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Title: Commissioner of Internal Revenue v. Shinko Electric Industries Co., Ltd. (2023)

Facts:
Shinko  Electric  Industries  Co.,  Ltd.,  a  Japanese  corporation,  established  a  Philippine-
registered representative office to conduct activities such as information dissemination and
product promotion.  On October 16,  2009, the Commissioner of  Internal  Revenue (CIR)
authorized the examination of Shinko’s books for internal revenue taxes for the period from
April 1, 2006, to March 31, 2007. The CIR subsequently issued a Preliminary Assessment
Notice for deficiency income tax and value-added tax (VAT) for the fiscal year ending March
31, 2007.

Shinko contested these and received a Formal Assessment Notice, which it protested. Due
to the CIR’s inaction, Shinko filed a Petition for Review with the Court of Tax Appeals (CTA)
Division, arguing that as a representative office, it does not earn income in the Philippines
and thus is not liable for the taxes assessed.

The CIR countered that  Shinko should be taxed as a Regional  Operating Headquarter
(ROHQ), claiming it engaged in income-generating activities in the Philippines.

The CTA Division ruled in Shinko’s favor, canceled the assessments, and deemed Shinko a
representative office akin to a Regional or Area Headquarter (RHQ) exempt from tax. The
CIR’s motion for reconsideration was denied, prompting an appeal to the CTA En Banc,
which affirmed the CTA Division’s decision.

The CIR then filed a Petition for Review on Certiorari with the Supreme Court, maintaining
that Shinko rendered qualifying services and thus should be treated as an ROHQ for tax
purposes. Shinko responded that it was neither an RHQ nor an ROHQ but a representative
office, which does not engage in income-generating activities.

Issues:
1. Whether Shinko is a representative office akin to an RHQ and thus exempt from income
tax and VAT in the Philippines.
2. Whether the CTA Division and CTA En Banc erred in canceling the deficiency income tax
and VAT assessments against Shinko for the fiscal year ending March 31, 2007.

Court’s Decision:
The Supreme Court affirmed the decisions of the CTA Division and CTA En Banc, holding
that Shinko is a representative office similar to an RHQ, engaging in activities that do not
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generate income within the Philippines and thus exempt from income tax and VAT. The
Court refuted each of the CIR’s arguments, maintaining that being fully subsidized by its
Japanese head office and not earning income from within the Philippines exempts Shinko
from such taxes.

Doctrine:
The case reaffirmed the principle that representative offices of foreign corporations that do
not generate income in the Philippines are treated similarly to RHQs and are therefore
exempt from income and VAT in the country.

Class Notes:
– A representative office deals directly with clients but does not derive income from the host
country, being fully subsidized by its head office.
– RHQs are defined under Section 22(DD) of the National Internal Revenue Code (NIRC) as
exempt from income tax, and under Section 109(p) as exempt from VAT.
– Activities of  a representative office must not be income-generating to qualify for tax
exemption.
– Taxable entities, such as ROHQs, perform specific “qualifying services” as per Section
22(EE) of the NIRC and are subject to corporate income tax and VAT.
– A representative office is akin to an RHQ and therefore, exempt from income tax and VAT.

Historical Background:
This case illustrates the importance of clear distinctions between types of foreign business
presence (RHQ, ROHQ, representative office) in a host country for tax purposes. The ruling
emphasizes  the  need  for  consistent  and  precise  categorization  of  foreign  entities  to
determine their  tax liabilities  under Philippine law.  It  underscores how tax authorities
scrutinize business activities and classification to ensure the proper application of the NIRC
provisions.


