 1161, as amended) and compen=
sation for personal injuries or sickness
(Sec. 29/b/ /5/ of the National Internal
Revenue Code)} (2) government employees;
"retirement gratuities” (RA 1616) and
retirement““gensionewm(RA 660) under Section
28(c) of Commonwealth Act No. 186, as
amended. Likewise, retirement benefits of
private firms' employees were exempt from
such tax (RA 4917), Considering that such
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"gsocial security benefitas", ™retirement
gratuities” and "pensions" weTe already
exempt from income tax before the proe
mulgation of P,D. 220, it become: vaory
evident thst the intention of the Pre-
sident when he used the wordse “"other
gimilar benefits" in P.D. No. 220 wes to
likewise exempt from income tax benefite
received by retiring employees and workera
not yet then exempt from such tax or whoss
income tax exemption ie still in legsl
doubt, and place them ir the sume category,
at least insofar as income tax exemption
is concerned, as those already exempt from
such tax like social security benefits,
retirement gratuities and pensions.

The only qualification or condition
imposed by the Decree for the sxemption is
that the "benefite" sre "received by retiring
employees and workers”, irrespective of its
nature or source. It may then be asked: 1Is
cash equivalent of a government aofficers or
amployee’s accumulated vacation and sick leave
credits among those benefits recelved by said
E?Ficegvor emplovyee upan his retiramaﬁf% Our
firm affirmative answer to this question ile
legally impeccable because Section 286 of the
Revised Administrative Code provides that "whenw
ever any officer, employee or laborer of the
Government of the Philippines shall voluntarily
resign or be separsted from the service through
no fault of his own, like compulscory retirement,
he shall be entitled to the commutation of all
accumulated vecation and/or sick leave to his
credits,” and Resolution No. B1-1158, lesued on
October 17, 1981 by the Civil Service Commission,
the agency charged with the implementation of
our leave law (Opinion No. 133, s. 1982), ordains,
"The accurulsted lesve in excees of ten (10) monthse
shall not be forfeited unless thse officer, employae
or laeborer veluntarily resiqns, retires, or ie
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separated from the gervice through no fault

of hispown, in which case he shall he antitled

to the commutation of all hie sccumulated

vacation and/or sick leaves to hia credit v,

which, in no cese, shall sxceed three hundred
(300) days, exclusive of Saturdeys, Sundaye
and public holidays.”

. Likewise, Section 12(c) of Commonwasalth Act
No, 186, am emended hy RA 1616 and further smended
by Republic Act No. 4968, provides that -

"x x x O0fficisle and employees retired
under this Act shall be entitled to &
commutation of the unused vacation and sick
lesve, based on the higheast rate received,
which they may hsve to their crodit at the
time of rotirement.” (lUnderscoring supplied.)

Being a benefit granted under vur retirement
law, the payment of unused vacation and sick leaves
to & retiring government employee, whether under
RA 1616 (gratuity retiresent) or under RA 660
(pension retirement), is exempt frowm "ell types of
taxes", including income tax, pursusnt to Section

ce) of C,A, No., 186, as amended.

Notuithstending saeid Section 28(e¢), however,
the Bureeu of Internal Revenue still adheres to its
BIR Ruling No. 432, dated August 14, 1958, holding
"that payrent of the unused vacation and sick leave
of a retiring employee under Republic Act No, 1616
is subject to incowme tax."™ P.,D, No. 220 put an end
to whatever doubt engendered by said BIR Ruling on
the income tax exemption of cash equivelent of
unused vacation and sick leaves received by retiring
employess and workers,

Even the rule of e jusdem gensris invoked by
that Office susteins the above conclusion. The
law (PD No, 220) iteelf, as intimasted abovs,
classifies the benefits declarsd thereunder exsmpt
from income taux into two (2) classes, namely:

benefits "receivaed by retiring employess end workers.
Deing made by the law itself, this classification,

