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### Title:
Commissioner of Internal Revenue vs. Central Luzon Drug Corporation: A Case on Senior
Citizens’ Tax Credit

### Facts:
Central Luzon Drug Corporation (CLDC), a retailer of medicines, granted a 20% discount to
qualified senior citizens from January 1995 to December 1995 in compliance with Section
4(a) of R.A. No. 7432, also known as the Senior Citizens Act. The total discount amounted to
P219,778, which CLDC then deducted from its gross income for the taxable year 1995,
resulting in a reported net loss. Believing the discount should be treated as a tax credit,
CLDC filed a claim for a refund of P150,193 on December 27, 1996. The Commissioner of
Internal Revenue did not timely act on the claim, prompting CLDC to file a Petition for
Review with the Court of Tax Appeals (CTA) in 1998.

The CTA dismissed CLDC’s petition in April 2000, stating the 20% discount could not apply
as a tax credit in the absence of tax liability. CLDC appealed to the Court of Appeals (CA),
which overturned the CTA’s decision on May 31, 2001, ruling the discount could be claimed
as a tax credit and carried over to the next taxable period. The Commissioner of Internal
Revenue’s petition to the Supreme Court sought to challenge the CA’s decision.

### Issues:
1. Whether the 20% sales discount granted to qualified senior citizens can be claimed as a
tax credit or should be a deduction from gross sales in accordance with R.A. No. 7432.
2.  The applicability  and interpretation of  Revenue Regulations  No.  2-94 in  relation to
Section 4(a) of R.A. No. 7432.

### Court’s Decision:
The Supreme Court denied the Commissioner of Internal Revenue’s petition, affirming the
CA’s decision. The Court held that the literal meaning of the law clearly indicates that the
20% discount  given under  R.A.  No.  7432 should be treated as  a  tax  credit,  not  as  a
deduction from gross sales. The Court emphasized that administrative regulations cannot
alter the clear intent of the law, and it criticized the erroneous interpretation of “tax credit”
in Revenue Regulations No. 2-94.

The Court explained that a tax credit under R.A. No. 7432 is a form of just compensation to
private establishments for the discounts provided to senior citizens. It clarified that Section
229 of the Tax Code, pertaining to refunds of erroneously collected taxes, does not apply to
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the case, as the tax credit under R.A. No. 7432 represents a proactive benefit and not a
corrective measure.

### Doctrine:
The Supreme Court elucidated that discounts prescribed under R.A. No. 7432 for the benefit
of senior citizens should be treated exclusively as tax credits rather than deductions from
gross sales. Furthermore, such a tax credit is considered just compensation for private
establishments, reflecting a proactive benefit that can be carried over to subsequent taxable
periods in the absence of current tax liability.

### Class Notes:
–  Tax Credit  vs.  Deduction:  tax credits  are a direct  reduction from tax liability,  while
deductions reduce taxable income.
– R.A. No. 7432 (Senior Citizens Act) mandates a 20% discount for senior citizens, which
private establishments can claim as a tax credit.
– Misapplication of Regulations: Administrative regulations cannot contradict or modify the
law they seek to implement.
– Just Compensation: Tax credits under the Senior Citizens Act serve as just compensation
for private establishments for the mandatory discounts offered, reflecting the principle that
private property cannot be taken for public use without proper compensation.

### Historical Background:
The case revolves around the implementation of R.A. No. 7432 or the Senior Citizens Act,
designed  to  provide  benefits  and  privileges  to  senior  citizens,  including  discounts  on
purchasing medicines. The law aims to recognize the contributions of senior citizens to
society by affording them certain privileges. The interpretation and implementation of the
tax credit provision concerning the discounts offered to senior citizens emerged as a critical
legal issue, highlighting the interplay between legislative intent, administrative regulations,
and the rights of private establishments.


