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Title:
Commissioner of Internal Revenue v. The Hon. Court of Appeals, The Court of Tax Appeals,
GCL Retirement Plan

Facts:
The GCL Retirement Plan (hereinafter “GCL”) is an employee’s trust established by GCL
Inc. for providing retirement, pension, disability, and death benefits to its employees. The
Plan was recognized and qualified as exempt from income tax by the Commissioner of
Internal Revenue (hereinafter “Commissioner”) in compliance with Republic Act No. 4917.
In 1984, GCL earned interest income from money market placements and purchase of
treasury bills, from which a 15% final withholding tax was withheld pursuant to Presidential
Decree No. 1959, which took effect on October 15, 1984. GCL filed a claim for a refund of
the withheld amounts, totaling P11,302.19, stating it was exempt from such taxes under
Republic Act No. 4917 in conjunction with Section 56(b) of the Tax Code. When the claim
was denied, GCL took the matter to the Court of Tax Appeals (CTA), which ruled in favor of
GCL, leading to the case’s elevation to the Court of Appeals and subsequently, the Supreme
Court.

Issues:
The fundamental legal issue to resolve is whether the GCL Retirement Plan is exempt from
the final withholding tax on interest income as imposed by Presidential Decree No. 1959,
despite the general provisions for the imposition of said tax on interest incomes.

Court’s Decision:
The Supreme Court upheld the decisions of the Court of Appeals and the CTA, supporting
GCL’s  tax-exempt  status.  The  Court  emphasized that  employees’  trusts  were  explicitly
exempted from income tax by Section 56(b) of the Tax Code, as amended by Republic Act
No. 1983, and juxtaposed with the enactment of  Republic Act No. 4917, asserting the
intention to provide such trusts with tax exemptions. The deletion of specific provisions
regarding tax exemption and preferential tax treatment in Presidential Decree No. 1959 did
not  mean  a  repeal  of  the  special  exemption  for  employees’  trusts  by  implication.
Consequently, the Supreme Court ruled that the GCL Retirement Plan is indeed exempt
from the final withholding tax on interest income from money placements and purchase of
treasury bills.

Doctrine:
The Supreme Court established that employees’ trusts specifically qualified as being exempt
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from income tax under respective tax laws shall not be subject to final withholding tax, even
with the enactment of laws imposing such withholding tax on interest income broadly. A
general law cannot repeal by implication a specific provision granting tax exemption.

Historical Background:
The  case  emphasizes  the  intention  of  the  Philippine  legislative  and  legal  system  to
encourage the establishment of employees’ trusts or benefit plans by affording them tax-
exempt status, consistent with the reason behind the enactment of Republic Act No. 4917
and Section 56(b) of the Tax Code as amended by Republic Act No. 1983. It signifies the
policy  of  supporting workers’  welfare by incentivizing private  firms to  provide for  the
economic security and benefits of their employees.