—

27
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not the ope suggested in the petition for
reconsideration, must be considered in

the epplication of said rule of statutory
construction, Thus, since by operation of

the provisions of Section 286 of the

Revised Administrative Code as implemented v,
by CSC Resolytion No, 81=-1158 and of

Section 12(c) of C.A. No. 186, as amended

by RAs 1616 and 4968, retiring government
officers and employees are entitled to the
commutation of the accumulated or unused
vacation and sick leaves, the same benefit
fall: within the class of benefits "received
by retiring employees and workers" and,
therefore, under the e jusdem generis, is
deemed included in the coverage of the Decree,

Indeed, to limit the tax exemption granted
under P.D. No, 220 to purely retirement benefits
(gratuities and pensions) as suggested in the
petiticn for reconsideration, is to render the
said Decree useless and ineffective, for prac-
tically all benefits of the nature of retirement
gratuities and pensions were slready exempt from
income tax before the issuance of the same Decree,
The President could not have the intention to
issue a useless, ineffective or inefficient decree
(Bird vs. Alaska, 187, U.S, p. 118); but rather
to have promulgated a valid and permanent statute
which would have the most beneficial effect that

its language permits (Urlosky vs. Haskell, 155
A.112).

It 1ay be worthy to note, at this stage, that
not all benefits er income considered parts of
compensation or :alary are taxable, for even
supplemertal allowances, per diems, benefits
and the like received by %T?icere and employees
of the Foreign Service are exempt from income
tax (RA 708). The BIR Ruling of February 6,

1952 likewise exempts from income tax subsistence
and quarter allowances given to commissioned
officers of the Bureeu of Coast and Geodetic
Survey.
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e acree that the provision of P.D, No, 220
were incorporaeted in the srendment introduced by
P.D. No, 1158=A {(dated June 3, 1977) in Section
29(b)(7) of the Tax Code. But the incorporation
did .-t change the exemption grunted under P,D,
No., 22, Said Section 29 (b)(7), as amended by
P.D. "o, 1158<~A reads:

“(7) Retirement benefits, psnsions,
gratuities, etc,

"(A) (Retirement benefits of prie
vate firms' employees under RA 4917)

"(B) Any amount rBCEIVPd by an offi-
cial and employee or by his heirs from
the employer &8 a consequence of sepa~
ration of such official or employee
from the service of the employer due
to death, sickness or other physiEET
disability or for any cause beyond the
control of the sald official or employes,

‘(C) The provisions of any existing
law to the contrary notwithstending,
social decurity benefits, retirement
qratuities, pensions and other similar
benefits received by resident or non-
resident citizens or aliens who come to
reside permanently in the Philippines
from foreign government sgencies and
other institutiona, private or public.

"(D) Payments of benefits due or
to become due to any persan residing .
in the Philippines under the laws of
the United States administered by the
United States Veterans Administration,

"(E) Payments of benefits made

under the Social Security Act af 1954,
as amendead,

23
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"(F) Benefits received from the
GSIS and the retirement gratuity
received by government officials and
employees.” /now Sec. 29(c)(7)(A), (B),
(c), (D), (EY & (F), Batas Pambanaa Blg. '
1353 underscoring supplied,/

The above enumeration excludes (1) proceeds
of 1life insurance policies paid to beneficiaries
upon the death of the insured; (2) any amount
received by an insured as return of premium; (3)
compensation for fnjuries or sickness under
Workmen's Compensation Acts (employees' compen-
sation under the Labor Code); and (4) income
exempt under treaty aqgreement, as they are all
already covered by, or declared exempt from income
tax under, Section 29(b)(1), (2), (5) and (6),
respectively, of the Tax Code as amended by P.D.
No. 1158-A,

