G.R. No. 211289. January 14, 2019 (Case Brief / Digest)

### Title:
**Commissioner of Internal Revenue v. La Flor dela Isabela, Inc.**

### Facts:

La Flor dela Isabela, Inc. (La Flor), a domestic corporation, complied with its tax
responsibilities for the 2005 fiscal year by filing monthly returns for Expanded Withholding
Tax (EWT) and Withholding Tax on Compensation (WTC). Subsequently, La Flor executed
waivers extending the statute of limitations on its tax liabilities for 2005, specifically on
September 3, 2008, February 16, 2009, and December 2, 2009. Despite these waivers, La
Flor received a Preliminary Assessment Notice for deficiency taxes for 2005 on November
20, 2009. Final assessment notices and a formal letter of demand were received by La Flor
on January 7, 2010, accusing them of being deficient in EWT and WTC payments and
imposing penalties. La Flor contested these assessments through a letter of protest filed on
January 15, 2010.

The Court of Tax Appeals (CTA) Division, after reviewing La Flor’s petition, ruled in favor of
the corporation, canceling the deficiency tax assessments. The CTA’s decision was based on
the premise that the Commissioner of Internal Revenue (CIR)’s assessments were barred by
the statute of limitations, and the waivers were invalid due to non-compliance with the
specifics of the Revenue Memorandum Order (RMO) No. 20-90. The CIR’s motion for
reconsideration was denied.

Subsequently, the CTA En Banc affirmed the CTA Division’s decision, leading the CIR to file
a petition for review with the Supreme Court.

### [ssues:

1. Whether the prescriptive period under Section 203 of the National Internal Revenue Code
(NIRC) applies to EWT and WTC assessments.

2. Whether La Flor’'s EWT and WTC assessments for 2005 were barred by prescription.

### Court’s Decision:

The Supreme Court denied the CIR’s petition, affirming the decisions of the CTA En Banc
and CTA Division. The Court clarified that withholding taxes, including EWT and WTC, are
covered by Section 203 of the NIRC, which sets a prescriptive period for tax assessments.
The Court rejected the CIR’s argument that withholding taxes are simply penalties on
withholding agents and not subject to the prescriptive period for tax assessments. It was
determined that La Flor’s waivers to extend the period of assessment until December 31,
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2009, did not comply with RMO No. 20-90 and hence did not validly extend the prescriptive
period. As such, any assessment issued after the prescriptive period is barred by
prescription.

### Doctrine:

This case reiterated that the waivers extending the prescriptive period for tax assessments
must comply with the specific requirements set forth in RMO No. 20-90, including stating
the nature and amount of the tax to be assessed. Furthermore, withholding taxes are
considered internal revenue taxes subject to the prescriptive periods outlined in Section 203
of the NIRC.

### Class Notes:

- **Statute of Limitations:** Tax assessments must be made within three years from the
filing of a return under Section 203 of the NIRC unless an exception applies.

- **Waivers to Extend Prescriptive Period:** Must comply with RMO No. 20-90, explicitly
stating the kind and amount of tax involved.

- *Withholding Taxes as Internal Revenue Taxes:** Despite being collected by withholding
agents, EWT and WTC are considered taxes on the income earner and are subject to the
same statutory prescriptive periods as other internal revenue taxes.

- **Procedural Irregularities:** The failure to observe certain procedural requirements (e.g.,
numbering paragraphs, indicating MCLE compliance) does not warrant the outright
dismissal of the petition if it does not affect the substantive rights of the parties.

### Historical Background:

The disputes around tax assessments, statute of limitations, and waivers thereof revolve
around the complexities of tax administration and enforcement. The dynamics and
interpretations of these elements are crucial in ensuring both the government’s revenue
collection and taxpayers’ rights. Understanding and applying these principles correctly, as
seen in this case, prevent undue prejudice to either party and uphold the law’s intent in tax
governance.
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