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### Title:
Commissioner of Internal Revenue vs. Magsaysay Lines, Inc., et al.: A VAT Exemption Case
on Privatization and Sale of Vessels

### Facts:
In an effort to privatize,  the National Development Company (NDC) decided to sell  its
shares and five vessels owned through its subsidiary, National Marine Corporation (NMC).
These vessels were sold in one package during a public bidding where Magsaysay Lines,
Inc., along with Baliwag Navigation, Inc., and FIM Limited, emerged as the winning bidders.
The sale included a stipulation that the buyers would shoulder any value-added tax (VAT) if
applicable.  Subsequently,  both parties  sought  clarification from the Bureau of  Internal
Revenue (BIR) regarding the VAT liability. The BIR issued rulings indicating that the sale
was subject to a 10% VAT, identifying NDC as a VAT-registered entity.

The private respondents contested these rulings and, after NDC drew from a Letter of
Credit to cover the VAT payment, formally requested a refund from the Court of Tax Appeals
(CTA), arguing that the sale was not made in the ordinary course of NDC’s business and
thus  should  not  be  VAT-liable.  The  CTA  sided  with  the  respondents,  a  decision  the
Commissioner of Internal Revenue (CIR) appealed to the Court of Appeals. The appellate
court initially reversed the CTA’s decision but ultimately upheld it upon reconsideration,
agreeing that the sale was not subject to VAT as it was not conducted in the ordinary course
of NDC’s business.

### Issues:
1. Whether the sale of NDC’s vessels is subject to VAT under the National Internal Revenue
Code of 1986.
2. The applicability of VAT on transactions not made in the ordinary course of trade or
business.
3. Interpretation of “deemed sale” provisions under VAT regulations.

### Court’s Decision:
The Supreme Court affirmed the appellate court’s ruling that the sale was not subject to
VAT. It clarified that transactions not undertaken in the ordinary course of business do not
attract VAT, aligning with the purpose of VAT as a consumption tax ultimately borne by the
end consumer. The Court emphasized the transaction’s classification over its formality,
underlining that the government program of privatization was a singular event rather than a
regular business activity of NDC.
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### Doctrine:
The main doctrine established is that sales, barters, or exchanges of goods or services not
made in the ordinary and regular course of trade or business are beyond the purview of
VAT. A transaction’s incidental contribution to the production chain does not necessarily
imply VAT liability if it is not a regular business activity.

### Class Notes:
– **Key Elements for VAT Liability:**
– Regularity of business transactions.
– Transactions must occur in the ordinary course of trade or business.
– **Statutory Provisions:**
– Section 99 of the Tax Code specifies persons liable for VAT.
– Section 100 details transactions deemed sales for VAT purposes, subject to the ordinary
course of business requirement.
– **Application:**
– The VAT system is designed to impose tax on every level of consumption but exempts
isolated transactions not part of regular business activities.
–  “Deemed  sale”  provisions  require  contextual  interpretation  focused  on  whether  the
activity constitutes a business’s regular operations.

### Historical Background:
This case highlights the intricacies of VAT implications in government privatization efforts
and the judicial interpretations regarding what constitutes regular business activities for
VAT purposes. It underscores the challenges in applying VAT laws to transactions that,
while  potentially  yielding  revenue,  do  not  emerge  from an  entity’s  ordinary  business
operations. This decision represents a pivotal moment in clarifying the scope of VAT in the
context of privatization and the sale of government assets, reflecting broader economic
policies and priorities.