The mere fact that Section 29(b)(7)(C) /now
Sec. 29 (c)(7)(C), BP Blg. 135/ abovequoted (whieh
enumerates in the same sequence the same benefits
mentioned in P.D. No. 220 as income tax exempt,
namely "social securit¥ benefits", "retirement
qratuities™, "pensions" and "other similar bene-
fits") limits the tax exemption to benefits
received from foreign government agencies and
foreign public or private institutions, does not
justify the conclusion that a change or amendment
has been made on the tax exemption granted under
P.D., No. 220 as incorporated into the Tax Code
by P.D., No., 1158=A, The limited coverage of sube
paragraph (b)(7)(C) is understandable, for it
would be repetitious to include in its coverage
social security benefits, retirement gratuities,
pensions and other similar benefits received b
from Philippine agencies declared tax exempt under
P.D. No. 220, since such benefits are already
covered by other provisions of Section 29 of the
Tax Qode, as amended. Social security and retire=-
ment benefits of private firms' employees received
from Philippine agences are already covered by
subparagraph (b)(5) and (b)(7) (A), (B) and (E).
Social security benefits, retirement géatuities,
penasions and other similar benefits received from
Philippine agencies by government employees are
alneady covered by subparagraph (b)(5) and (c)
(7) (B) and (F).

< 30
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Subparagraph (b)(7)(B) /(e)(7)(B), LP Blg,
135/ abuvequoted is even more cornrehensive in
coverage than P.D., "o. 220, as it covers benefita
receivrd as consequenre of separation from the
servioe "cue death, s.ckness or other physicsel
disabilitv ar for any cause beyond the control" i
of the employee or employee concerned, Geparation
fron th service may also I~ due to retirement
(Nationslista Party vs., Bautista, 85 Phil. 101)
or to al nlition of the Office (Zandurta vs, de
la Cost:, 66 Phil., 615; Antiquera vs. Baluyot,
91 Phil, 21.3 Menelang va. Nuitorieno, 924 Phil,
901). Definltely, the separation from the service
of & gqovirnrent officir or employee due to old
age (co ulsory retirement age) or to the abo-
lition +f his office is, like death, sickness
and phy ical disability, s separation “beyond
his coi 'l 01.," Vence, any amount re eived by
such officer or emplovyee as a consernuence of
such sc aration from the service (like cagsh
equival +t of his vacation and 1 ick leaves to
which h i3 entitled upon retirement pursuant
to Section 12(c) of C,A, No, 186, as amended,
and Section 286 of the Revised Administretive
Code ss implemented by CSC Resolution No., Ble
1158) i+ exempt from income tax pursuant to
Sectior 29(b)(7)(B) of the Tax Code, as amsnded
by P.D. No. 1158=-A, or Section 29(e¢)(7)(B) =sa
amended by Batas Pambansa Blg. 135,

Thus, whether taken under P.D. No. 220 or
under the Tax Code as amended by P,D. No., 1158&A
and Batas Pambansa Blg. 135, any emount received
by a retiring government officer or worker as
casl enquivalent of his unused vacation snd sick
leaves is exempt f.uw income tax,

ACCORDINGLY, this Office regrets tg inform
that office that it cennot reconsider or disturb
Opinien No. 99 of this Office, dated January 7,
1985,
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Please be guided accordingly,

Very truly yours,

By authority of the President:

(S5GD.) MANUEL M, LAZARO
Presidential Assistant for Legal Affairs

12-77
Copy for:

The Development Bank of the Philippines

Makati, Metro Manils

In view of the foregoing, petitioner Efren P,
Camtaneda is entitled to the refund of, and respondent
Commiseioner of Internal Revenue is hereby ordsred
to refund the sum of B12,557,.13 withheld as income
tax due from said petitioner's accumulated unused
leaves in the taxable year 1983,

Without pronouncement eas to costs.

SO ORDERED,

Quezon City, Metrc Manila, Febryary &4, 1987,

N
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WE CONCUR:

AMANTE/FILLE
Presidfng Judqe

£x ). REYiig;};

Atsctiate Judge
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