G.R. No. 241424. February 26, 2020 (Case Brief / Digest)

### Title:
**Commissioner of Internal Revenue vs. Lucio L. Co, et al.: A Case on the Refund of
Erroneously Paid Capital Gains Tax**

### Facts:

This case involved Lucio L. Co, Susan P. Co, Ferdinand Vincent P. Co, and Pamela Justine P.
Co, the majority shareholders of Kareila Management Corporation, who, on March 27, 2012,
agreed to transfer their Kareila shares to Puregold Price Club, Inc. in exchange for Puregold
shares. This transaction resulted in an increased collective shareholding percentage in
Puregold.

However, they paid capital gains tax on this transaction under the assumption that it wasn’t
tax-exempt, based on Section 24(C) of the National Internal Revenue Code of 1997 (NIRC),
as amended. Later, considering Section 40(C)(2) of the NIRC, they filed for a refund of the
CGT, arguing the transaction was tax-exempt. The Commissioner of Internal Revenue (CIR)
rejected their claim, insisting on the necessity of a prior BIR ruling to qualify for tax
exemption, which the respondents did not secure.

The case escalated from administrative claims filed with the Revenue District Offices to the
Court of Tax Appeals (CTA) Division, and finally to the CTA en banc, which both ruled in
favor of the respondents. The CIR then appealed to the Supreme Court.

### Issues:

1. Whether the transaction in question qualifies for the non-recognition of gain or loss under
Section 40(C)(2) of the NIRC, as amended.

2. The validity and timeliness of the respondents’ claim for refund.

3. The necessity of securing a prior BIR ruling for tax exemption or refund claims.

### Court’s Decision:

The Supreme Court affirmed the decisions of the CTA Division and en banc, holding that:

1. The share swap transaction qualifies as a tax-exempt exchange under Section 40(C)(2) of
the NIRC, as amended, since it met all the elements for non-recognition of gain or loss. The
Court referenced the Filinvest case to clarify that control, as required by the statute,
includes cases of increased control due to the transaction.

2. The respondents’ claim for refund was valid and timely filed, as actions by a legal counsel
are presumed to be with authority, and the subsequent Special Power of Attorney ratified
the prior acts.
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3. A prior BIR ruling is not a prerequisite for a tax-free exchange or a refund claim when the
law’s conditions for exemption are met. The CIR should not rely on formalities not stipulated
by law to deny a valid claim for a tax refund.

### Doctrine:
This case underscored the provisions surrounding tax-free exchanges under Section
40(C)(2) of the NIRC, emphasizing the non-requirement of a prior BIR ruling to avail of the
tax exemption.

### Class Notes:

- ¥*Tax-Free Exchange Under Section 40(C)(2) of the NIRC:** A transaction where property
is transferred to a corporation in exchange for stock, resulting in the transferor gaining
control of the corporation. Key elements include: (a) The transferee must be a corporation;
(b) Shares of stock are exchanged for property; (c) The exchange involves not more than
four persons; (d) The exchange results in control of the transferee corporation.

- **Doctrine of Control as Interpreted in Filinvest:** Control includes instances of increased
control due to the transaction. It's not necessary that every transferor individually gains
control post-exchange.

- **Presumption of Counsel’s Authority:** A legal counsel’s actions in court are presumed to
have been taken with authority from the client unless proven otherwise.

- ¥*Non-requirement of Prior BIR Ruling for Tax Exemptions/Refunds:** A taxpayer can
claim an exemption or refund based on compliance with statutory conditions without
obtaining a BIR ruling beforehand.

### Historical Background:

The intricacies of tax law, especially concerning capital gains tax and tax-free exchanges,
have evolved, with the judiciary interpreting statutory provisions to balance the need for tax
revenue against promoting corporate restructuring and growth. This case reflects such an
evolution, clarifying the application of tax exemptions and emphasizing the principle of
fairness in tax administration.
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