G.R. No. 178697. November 17, 2010 (Case Brief / Digest)

### Title
**Commissioner of Internal Revenue vs. Sony Philippines, Inc.: A Tax Dispute**

### Facts

**Procedural Posture:**

- The CIR issued a deficiency tax assessment against Sony Philippines for VAT, EWT, and
penalties.

- Sony contested the assessments and, upon denial of its protest, escalated the matter to the
Court of Tax Appeals (CTA) First Division, then to the CTA En Banc, and ultimately to the
Supreme Court (SC) through petitions for review.

- The CTA First Division partially granted Sony’s petition, canceling the deficiency VAT
assessment but upholding EWT deficiencies and penalties. The CTA-En Banc affirmed this
decision.

- The SC examined identical legal issues previously raised before the lower courts.

**Sequence of Events Leading to the Supreme Court:**

1. Issuance of Letter of Authority to examine Sony’s books (1997 and earlier).

2. Preliminary assessment issued against Sony for 1997, subsequently protested by Sony.

3. Formal final assessment notices issued after Sony’s protest, leading to Sony’s petition
before the CTA within the prescribed timeframe.

4. CTA-First Division partially granted Sony’s plea, canceled VAT deficiency but upheld EWT
and penalties.

5. CIR’s motion for reconsideration denied by CTA-First Division.

6. CIR escalated the matter to CTA-En Banc, which upheld the First Division’s decision.

7. CIR filed a petition for review with the Supreme Court.

### Issues

1. Whether Sony was liable for the deficiency VAT assessment amounting to
P11,141,014.41.

2. The proper rate for withholding tax on Sony’s commission expense.

3. The legality of the deficiency EWT assessment on rental deposit and final withholding tax
on royalties for the specified periods.

4. Whether the coverage of the Letter of Authority extended to the fiscal year ending on
March 31, 1998.

### Court’s Decision
- ¥*VAT Liability:** SC affirmed the CTA’s annulment of the VAT deficiency assessment,
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agreeing that Sony rightfully claimed VAT credit for its advertising expense. The subsidy
from Sony International Singapore (SIS) was deemed assistance rather than income
affecting VAT liability.

- **EWT on Commission Expense:** SC confirmed CTA’s application of the 5% withholding
tax, in line with the period-applicable Revenue Regulations No. 6-85, dismissing CIR’s
contention of a 10% tax rate based on the misapplication of Revenue Regulations No. 2-98.

- **Rental Deposit and FWT on Royalties:** The SC upheld the CTA’s rulings that certain
assessments were beyond the scope of the LOA and, therefore, invalid. The court found
Sony’s remittance of FWT for royalties timely based on the semi-annual term endings
defined in the Manufacturing License Agreement.

- **Scope of LOA:** SC clarified that LOA 19734 specified “1997 and unverified prior
years,” and didn’t implicitly include fiscal year ending March 31, 1998; thus restraining the
CIR’s authority to that period.

### Doctrine

The SC reiterated principles on:

- The specificity of authority granted through a Letter of Authority.

- Applicability of VAT credit for legitimate business expenses.

- Correct application of tax regulations and rates according to the relevant taxable periods.

### Class Notes

- **Letter of Authority (LOA):** Specifies the taxes and periods that revenue officers are
authorized to examine. An examination or assessment beyond its scope is invalid.

- **VAT Input Credit:** Legitimate business expenses covered by VAT invoices qualify for
input VAT credit.

- *Withholding Tax Rates:** The withholding tax rate applicable to a transaction must
correspond with the tax regulations effective during the relevant period.

- *Revenue Regulations’ Application:** Tax assessments must adhere to the regulations in
effect at the time of the transactions, not subsequently enacted rules.

### Historical Background

This case underscores the importance of clarity in the issuance and interpretation of tax
assessments and the critical role of procedural compliance in tax disputes. It reflects the
ongoing challenges in tax administration, especially regarding the determination of
applicable rates and periods for tax liabilities.
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