G.R. No. 226680. August 30, 2022 (Case Brief / Digest)

Title: Aces Philippines Cellular Satellite Corporation vs. The Commissioner of Internal
Revenue: The Taxation of Income Derived from Satellite Airtime Services

Facts:

Aces Philippines Cellular Satellite Corporation (petitioner) engages in a legal battle against
the Commissioner of Internal Revenue (respondent) over deficiency final withholding tax
(FWT) for the taxable year 2006. The Philippine Long Distance Telephone Company (PLDT)
originally entered into a Gateway Agreement with Aces Indonesia in 1995, which was
followed by an Air Time Purchase Agreement in 1997. These agreements essentially
permitted Aces Indonesia to provide PLDT with the equipment necessary to operate a
gateway in the Philippines and to sell satellite airtime to PLDT. Subsequently, Aces
Indonesia transferred its rights under the Air Time Purchase Agreement to Aces
International Limited (Aces Bermuda), and PLDT transferred its rights to its subsidiary, the
petitioner.

In 2007, the BIR audited the petitioner’s books and assessed a deficiency FWT for payments
made to Aces Bermuda, arguing these were income paid to a non-resident foreign
corporation from sources within the Philippines. The petitioner protested administratively
but was unsuccessful, leading to a judicial protest before the CTA. The CTA Division and the
CTA En Banc upheld the assessment, prompting the petitioner to file a Petition for Review
on Certiorari before the Supreme Court.

Issues:

The core legal issue resolved by the Supreme Court was whether the satellite airtime fee
payments to Aces Bermuda, a non-resident foreign corporation, constituted income from
sources within the Philippines, thereby subjecting it to Philippine income tax and
consequently to final withholding tax obligations on the part of the petitioner.

Court’s Decision:

The Supreme Court dismissed the petition, affirming the CTA En Banc’s decision with
modifications concerning the computation of interests. It held that the satellite airtime fee
payments to Aces Bermuda were indeed income from sources within the Philippines. It
elucidated that income was sourced within the Philippines because the activity generating
the income, i.e., the receipt and utilization of satellite airtime facilitated by a gateway
located in the Philippines, took place in the country. Consequently, Aces Bermuda, through
its business operations facilitated by the petitioner, derived income from within the
Philippines, thus necessitating the imposition of tax.
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Doctrine:

The case reiterates the principle of sourcing income based on the location where the
income-generating activities occur. It underscores that foreign entities engaging in
transactions that utilize facilities located within the Philippines to generate income are
subject to Philippine income tax on such income.

Class Notes:

1. Final Withholding Tax (FWT) - A type of tax wherein the amount of income tax is withheld
or deducted from the income payable to the recipient so that the recipient receives the net
income after tax.

2. Non-Resident Foreign Corporation (NRFC) - A corporation that is not domiciled in the
Philippines but derives income from sources within the Philippines.

3. Taxable Source of Income - Determined based on the situs of income, which refers to the
place where the right or property giving rise to the income is utilized or where the service
that generates the income is performed.

Historical Background:

This case highlights the evolving nature of transactions subject to income tax within the
framework of globalization and technological advancements. Satellites, though not
physically located within any country’s territory, are integral to telecommunications
services that reach into various countries, including the Philippines. The development
emphasizes the necessity to adapt legal principles, especially on taxation, to the realities of
modern commerce and technology.
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