G.R. No. 196415. December 02, 2015 (Case Brief / Digest)

Title: Commissioner of Internal Revenue vs. Toledo Power Company, 774 Phil. 92 (2015)

Facts:

Toledo Power Corporation (TPC) is a power generation company selling electricity to
entities including the National Power Corporation (NPC), Cebu Electric Cooperative III
(CEBECO), Atlas Consolidated Mining and Development Corporation (ACMDC), and Atlas
Fertilizer Corporation (AFC). On December 22, 2003, TPC filed an administrative claim with
the Bureau of Internal Revenue (BIR) for a refund or credit of its unutilized input Value
Added Tax (VAT) for the year 2002 amounting to P14,254,013.27 under Republic Act No.
9136 (EPIRA) and the National Internal Revenue Code of 1997 (NIRC).

Receiving no action from BIR, TPC filed a Petition for Review with the Court of Tax Appeals
(CTA) on April 22, 2004.

Procedural Posture:

TPC’s claim was initially addressed in the CTA First Division, which partially granted the
refund, allowing P7,598,279.29 as a claim attributable to zero-rated sales of electricity to
NPC and denying the claim for sales to CEBECO, ACMDC, and AFC due to lack of a
Certificate of Compliance (COC) from the Energy Regulatory Commission (ERC).

TPC’s and BIR’s motions for partial reconsideration were denied by the CTA First Division in
April 2010. Both parties then appealed to the CTA En Banc, which dismissed the appeals in
November 2010, affirming TPC’s entitlement to the reduced refund. Subsequent motions for
reconsideration from both parties were also denied in April 2011.

TPC and BIR, dissatisfied, separately elevated the case to the Supreme Court.

Issues:

The issues addressed by the Supreme Court were:

1. Whether TPC properly exhausted administrative remedies.

2. Whether TPC was liable for deficiency VAT on sales to companies other than NPC.

3. Whether TPC is entitled to the full refund claim based on its status as a generation
company under EPIRA.

4. Whether the fact that TPC was a generation company was a stipulated issue.

5. Whether TPC is entitled to EPIRA rights before the issuance of a COC.

Court’s Decision:
1. **Exhaustion of Administrative Remedies**
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The Court affirmed that TPC exhausted administrative remedies. TPC filed the
administrative claim on December 22, 2003, and appealed to the CTA after the CIR’s
inaction for 120 days, in compliance with Section 112 of the NIRC.

2. ¥*Deficiency VAT Liability**

The Court ruled that TPC cannot be held liable for deficiency VAT on sales to CEBECO,
ACMDC, and AFC. Since TPC’s refund claim under Section 112 did not require a
determination of VAT returns’ correctness or an assessment by the courts, and because the
period for BIR to issue an assessment had prescribed, there was no need for such
determination in this case.

3. **Validity of Claim and Status as a Generation Company**

The Court found that TPC failed to prove it was a generation company authorized by the
ERC during the claim period. This authorization was necessary to qualify its sales to
CEBECO, ACMDC, and AFC for zero-rated VAT under EPIRA. TPC only obtained the COC in
2005, after the relevant period, invalidating the zero-rating and, consequently, TPC’s refund
claim to these sales.

Doctrine:

1. **Exhaustion of Administrative Remedies under Section 112 of the NIRC**: Taxpayers
must wait for 120 days from the filing of a complete claim for a refund with the CIR before
they can appeal to the CTA.

2. **Entitlement to Zero-Rated Sales**: For sales under EPIRA to qualify as zero-rated, the
taxpayer must be able to prove that it was authorized to operate as a generation company
by the ERC within the claim period.

3. ¥*Unutilized Input VAT Refund**: Refunds of unutilized input VAT are only granted for
substantiated claims directly attributable to zero-rated sales.

Class Notes:

- **Key Elements for Tax Refunds**:

- Compliance with Section 112 of the NIRC: Administrative claim, 120 days waiting period,
judicial appeal within 30 days.

- EPIRA Requirements: Authorization by ERC (COC) to claim zero-rating.

- Proper substantiation of input VAT claims.

Verbatim Legal References:
- NIRC, Sections 112 (A) & (D)
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- EPIRA, Sections 4(x), 6

- Philippine Supreme Court doctrines on refunds and tax assessments (Commissioner of
Internal Revenue v. San Roque Power Corporation, Philex Mining Corp. v. Commissioner of
Internal Revenue).

Historical Background:

This case highlights the regulation complexities and procedural rigor impacting the
Philippine energy sector and the administrative requirements for tax refunds. It underscores
the importance of timely and properly documented claims, reflecting broader regulatory
reforms under EPIRA 2001 aimed at restructuring the power industry.
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