G.R. No. 175772*. June 05, 2017 (Case Brief / Digest)

### Title: Mitsubishi Corporation-Manila Branch v. Commissioner of Internal Revenue

### Facts:

The Governments of Japan and the Philippines signed an Exchange of Notes on June 11,
1987, wherein Japan, through the Overseas Economic Cooperation Fund (OECF), agreed to
loan ¥40,400,000,000 for the Calaca II Coal-Fired Thermal Power Plant Project in the
Philippines. Consequently, two loan agreements were executed between OECF and the
Philippine Government, specifically Loan Agreement No. PH-P76 and No. PH-P141.
Subsequently, the National Power Corporation (NPC) of the Philippines entered into a
contract with Mitsubishi Corporation (petitioner) for the project.

The Philippine Government committed to assume all taxes imposed on Japanese firms
engaged in the project. After completing the project and accepting it through a Certificate
of Completion and Final Acceptance, Mitsubishi filed its Income Tax Return for the fiscal
year ending March 31, 1998, which included the income from the OECF-funded portion and
remitted Branch Profit Remittance Tax (BPRT) for the income remitted to its head office in
Japan.

Mitsubishi filed an administrative claim for a refund with the Commissioner of Internal
Revenue (CIR), arguing the taxes were erroneously paid as the Philippine Government had
assumed these taxes. The claim was followed by a petition for review before the Court of
Tax Appeals (CTA) to suspend the two-year period for filing a judicial claim. The CTA
Division granted the claim, but the CTA En Banc reversed this decision, leading Mitsubishi
to elevate the issue to the Supreme Court.

### [ssues:
1. Whether or not Mitsubishi is entitled to a refund of the taxes it paid.
2. If yes, from which government entity should the refund be claimed?

### Court’s Decision:

The Supreme Court ruled in favor of Mitsubishi, holding that it is entitled to a refund of the
erroneously paid taxes. The Court clarified that the Philippine Government had indeed
assumed the tax obligations of Mitsubishi under the agreement, making the taxes paid by
Mitsubishi erroneously collected. Consequently, the authority to refund erroneously
collected taxes lies with the CIR, as provided by Sections 204(C) and 229 of the National
Internal Revenue Code (NIRC). Thus, the CTA En Banc’s decision was reversed, reinstating
the CTA Division’s decision that granted Mitsubishi’s tax refund claim.
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### Doctrine:

The case reaffirmed the established doctrine that treaties or international agreements, such
as an exchange of notes, can be binding even without Senate concurrence when these
amount to an executive agreement. It also highlighted the authority of the CIR under the
NIRC to refund taxes erroneously or illegally collected by the government.

### Class Notes:

- **Erroneous Tax Payment:** Taxes paid that were not supposed to be shouldered by the
taxpayer due to another entity’s assumption of tax liability fall into the category of
erroneously paid taxes, eligible for refund as per the NIRC Sections 204(C) and 229.

- **Executive Agreement:** An international agreement that is binding on the state even
without the Senate’s concurrence and can have legal effects domestically.

- **Authority of CIR to Refund:** Under NIRC Sections 204(C) and 229, the CIR has the
mandate to credit or refund taxes that were erroneously or illegally collected.

- **Tax Assumption vs. Tax Exemption:** Tax assumption entails another entity agreeing to
bear the tax liability of another, which is distinct from tax exemption, where the taxpayer is
relieved from the obligation to pay certain taxes.

### Historical Background:

The case underscores the implications of international agreements on domestic tax laws and
the role of the CIR in handling claims for tax refunds arising from such agreements. It
reflects the intersection between international law and domestic tax policy, showcasing how
external financial arrangements (like the loan agreements for international development
projects) can lead to complex tax litigation when the agreed tax obligations are
misinterpreted or not honored as intended.
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