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Title: Commissioner of Internal Revenue vs. Toshiba Information Equipment (Phils.), Inc.

Facts:
Toshiba Information Equipment (Phils.), Inc. (Toshiba), registered as a domestic corporation
on  July  7,  1995,  with  the  primary  purpose  of  manufacturing  and  exporting  various
technology products, also registered with the Philippine Economic Zone Authority (PEZA) as
an ECOZONE Export Enterprise on September 27, 1995, and with the Bureau of Internal
Revenue (BIR) as a VAT taxpayer on December 29, 1995. Toshiba filed its VAT returns for
the first and second quarters of 1996, claiming unutilized input VAT due to the lack of
engaged  business  activities  generating  output  VAT.  Toshiba  filed  applications  for  tax
credit/refund of its unutilized input VAT totaling P19,338,422.07, for the first semester of
1996, with the Department of Finance (DOF) and the Court of Tax Appeals (CTA) to prevent
the  prescriptive  period  lapse.  The  CTA,  after  evaluating  evidence,  ordered  the
Commissioner of Internal Revenue (CIR) to refund or issue a tax credit certificate to Toshiba
amounting to P16,188,045.44. The CIR’s motion for reconsideration was denied, and the
Court of Appeals affirmed the CTA’s decision, prompting the CIR to bring the case to the
Supreme Court under Rule 45 of the Rules of Court.

Issues:
1. Whether the Court of Appeals erred in holding that the CIR’s failure to raise certain
arguments in the Tax Court was fatal to its cause.
2. Whether the Court of Appeals erred in not recognizing that Toshiba, being registered
with PEZA and subject to 5% preferential tax rate, is not subject to VAT, thus not entitled to
a tax refund or credit for input taxes.
3. Whether Toshiba’s purchases of capital goods and services, being not in VAT taxable
business, qualify for input tax refund pursuant to Revenue Regulations.

Court’s Decision:
The Supreme Court affirmed the decisions of the Court of Appeals and the CTA, granting
Toshiba’s claim for a tax refund or credit. The Court distinguished between VAT-exempt
transactions and entities, explaining that Toshiba’s sales by its VAT-registered suppliers
from the Customs Territory are considered export sales and are subject to VAT at zero
percent. Despite being a VAT-exempt entity registered with PEZA, Toshiba is entitled to a
tax refund or credit for its unutilized input VAT from its purchases of capital goods and
services due to the application of the Cross Border Doctrine and considering the facts
before the issuance of Revenue Memorandum Circular (RMC) No. 74-99.
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Doctrine:
1. Cross Border Doctrine in VAT: No VAT shall be imposed to form part of the cost of goods
destined for consumption outside the territorial border of the taxing authority.
2.  Distinction  between  VAT-exempt  transactions  and  VAT-exempt  entities:  VAT  is  not
applicable on goods or services specifically listed in and expressly exempted from VAT
under the Tax Code, regardless of the tax status of the party to the transaction. Meanwhile,
a VAT-exempt party is a person or entity granted VAT exemption under a special law or
international agreement, making its taxable transactions exempt from VAT.

Class Notes:
–  VAT-exempt  transactions  vs.  VAT-exempt  entities:  Understanding  the  nature  and
implications  of  transactions  and  entities  exempt  from  VAT  is  crucial  in  tax  legislation.
– Cross Border Doctrine: Recognizes that VAT should not be imposed on goods and services
meant for consumption beyond the territorial jurisdiction of the taxing authority, aiming at
making exports competitive by allowing the exporter to claim a refund or credit for input
VAT paid.

Historical Background:
The  case  highlights  the  evolving  understanding  and  application  of  VAT  principles,
particularly the treatment of VAT in special economic zones (SEZs) like PEZA. Before the
issuance of RMC No. 74-99, entities in SEZs availing of income tax holidays were considered
subject to VAT, contrasting current regulations which treat sales to SEZs as zero-rated
exports. This transformation reflects the dynamic interpretation of tax laws in response to
the unique economic environments within SEZs.


