G.R. No. 224764. April 24, 2017 (Case Brief / Digest)

### Title:
**Bureau of Internal Revenue vs. Lepanto Ceramics, Inc.: A Case of Indirect Contempt in the
Context of Corporate Rehabilitation**

### Facts:

Lepanto Ceramics, Inc. (LCI), experiencing financial difficulties since the Asian financial
crisis, filed for corporate rehabilitation under the “Financial Rehabilitation and Insolvency
Act (FRIA) of 2010” on December 23, 2011. The Rehabilitation Court issued a
Commencement Order on January 13, 2012, which suspended all enforcement actions
against LCI and directed all creditors, including the Bureau of Internal Revenue (BIR), to
file their claims within the rehabilitation proceedings. Despite this Order, BIR officials sent
LCI a notice of informal conference and a formal letter of demand for deficiency taxes in
May 2013 and May 2014, respectively. LCI responded by filing a petition for indirect
contempt against the BIR officials in RTC Br. 35, arguing that these actions were in defiance
of the Commencement Order. The RTC ruled in favor of LCI, finding the BIR officials guilty
of indirect contempt and fining them each P5,000.00.

### Issues:

1. Jurisdiction of RTC Br. 35 over the indirect contempt case.

2. The mootness of the indirect contempt petition following the successful rehabilitation of
LCL

3. Whether the BIR’s actions constituted defiance of the Commencement Order.

4. The legality of BIR’s actions within the framework of corporate rehabilitation under RA
10142.

### Court’s Decision:

The Supreme Court affirmed the RTC’s decision, holding that:

1. RTC Br. 35 had jurisdiction over the case as the contempt proceedings could be initiated
in the court concerned independently of the principal action.

2. The termination of rehabilitation proceedings did not moot the petition for contempt
because the contemptuous acts had already occurred.

3. The BIR’s issuance of a notice for an informal conference and a demand letter for tax
deficiencies directly contravened the stay order from the Commencement Order,
demonstrating defiance.

4. The Court rejected BIR officials’ defense regarding their motive to toll the prescriptive
period for tax collection, emphasizing that they could have presented their claim within the
rehabilitation proceedings without violating the Order.
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### Doctrine:

The case reinforced the doctrine regarding the scope and effect of a Commencement Order
under the Financial Rehabilitation and Insolvency Act of 2010 (RA 10142), particularly the
suspension of all actions for claims enforcement against the debtor during corporate
rehabilitation. It highlighted that actions or proceedings outside the sanctioned
rehabilitation process, which aim to enforce claims against a corporation undergoing
rehabilitation, constitute indirect contempt of court.

### Class Notes:

- **Corporate Rehabilitation**: An attempt to restore an insolvent corporation to solvency,
preferring its continuation over immediate liquidation.

- ¥*Commencement Order**: Orders initiating corporate rehabilitation, suspending all
enforcement actions against the corporation.

- **Indirect Contempt under RA 10142**: Actions that defy a court’s Commencement Order
during corporate rehabilitation are potentially punishable as indirect contempt.

**Key Statutory Provisions**:

- RA 10142, Section 16: Defines the scope of a Commencement Order, including the
suspension of claims enforcement against the debtor.

- Rule 71 of the Rules of Court: Governs contempt proceedings, outlining what constitutes
indirect contempt and the corresponding penalties.

### Historical Background:

This case delves into the practical application of RA 10142, which was enacted to provide a
uniform framework for the rehabilitation or liquidation of financially distressed enterprises.
The law aims to balance the interests of distressed companies seeking to survive financial
crises and their creditors. The Supreme Court’s decision in this case underscores the
judiciary’s role in ensuring adherence to the legal processes outlined in the act, reinforcing
the integrity of corporate rehabilitation proceedings.
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