G. R. Nos. L-19727 and 19903. May 20, 1965 (Case Brief / Digest)

### Title:
The Commissioner of Internal Revenue vs. Phoenix Assurance Co., Ltd.

### Facts:

Phoenix Assurance Co., Ltd., a British insurance company with operations in the Philippines,
entered into reinsurance treaties globally. It ceded premiums from Philippine underwritings
to foreign reinsurers based abroad. For the 1952-1954 period, the company ceded
significant amounts of premiums:

- ¥%1952*%*: PHP 316,526.75
- ¥*1953**: PHP 246,082.04
- ¥%1954**. PHP 203,384.69

The Commissioner of Internal Revenue assessed withholding taxes on these ceded
premiums and also made several tax adjustments, including disallowances of deductions for
head office expenses and additions to marine insurance reserves.

Procedural Posture:

1. **Initial Assessments**: Various deficiencies and withholding tax assessments were made
by the Commissioner:

- Withholding Tax:

- 1952: PHP 75,966.42

- 1953: PHP 59,059.68

- 1954: PHP 48,812.32

- Deficiency Income Tax:

- 1952: PHP 5,667.00

- 1954: PHP 2,847.00

- Refund claim for overpaid 1953 income tax of PHP 20,180.00.

2. ¥*Appeals**: Phoenix Assurance appealed these assessments to the Court of Tax Appeals
(CTA), which mostly ruled in its favor but upheld some of the Commissioner’s claims.

3. ¥*Supreme Court**: Both Phoenix Assurance and the Commissioner of Internal Revenue
appealed aspects of the CTA’s decision to the Supreme Court.

### Issues:
1. Are reinsurance premiums ceded by Phoenix Assurance to foreign insurers subject to
Philippine withholding tax?
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2. Has the right of the Commissioner to assess deficiency income tax for the year 1952
prescribed?

3. Is the deduction claimed by Phoenix Assurance for net addition to the marine insurance
reserve in 1950 excessive?

4. Are the deductions for head office expenses in 1952, 1953, and 1954 excessive?

### Court’s Decision:

**1. Reinsurance Premiums and Withholding Tax:**

- The Supreme Court held that reinsurance premiums ceded to foreign reinsurers not doing
business in the Philippines are income from sources within the Philippines and subject to
withholding tax, as per Section 53 and 54 of the Tax Code.

- **Upheld the prior decision regarding withholding tax**.

**2. Prescription of 1952 Deficiency Tax Assessment:**

- The Supreme Court agreed with the Commissioner that the limitation period commenced
upon filing the amended return, not the original—making the assessment timely.

- **Reversed the CTA ruling on prescription**.

**3. Marine Insurance Reserve Deduction:**

- The Court found Phoenix Assurance’s computation of 40% of marine premiums for reserve
addition reasonable, and that the Commissioner’s allocation of 100% of premiums for the
last three months was unsupported.

- **Allowed Phoenix’s deduction**,

**4 . Head Office Expenses Deductions:**

- The Supreme Court agreed that the appropriate basis for the head office expenses
deduction should be 5% of net income, not gross income, aligning with the deduction rule
for foreign corporations (Sec. 30(a)(2) of the Tax Code).

- ¥*Sustained partial disallowance by the Commissioner**,

### Doctrine:

1. *Withholding Tax on Reinsurance Premiums**: Under Philippine law, premiums ceded to
foreign reinsurers can be considered income sourced within the Philippines, thus subject to
withholding tax.

2. **Prescription Period for Tax Assessments**: The limitation period for tax assessments
should commence from the filing of an amended return if it substantially alters the original.
3. ¥*Tax Deduction Computations**: Net additions to reserves should be fully deductible per
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statutory requirements, and head office expense deductions should be computed based on
net, not gross, income.

### Class Notes:

- *Withholding Tax Jurisdiction**: When income is sourced within the Philippines, even if
agreements/contracts are executed abroad.

- **Period of Limitation**: Tax assessment prescription periods are markedly dependent on
the nature and timing of returns filed (original vs. amended).

- *Insurance Reserves and Tax Deductions**: The statutory reserve requirements must
strictly be followed, less for income tax considerations.

- *Expense Allocation**: Deductions for foreign corporations must be based on net income
derived from Philippine operations, excluding non-taxable foreign income.

### Historical Background:

This case reflects the broader context of post-World War II regulatory efforts by the
Philippines to better control and tax income related to foreign corporations, ensuring
revenue from multinational entities operating locally. It also shows the evolution of tax
enforcement and compliance theories, balancing taxpayer rights with the government’s
need for revenue.
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